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Executive Summary  

 

With changing weather patterns and extreme temperatures the world we live in is being faced 

with the growing challenge of water scarcity. The lack of fresh potable water has for long been a 

problem in many parts of the world. Through technological innovation, the problem has been 

addressed in recent years with significant improvements in both desalination and other water 

treatment solutions. This paper is performing a valuation of the Aquaporin A/S, a Danish 

technology company that specializes in water purification through biotechnical innovations. The 

main purpose of this thesis is to determine the value of Aquaporin A/S’s equity and assess the 

company’s future outlook, both from a financial and a strategic perspective. The valuation is 

carried out by assessing Aquaporin A/S’s current strategic and financial positions thereby 

determining the key value drivers and growth opportunities. The results from these analyzes lays 

the foundation for forecasting the company’s future performance and in turn determining the 

value of its equity. By employing the discounted cash flow model, a market value of the equity of 

DKK 833.820.000 is established. The reliability of the model on which we base our results is subject 

to numerous assumptions. In order to minimize the effects of these assumptions our valuation is 

supported by a sensitivity analysis on the company’s weighted average cost of capital, its 

perpetuity growth and firm-specific risk. 
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1. Introduction 

All over the world the public discussion is highly focused on the global warming (Brown, 2019). 

You can hardly open a newspaper without being confronted with the topic of CO2 emission and 

even this years’ Nobel Prize addresses the issue through the nomination of Greta Thunberg, a 

global warming activist, for the Nobel Peace Prize (Carrington, 2019). Solving global warming is 

without a doubt one of the absolute top priorities on the public agenda because of the alleged 

potential effects, problems and costs it will impose upon the world we live in and the lives of 

future generations (Nunez, 2019). Another related but different environmental issue is according 

to some people much more pressing and urgent. Andrew Wheeler, Environmental Protection 

Agency (EPA) Administrator recently made a statement proclaiming “that unsafe drinking water – 

not climate change – poses the greatest and most immediate global threat to the environment” 

(Watson & Garrett, 2019) and the World Economic Forum (WEF) has just named the water crisis 

the number four most impactful risk and the ninth most likely risk to occur in the next five years 

(Collins, 2019). Not only are more than 844 million of people (1 in 9 people) currently without 

reliable access to clean drinking water (water.org, 2019), big and developed cities, states and 

countries are increasingly faced with the hard reality of water resources drying up (Kučírková, 

2018). Just last year, in 2018, Cape Town the legislative capital of South Africa (World’s Capital 

Citites, 2019), was, as one of the first big developed urban cities, confronted with the very big and 

immediate risk of running out of clean drinking water (Welch, 2018) for its large population of 

more than four million inhabitants (World Population Review, 2019), and according to National 

Geographic, even big cities in the western world such as London and Miami are not exempt from 

this kind of freshwater related risk (BCC, 2018). 

 According to the UN “On 28 July 2010, through Resolution 64/292, the United Nations 

General Assembly explicitly recognized the human right to water and sanitation and acknowledged 

that clean drinking water and sanitation are essential to the realization of all human rights.” 

(United Nations Department of Economic and Social Affairs (UNDESA), 2011). Despite the status as 

a human right, insufficient access to clean freshwater is a current and growing problem that big 

parts of the global population will have to face sooner or later, both in developing as well as in 

developed countries (BCC, 2018). Several organizations describe how one solution to the problem 

can be water conservation through reductions in the use of current reserves (Save Our Water, 
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2019). This can be achieved by decreasing the overall use or by learning to use the water we have 

more effectively. Another problem that can be solved to decrease the risks of running out of water 

locally is, according to WEF and other organizations (Heijden & Stinson, 2019; Javed, 2018; Olivier, 

2017), to increase the political initiative and securing higher quality of freshwater management. 

This freshwater management problem is particularly big in developing countries, where the water 

use is largely uncontrolled or the people in charge can be bought through bribery and 

corruption(Block, 2019). These two possible solutions to the global water crisis are however not 

the only solutions. Another discussed solution to the problem is the technological and innovative 

solution (Easen, 2018; Hazony, 2015; Smart Water Magazine, 2019). While the final and best 

solution is probably a combination of all the above alternatives, the argument behind the 

technology based point is that the development and successful implementation of technology can 

increase our water resources and the reusability of our water resources (Aquaporin A/S, 2018). 

One company marketing and developing such a technology is the Danish company Aquaporin A/S 

(Aquaporin A/S, 2018). Aquaporin A/S has and continues to develop technology that can purify 

different sources of unclean water (Aquaporin A/S, 2018), making the water drinkable. Aquaporin 

A/S is a limited liability company which is currently privately owned by five investors (Aquaporin 

A/S, 2019h). The company is currently not listed on any stock exchange, but the majority 

stakeholder, Goldschmidt Capital A/S, has both in 2017 and 2018 voiced intentions to list 

Aquaporin A/S on the Danish stock exchange with through an IPO (Friis, 2018; Vorre & Elstrup, 

2017) in the near future. 

 With an anticipated IPO of Aquaporin A/S, this paper will perform a valuation of the 

company. Through an analysis of Aquaporin A/S’s strategic situation and its financial circumstance 

the aim of this paper is to concretize and determine the enterprise value of the current and 

expected future financial figures derived from the commercialization of Aquaporin A/S’s water 

purifying technology and its business model set-up. 

1.1 Motivation 

Our interest in Aquaporin A/S originated in our curiosity for the Day Zero challenge in Cape Town, 

which was largely founded in our increased awareness of the world water crisis and the 

technological advances that aim to solve this global issue. The current and the potential large 
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impact of the crisis and thus the potential huge impact of the technology is what gives even more 

weight to our interest into the topic and related subjects.  

 With a master’s degree focused on finance and investment it became natural to combine 

our expertise and our interests by addressing a problem area which deals with both the field of 

finance and investment as well as the topic of the global water crisis. In that context it is especially 

interesting that we here in Denmark have one of the frontline companies addressing the water 

crisis, by developing new technology that in many ways can solve freshwater problems around the 

world. Furthermore, the company and its investors strongly believe in the company’s future 

financial success, so much that it is strongly considering and working toward an IPO on the Danish 

stock exchange.  

Thus, our motivation behind our choice of research focus is heavily based on the fact that our 

problem addresses both our own academic expertise, our passion for the global water crisis and 

that the problem is relevant with regards to both timing and geography. 

2. Problem formulation 

2.1 Research questions 

To address our problem formulation and the key element of our topic introduction, the following 

research question has been constructed: 

2.1.1 Research question 

What is the fair value of Aquaporin A/S’s equity in 2017? 

With this question the paper aims to take the reader through an analysis of Aquaporin A/S which 

will result in a financial evaluation of Aquaporin A/S’s equity in 2017.  

2.1.2 Sub-questions 

To be able to answer the overall research question, four sub-question have been created, as seen 

below. 

1. What strategic factors influence Aquaporin A/S’s future profitability? 

2. What financial drivers influence the value of Aquaporin A/S? 

3. How will Aquaporin A/S’s performance develop going forward? 
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4. What is the current market value of Aquaporin A/S’s Equity? 

5. How sensitive is the estimate of the current market value of Aquaporin A/S to the 

assumptions made? 

The purpose of the above stated sub-question is to guide and support the analysis of Aquaporin 

A/S and this papers’ ability to answer the key research question.  

Sub-question number one is designed with the objective of investigating the strategic 

factors that will influence the future financials figures of Aquaporin A/S. In answering sub-question 

one, the paper will first look at external factors, such as the market conditions and macro-

economic factors, influencing the strategic situation. Furthermore, this question will address 

internal factor to the best possible degree through a focus on the value chain, the internal 

resources and other company specific strategic elements. As it is described in the delimitation 

section above, this paper does not have access to any non-public information about Aquaporin 

A/S, and the analysis of internal factors are thus purely based of publicly available information 

from their own annual reports about the internal conditions of Aquaporin A/S. This sub-question 

will lastly discuss the growth strategy of Aquaporin A/S and conclude on the overall strategic 

position of Aquaporin A/S. 

The purpose of the second sub-question is to study Aquaporin A/S’s financial 

circumstances through historic figures, and to develop an understanding of how Aquaporin A/S 

creates financial value. With the focus on historical information, this question seeks to determine 

which financial drivers have influenced Aquaporin A/S financial situation to this point, because it is 

believed that the historical drivers are the best starting point for the analysis of the future 

development of Aquaporin A/S. This knowledge is to lay part of the foundation for the budgeting 

of future financial figures in the third question. 

Based on sub-question one and two, the third sub-question aims to create a pro forma 

budget reflecting the expected future financial figures from Aquaporin A/S. To determine the 

budget, the value drivers identified in both the analysis of the strategic position of Aquaporin A/S 

as well as in analysis of historical financial value will be incorporated to create a pro forma 

financial statement with forecasted financial figures.  
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In the fourth sub-question, the paper will seek to answer the main research question by 

performing a valuation of Aquaporin A/S based on the pro forma financial statement made in sub-

question three. To answer this question the paper will determine the appropriate discounting 

factor, the WACC, and discuss the assumptions influencing this measure. The answer to this sub-

question will be based on a standard present value model used for valuation as well as a few 

selected relative valuation models. 

To comment on the strength of the valuation in question four, this last question will 

address the sensitivity and accuracy of the result and the key estimates affecting the result. In this 

section the paper will study the sensitivity of the discounted cash flow models by challenging the 

underlying assumptions. 

2.2 Limitations 

This paper will have two key limitation with regards to the analysis. Since Aquaporin A/S is a 

private company and due to the fact that we have had no access to the company’s management 

or employees nor access to any non-public internal information, the analysis will be limited to use 

only publicly available information. In terms of the analysis this entails an external analysis 

addressing the industry and market conditions for Aquaporin A/S, and a limited analysis of the 

internal environment in Aquaporin A/S based on the restricted public information made available 

through the Aquaporin A/S annual reports. This limitation aligns well with a perspective of an 

external analyst, which is the perspective of this paper. 

The second limitation is a time limitation. The latest annual report publicly available from 

Aquaporin A/S is from the year 2017 (Aquaporin A/S, 2019j). The figures from the 2017 annual 

report will form the basis of the financial analysis. Information about the market and competitors, 

will to the extent possible, be from latest published material from annual reports, market reports 

and other relevant sources such as articles and statistics. 

3. Theory & methodology 

In this chapter the paper will outline and describe the theoretical framework used to answer the 

research questions. 
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3.1 Strategic analysis  

Sub-question one addresses, as mentioned, the strategic perspective of the valuation of 

Aquaporin A/S. This the analysis in this sub-question is by primarily qualitative and it is built on a 

theoretical framework of qualitative nature. When relevant, quantitative figures supporting the 

arguments will be incorporated.  

The purpose of the strategic analysis is to identify the different factors that influence the 

development of the financial aspects in the firm. To identify the factors this paper will use a range 

to address both external as well as internal issues. As previously mentioned in our section relating 

to the paper’s limitations, the analysis will however largely put the effort in the external 

environment. To structure the analysis, this paper uses well known models to highlight important 

issues. 

To investigate the external factors this paper will first use the PESTEL model, the Porter’s Five 

Forces model and the industry and product life cycle model.  

3.1.1 PESTEL-analysis 

The PESTEL model focuses our attention on six groups of macroeconomic drivers that can 

influence the economic environment in which the company exists (Elling & Sørensen, 2004). 

PESTEL stands for the six factors: political, economic, social, technological, environmental and legal 

(Elling & Sørensen, 2004). In the project all six factors will be investigate and discussed. In the 

analysis the most significant factors for Aquaporin A/S’s business area will be identified for further 

examination. For the most important parameters the analysis will also include a discussion of how 

they will develop going forward.  

On a microeconomic level this project will introduce and use two model: The Porter’s Five Forces 

model and the Industry and Product Life Cycle model.  

3.1.2 Porter’s Five Forces 

The Porter’s Five Forces model describes five factors that, according to Porter, influence the 

profitability of the industry (Elling & Sørensen, 2004). According to the model an important part of 

determining a company’s profitability is to assess whether operating in an industry that is 

commercially viable. The commercial viability of an industry depends on the current and potential 

competition and on the negotiating powers in the input and output markets (Elling & Sørensen, 
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2004). The competitive rivalry, the threat of new entry and the threat of substitution are the three 

out of five forces that determine the current and potential competition. The negotiating power in 

input and output markets are determined by the last two forces; buyer power and supplier power 

(see Figure 1). 

 

Figure 1: Source: (Elling & Sørensen, 2004) 

Competitive rivalry is a power which describes how intense the competition, especially on price, is 

in the industry. In some industries the players aggressively compete on price, which lowers the 

overall industry profitability. In other industries the players compete on other dimensions such as 

innovation or customer loyalty. According to Elling & Sørensen (2004) a range of factors determine 

the intensity of the competitive rivalry. First, the growth rate of the industry influences the rivalry. 

In industries that grow fast and still have low market penetration, the companies in the industry 

have large potential to grow without competing heavily with other players. In markets with low 

growth and high market penetration, the only possibility of growing is by outcompeting 

competitors by winning market share. This results in more competitive rivalry. Another important 

factor is the concentration of players in the area of business. Whether the industry is dominated 

by few big or many small rivals indicates who has the power to decide the rules of engagement or 

if every player has very little power in the industry as a whole. The third factor mention by  Elling 

& Sørensen (2004) is the level of differentiation and cost of switching supplier for the customers. 

Differentiation and the cost of switching supplier, influence the rivalry, because the factors affect 

the customers’ ability to switch between different suppliers. A fourth factor which influences the 
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competitive rivalry is the level of economies of scale and the size of fixed costs. Big fixed costs 

entail big investments, and big investments mean large operational and financial risks   Elling & 

Sørensen (2004). In industries with high operational and financial risks, the competition will 

typically be more intense due to risks of large amounts of money. The last factor which influences 

the competitive rivalry is the excess supply capacity and the market exit barriers. If the capacity of 

the industry is bigger than the demand by the customers and when the costs of leaving the 

industry is large, more companies will stay in the industry and fight for their market share. This will 

put a high pressure on the competitive environment and will typically push prices down and 

increase competitive rivalry. 

When an industry presents above-average profitability, it will attract new players who want a 

piece of the cake. Entry of new players will influence the pricing on the market, and it will, all else 

equal, result in lower expected profit margins. Whether or not new players will decide to enter the 

market then depends on how difficult or easy it is to access the market for new parties. To assess 

the threat of new entry four factors can be analyzed (Elling & Sørensen, 2004). First it is relevant 

to look at whether economies of scale is important in the industry. In some industries large up-

front investments in equipment are necessary for e.g. production reasons. In other industries it 

might only take one person with a computer, to enter the market of e.g. selling websites. Another 

factor which influences the threat of new entry is the effect of first mover advantage. Third, the 

access to distribution channels and agreement can have a big impact on the ease of entering the 

market. Some markets have well established distribution networks, and it is costly for newcomers 

to gain foothold. Lastly newcomers in an industry might encounter legal barriers, which can affect 

their easy of entering the market, thus lowering the threat of newcomers as well. 

The threat of substitution is the last competitive power which affects the current and potential 

competition (Elling & Sørensen, 2004). It is important to consider the threat of substitution not 

only from other product on the same market, but from product on other markets that are able to 

satisfy the same need for the customer (Elling & Sørensen, 2004). The threat of substitution largely 

depends on the customers view on whether another product can have a similar function at a 

similar price. 
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Buyers power is measured by analyzing the buyers’ price sensitivity (Elling & Sørensen, 2004). This 

entails estimating to what degree buyers’ sensitivity is when the price of the product moves up or 

down. More specifically one must figure out whether e.g. a price increases will result in many 

fewer buyers or only small or no difference in the number of buyers. Furthermore, the buyer 

power is dependent on relative bargaining strength of the buyers and the companies in the 

industries (Elling & Sørensen, 2004). The relative bargaining strength is reflected in the number 

and size of industry players and the number and the strength of buyers. 

Supplier power is determined in a similar way as the buyer power (Elling & Sørensen, 2004), where 

the focus again lies on both price sensitivity and relative bargaining power. In this case the price 

sensitivity of the industry player themselves must be investigate, and the relative bargaining 

power between the industry players and the suppliers must be assessed. 

3.1.3 Industry and product life cycle model 

The Industry and Product Life Cycle model is a tool based on the assumption that all else equal an 

industry and a product’s profitability develop over time (Elling & Sørensen, 2004). The model 

states that an industry or a product goes through five phases; the start-up, growth-, shakeout, 

maturity- and decline-phase (Elling & Sørensen, 2004). When performing a valuation, it is valuable 

to analyze in which phase the industry or the product is, because this can both influence the 

predicted future earnings, but it can also indicate what kind of competitive rivalry can be expected 

going forward. 

With the analysis of the external environment described above, this paper seeks to highlight how 

the surrounding world and the industry create strategic possibilities and threats for Aquaporin 

A/S. Aquaporin A/S’s future success is however also determined by their internal capabilities to act 

and navigate in the environment they exist in. The approach for the internal analysis is described 

below. 

1.1.1 Internal analysis 

In this paper the overall purpose is to make a valuation of Aquaporin A/S. The analysis is 

performed from an external analyst perspective and is, as mentioned in the section regarding the 

limitations of this paper, based only on publicly available information. This limitation implicitly 

excludes a full internal analysis based on non-public information, and thus no complete framework 
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for the internal analysis will be used. The paper will introduce the reader to general knowledge 

about the company through a company profile and it will address internal conditions with 

inspiration from two models. The first model is the VRIN-model which is an analysis of the 

resources and competencies creating strengths or weakness for the company (Elling & Sørensen, 

2004). The purpose addressing resource and competencies analysis is to identify the company’s 

strategic capabilities to act in the external environment discussed in the external analysis. The 

second model serving as inspiration is the Value Chain model, which leads our attention to how a 

business creates value throughout the value chain and which part of the value chain are strengths 

and/ or weaknesses (Elling & Sørensen, 2004). These two models make up the framework for the 

internal analysis. 

3.1.4 Ansoff’s Growth matrix 

When both the external and internal strategic factors have been analyzed this paper will examine 

Aquaporin A/S’s strategy to success in the described environments with the internal factors they 

are built on. To address Aquaporin A/S strategic future prospect, the Ansoff’s growth matrix will 

be utilized as a framework (see Figure 2). 

 

Figure 2: Source: (Elling & Sørensen, 2004) 

Because growth is a key financial driver, the forecasting of Aquaporin A/S’s future profitability is, 

amongst other, dependent on revenue growth expectations. According to Ansoff’s growth matrix 

a company can grow on two dimensions (Elling & Sørensen, 2004). One dimension is the product 

dimension (Elling & Sørensen, 2004). Either the company can choose a strategy focused on 

promoting the current product or it can invest in developing new products. The second dimension 

is the market dimension (Elling & Sørensen, 2004). On the market dimension the company can 
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either navigate on their current market or they can pursue growth by entering new markets. The 

two strategic dimensions give the company four possible growth strategies to follow; a company 

can either grow in terms of revenue with their current product on their current market (market 

penetration), develop new products for their current market (product development), expand the 

markets they are on with their current products (market development) or introduce new product 

on new markets (diversification)(Elling & Sørensen, 2004). 

3.1.5 SWOT-analysis 

To conclude on the findings in the strategic analysis a SWOT-analysis will be performed as the last 

section in the strategic analysis. A SWOT-analysis summarizes the external and internal analysis by 

mapping of strength and weaknesses of the firm’s internal circumstance with the opportunities 

and threat of the company’s external environment. The SWOT-analysis gives the reader the 

overview of the strategic position of the company and what strategic value drivers can influence 

the future profitability of Aquaporin A/S. 

3.2 General financial valuation theory 

To answer the fourth sub-question, the paper will in this section outline the theoretical framework 

applied to perform the valuation. 

3.2.1 Valuation 

Valuing a firm is as much an art as it is a science. Valuation methods differ widely and approach 

valuation from different perspectives. The valuation methods or models applied are indeed 

quantitative and predetermined, but the input gathered leaves plenty of room for interpretation, 

although that should be done with a certain degree of care to avoid biased results (Damodaran, 

2012). 

 Valuations can essentially be divided into four approaches. The first one, relative valuation, 

uses pricing of comparable assets or firms as well as industry averages to determine a value range. 

The second approach, the present value method, is based on the discounting of future free cash 

flows to determine a value range. The third approach, the contingent value claim approach, 

compares value of assets or firms with similar characteristics as their target using option pricing 

models (Damodaran, 2012). The fourth approach, the liquidation model, determines a company’s 
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value as the net proceeds of liquidating its assets and settling its liabilities (Petersen & Plenborg, 

2012).  

 The approaches address valuation in different ways and the applicability and limitation of 

each approach have to be evaluated in alignment with the company in question and the desired 

results. Surveys have shown that the relative valuation and present value approaches are the most 

commonly used when valuing a company (Petersen & Plenborg, 2012). Because of those results 

and due to the characteristics of the target company, Aquaporin A/S, the two latter approaches, 

contingent claim and liquidation will not be covered. Further readings on those valuation 

approaches can be found in (Damodaran, 2012) and (Petersen & Plenborg, 2012) respectively. In 

the following sections the relative and present value approaches will be described in detail. 

3.2.2 Relative valuation 

In relative valuation, the value of an asset or a firm is derived from the pricing of other comparable 

assets or firms utilizing common and readily available information such as earnings, cash flows, 

book values, EBIT or other metrics. An industry average is usually comprised, such as average 

price-earnings, across a sector of comparable companies and the firm valued on how it compares. 

A few general assumptions are made when performing a relative valuation. As quite a few of the 

most widely used multiples such as P/E ratio and P/B ratio base their inputs on market prices, the 

model implicitly assumes that the market is correct in the way it prices individual stocks and 

instruments. Another assumption is however also made, that the market can make mistakes in 

pricing and those errors can be identified with the comparison of multiples (Damodaran, 2012).  

 Due to the simplicity and easy-to-relate features of relative valuations there are many 

different ways to apply it. Rosenbaum & Pearl (2009) identified two well-structured relative 

valuation methods, the comparable company analysis and the precedent transaction analysis. 

Although similar in a way, their angles and inputs differ slightly.   

3.2.2.1 Comparable company analysis 

Comparable company analysis is considered one of the primary methodologies in valuation. Its 

ideology is based on the assumption that similar companies can act as good benchmarks or 

reference points when valuing a target firm. The fact that they may share key business financial 

characteristics, value drivers and operational and financial risk, allows this assumption to be made. 
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Averages of key financial statistics and ratios from a pool of peer companies is established and 

benchmarked against the target firm. These statistics and ratios vary between sectors, but ratios 

based on enterprise value are widely used as they ignore capital structure and operations related 

factors such as tax regimes and accounting policies (Rosenbaum & Pearl, 2009).   

The comparable companies analysis can be divided into these steps: 

a) Select the universe of comparable companies 

b) Locate the necessary financial information 

c) Spread key statistics, ratios, and trading multiples 

d) Benchmark the comparable companies 

e) Determine valuation 

The analysis is set up in a way that reflects the firm´s current relative value as opposed to its 

intrinsic value. Its information is derived from public market data that reflects market growth, risk 

expectations and overall sentiment. The selection and location of comparable companies is the 

foundation in the analysis. Lack of appropriate benchmarks can pose a problem to the analysis. If 

the target firm is operating in a niche market with few companies suited for comparison, the 

valuation may be hard to perform, and benchmark financial ratios can be less meaningful. In those 

cases, more intrinsic value orientated methods such as DCF might be more relevant (Rosenbaum & 

Pearl, 2009).  

3.2.2.2 Precedent transaction analysis 

As the comparable companies analysis, the precedent transaction analysis is a valuation method 

that employs a multiples approach to determine a firm´s implied value. The difference between 

the two approaches lies in that the precedent transaction analysis is based on multiples and 

financial statistics on comparable companies that have taken prior part in M&A transactions or 

more precisely the results from the transactions themselves. These transactions can for instance 

be helpful when determining a sale price for a specific company and provide a certain benchmark 

(Rosenbaum & Pearl, 2009). 

The precedent transaction analysis can be divided into these steps: 

a) Select the universe of comparable acquisitions 
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b) Locate the necessary deal-related and financial information 

c) Spread key statistics, rations and transaction multiples 

d) Benchmark the comparable acquisitions 

e) Determine valuation 

The precedent transaction analysis has its limitations like the comparable companies analysis. The 

limitation lies in the amount and the quality of information, which can in some instances be hard 

to obtain. With transactions such as takeovers and M&A, the market environment changes; 

number of competitors change, or companies gain large market shares. These results can make it 

hard to draw conclusions and make direct comparison as every transaction is different. 

Practitioners have tried to overcome these limitations by utilizing M&A transactions in other 

sectors related to the valuation target. The two sectors may have similar characteristics such as 

distribution channels, financial profiles or share a similar end market (Rosenbaum & Pearl, 2009).  

3.2.3 Discounted Cash Flow 

The discounted cash flow method (DCF) is a fundamental valuation method applied by 

practitioners and academics alike. It is the foundation on which relative valuation and contingent 

claim valuations are built (Damodaran, 2012). The method is premised on the present value rule 

that a company’s value can be derived from the present value of its projected free cash flows 

(FCF). FCF being derived from a number of assumptions about the company’s future financial 

performance such as sales growth, margins, CAPEX and net working capital (NWC).  The valuation 

method aims to estimate the intrinsic value of the company which can be used when comparable 

companies or sector peers are hard to come by (Rosenbaum & Pearl, 2009).  

The DCF model can be specified in two ways; estimating the enterprise value of a company or 

estimating the equity value of the company.  

3.2.3.1 The enterprise value approach 

As mentioned before, according to the DCF method, the present value of a company can be 

derived from the present value of its projected free cash flow. To derive the market value of 

equity it is necessary to deduct the market value of net interest-bearing debt from the enterprise 

value (Petersen & Plenborg, 2012). In case of infinite cash-flows we can represent the enterprise 

value of a firm in the following way: 
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𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒 𝑣𝑎𝑙𝑢𝑒0 = ∑
𝐹𝐶𝐹𝐹𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡

∞

𝑡=1

 

Equation 1: Source Petersen & Plenborg (2012) 

The enterprise value can also be represented as a two-stage model to incorporate the terminal 

value and growth.  

𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒 𝑣𝑎𝑙𝑢𝑒0 = ∑
𝐹𝐶𝐹𝐹𝑡

(1 + 𝑊𝐴𝐶𝐶)𝑡

𝑛

𝑡=1

+
𝐹𝐶𝐹𝐹𝑛+1

𝑊𝐴𝐶𝐶 − 𝑔
∗

1

(1 + 𝑊𝐴𝐶𝐶)𝑛
 

Equation 2: Source Petersen & Plenborg (2012) 

3.2.3.2  The equity value approach 

The equity value approach is quite similar to the enterprise value approach but differs in the 

discount rate used and the free cash flow. The equity value approach relies on the required rate of 

investors to discount projected free cash flow instead of the weighted average cost of capital. The 

difference being the required rate of return representing an investor’s minimum accepted rate or 

return for a project versus WACC representing the average cost of the company’s financing 

activities (Berk & DeMarzo, 2016). As can be seen in Equation 3 below, the equity value approach 

relies on the free cash flow to equity instead of the free cash flow to firm. The difference simply 

being transactions with debt holders (Petersen & Plenborg, 2012). 

The market value of equity in an equity value approach can be represented as a two-stage model: 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦0 = ∑
𝐹𝐶𝐹𝐸𝑡

(1 + 𝑟𝑒)𝑡

𝑛

𝑡=1

+
𝐹𝐶𝐹𝐸𝑛+1

𝑟𝑒 − 𝑔
∗

1

(1 + 𝑟𝑒)𝑛
 

Equation 3: Source Petersen & Plenborg (2012) 

The discounted cash flow valuation method can be divided into these steps: 

a) Study the target and determine key performance drivers 

b) Project free cash flow 

c) Calculate weighted average cost of capital 

d) Determine terminal value 

e) Calculate present value and determine valuation 
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The projection period of a company’s FCF is typically five years but can vary depending on the 

target’s sector, business environment, stage of development and most importantly, the 

predictability of its financial performance. Difficulties in projecting a company’s future financial 

performance through both business and economic cycles will require the projection time to be 

increased and terminal value to be carefully determined. The terminal value is expected to 

account for the value beyond the projection period. It therefore often accounts for a substantial 

portion of the total value derived from a DCF valuation (Rosenbaum & Pearl, 2009). 

 An imperative component of a DCF valuation is the determination of the target’s weighted 

average cost of capital (WACC), a discount rate that takes into account the company’s business 

and financial risks. The discount rate is applied to determine the present value of FCF and terminal 

value which in turn are the key components in a company’s enterprise value, the basis for the DCF 

valuation. Due to the importance of both WACC and the terminal value, a slight variation in the 

WACC can have considerable effect on the outcome of a valuation.  As a result, a sensitivity 

analysis often accompanies a DCF valuation to represent the DCF output more as a range than a 

single value (Rosenbaum & Pearl, 2009). 

 The applicability of the DCF valuation is dependent on the ease at which expected future 

cash flows and discount rates can be determined. The more difficult it is to make those 

determinations, the more difficult it will be to perform a reliable DCF valuation. A company’s 

characteristics, its business cycle, utilization of assets and asset portfolio are all factors that can 

directly affect the FCF of a company and hence the DCF valuation output. The method’s limitations 

can be seen in its dependency on financial projections, sensitivity to assumptions and disregard of 

non-cash generating assets. These limitations do however not necessarily imply that the method 

cannot be applied to companies that for instance have negative cash flows or high intangible 

assets, but that flexibility needs to be adapted into models to account for different firm 

characteristics (Damodaran, 2012). 

3.2.3.3 Cost of Capital 

A company’s cost of capital represents the cost of the financing a company relies on and is 

composed of the cost of debt and the cost of equity. The two items are derived from the financial 

theoretical assumption stating that all investors, or in fact a company’s stakeholders, are risk 
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averse and subsequently require a compensation for the risk they take on (Berk & DeMarzo, 2016; 

439-449). In relation to financial analysis and the DCF model, the weighted average cost of capital 

(WACC) is used in discounting a company’s future cash flows and hence, is of significant 

importance. By definition, a company’s WACC is its weighted average cost of capital, meaning that 

the cost of capital is determined by the rates investors require, the rate the company acquires on 

its debts and the weights of debt and equity in the company’s capital structure (Berk & DeMarzo, 

2016; 461). 

3.2.3.4 CAPM 

The cost of equity is according to the capital asset pricing model (CAPM) comprised of three 

variables; the risk-free rate, the market risk premium and a company’s firm-specific premium. The 

CAPM has been identified as a practical way of determining an investor’s required rate of return. 

The model is based on the premise that the market portfolio is an efficient well-diversified 

portfolio that explicitly represents non-diversifiable risk (Berk & DeMarzo, 2016). Hence, if 

investments have similar betas, or sensitivity to market risk, they have similar overall risk. Berk & 

DeMarzo (2016) portray the CAPM in the following way: 

𝐸[𝑅𝑖] = 𝑟𝑓 + 𝛽𝑖(𝐸[𝑅𝑀𝑘𝑡] − 𝑟𝑓) + 𝛼𝑖  

Equation 4: Source: Berk & DeMarzo (2016) 

The three variables of which the CAPM is comprised of, require careful consideration and are 

based on estimates. A true risk-free rate is not considered to exist and as a consequence a 

substitute needs to be found. The rate of a long-term government bond with a similar maturity as 

the cash flows and denominated in the same currency often serves as this substitute (Koeller et. al 

2010). The market portfolio is a theoretical concept and no such portfolio exists in practice. Stock 

indexes such as the S&P 500, the Dow Jones Industrial Average and MSCI World Index often serve 

as a proxy for the market portfolio. The firm-specific premium is, as the name suggests, specific to 

each firm and is dependent on the specific characteristics of the company, the market it operates 

in, liquidity and size (Rosenbaum & Pearl, 2009)(pp131).           

3.3 Financial statement analysis 

In valuation, financial analysis is a fundamental analysis that serves numerous analytical purposes. 

It is the basis for the projection of earning potentials of a company and is vital to determine the 
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operational and financial risks. By analyzing and mapping these factors we can come close to 

determining a firm’s economic health or well-being. A financial analysis is conducted by the 

preparation of an analytical income statement and balance sheet along with performing a 

profitability, growth and a liquidity risk analysis. The analysis relies on the use of a variety of 

multiples to assess the company’s performance and evaluate trends over time to establish input to 

be used for forecasting (Petersen & Plenborg, 2012).  

Determining financial multiples can provide signals regarding a company’s performance 

but noise in financial data can lead to misinterpretation and skewed conclusions.  It is 

important to mention that a financial analysis should be supported by a strategic analysis, because 

it cannot stand alone as the only foundation for the forecasting of future cash flows. The 

framework for the strategic analysis is discussed in another section.   

3.3.1 Profitability analysis 

Measuring a company’s profitability is a fundamental aspect of a financial analysis as it is an 

important signal for the company’s future survival and economic strength. The topic of 

profitability measure will be the topic of this section. 

3.3.1.1 Return on Invested Capital 

Numerous ways have been established to assess a company’s profitability with multiples but 

determining a company’s return on invested capital (ROIC) has been pinpointed to be a very 

important factor because a higher return will, all else equal, lead to a higher value. ROIC was 

described by Petersen & Plenborg (2012) as “the return on capital invested in a firm’s net 

operating assets”. The ratio can be defined as: 

𝑅𝑂𝐼𝐶 =
𝑁𝑒𝑡 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑟𝑜𝑓𝑖𝑡 𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥 (𝑁𝑂𝑃𝐴𝑇)

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
 

Equation 5: Source: Petersen & Plenborg (2012) 

When assessing ROIC and other financial performance multiples it is important to examine the 

level of returns and how they develop over time. To determine if a level of return is on a 

satisfactory level, a company’s WACC is examined closely or the returns are compared with the 

returns of a competitor through a cross-sectional analysis (Petersen & Plenborg, 2012). 
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One of the downsides of the ROIC measure is that the multiple struggles with explaining whether 

profitability is driven by an improved utilization of capital or by higher revenue and lower 

expenses. By dividing ROIC into profit margin and turnover rate of invested capital, a better 

understanding of where the profitability is being produced can be achieved. 

𝑅𝑂𝐼𝐶 = 𝑃𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 ∗ 𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑟𝑎𝑡𝑒 𝑜𝑓 𝑖𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 

Equation 6: Source: Petersen & Plenborg (2012) 

The profit margin is essentially net profit divided by net revenue and it is presented as a 

percentage. Intuitively, it is considered attractive to operate with high profit margins as it signals 

high profitability. Profit margin is defined as follows in terms of before and after tax, respectively: 

𝑃𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛𝑏𝑒𝑓𝑜𝑟𝑒 𝑡𝑎𝑥 =
𝐸𝐵𝐼𝑇

𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
 

Equation 7: Source: Petersen & Plenborg (2012) 

𝑃𝑟𝑜𝑓𝑖𝑡 𝑚𝑎𝑟𝑔𝑖𝑛𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥 =
𝑁𝑂𝑃𝐴𝑇

𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑠
 

Equation 8: Source: Petersen & Plenborg (2012) 

The turnover rate of invested capital is intended to explain the profitability that is driven by the 

improvement in the utilization of invested capital. As with profit margin, a high turnover rate of 

invested capital is desirable (Petersen & Plenborg, 2012). A turnover rate of 5 indicates that for 

every DKK 1 invested, a sale of DKK 5 is generated. 

𝑇𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑟𝑎𝑡𝑒 𝑜𝑓 𝑖𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 =
𝑁𝑒𝑡 𝑟𝑒𝑣𝑒𝑛𝑢𝑒

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
 

Equation 9: Source: Petersen & Plenborg (2012) 

Both profit margin and the turnover rate of invested capital are dependent on the industry a 

company operates in. Retail or service-related companies may experience a low profit margin, due 

to the competition mainly being price related, but a high turnover rate of invested capital as 

investments are limited and revenue is high. Companies working in sectors that are heavily 

involved in R&D may experience the opposite; high profit margins due to a specialized product but 

low turnover rates due to their high investment nature (Petersen & Plenborg, 2012). 
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3.3.1.2 Trend & Common-size Analysis 

To get a deeper understanding of the profitability related to utilization of capital and the 

relationship between revenue and expenses, a trend and common-size analysis can be performed. 

The results from a trend analysis will show how revenue and expense items have evolved from a 

base year. To reveal the relative size of each revenue or expense item, the common-size analysis is 

performed. The analysis shows each item as a percentage of net revenue (Petersen & Plenborg, 

2012).  

3.3.1.3 Return on Equity 

Return on equity (ROE) 

 is a metric that attempts to determine and evaluate a company’s utilization of capital and profit 

generating ability (Berk & DeMarzo, 2016). It is affected by operating profitability, net borrowing 

interest rate after tax and financial leverage. ROE is defined as: 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑒𝑞𝑢𝑖𝑡𝑦 =
𝑁𝑒𝑡 𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥

𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝐸𝑞𝑢𝑖𝑡𝑦
 

Equation 10: Source: Petersen & Plenborg (2012) 

Petersen & Plenborg (2012), showed that the ratio can be further developed to account for the 

before mentioned variables. 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑒𝑞𝑢𝑖𝑡𝑦 = 𝑅𝑂𝐼𝐶 + (𝑅𝑂𝐼𝐶 − 𝑁𝐵𝐶) ∗
𝑁𝐼𝐵𝐷

𝐵𝑉𝐸
 

Equation 11: Source: Petersen & Plenborg (2012) 

Where NBC is defined as: 

𝑁𝐵𝐶 =
𝑁𝑒𝑡 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠 𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥

𝑁𝑒𝑡 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑏𝑒𝑎𝑟𝑖𝑛𝑔 𝑑𝑒𝑏𝑡
 

Equation 12: Source: Petersen & Plenborg (2012) 

3.3.1.4 Return on Research Capital 

Return on research capital is yet another metric that attempts to assess a firm’s profitability. It 

differs from ROIC and ROE in a way that it focuses on the return the firm makes in relation to last 

year’s R&D and development expenditures (Christensen & Bever, 2014). The metric is applicable 
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for companies that operate in R&D intense industries such as pharmaceuticals, biotech or business 

innovation as it is a component of growth and productivity. RORC can be defined as: 

𝑅𝑒𝑡𝑢𝑟𝑛 𝑜𝑛 𝑅𝑒𝑠𝑒𝑎𝑟𝑐ℎ 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 =
𝐺𝑟𝑜𝑠𝑠 𝑃𝑟𝑜𝑓𝑖𝑡𝑡

𝑅&𝐷 𝐸𝑥𝑝𝑒𝑛𝑑𝑖𝑡𝑢𝑟𝑒𝑡−1
 

Equation 13: Source: Christensen & Bever (2014) 

3.3.2 Growth analysis 

The analysis of a firm’s growth is important to determine its future outlook and if it is a feasible 

future investment. Hence, growth is important to both managers and investors alike. There are a 

few well established ways to determine a firm’s growth rate and its future outlook. One, is to 

determine a firm’s sustainable growth rate. The sustainable growth rate aims to indicate the firm’s 

growth by taking into account its capital structure and providing input on where growth is being 

created (Petersen & Plenborg, 2012) (pp 218). The sustainable growth rate can be calculated as: 

𝑔 = [𝑅𝑂𝐼𝐶 + (𝑅𝑂𝐼𝐶 − 𝑁𝐵𝐶) ∗
𝑁𝐼𝐵𝐷

𝐸
] ∗ 𝑀𝑖𝑛𝑜𝑟𝑖𝑡𝑦 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑠ℎ𝑎𝑟𝑒 ∗ (1 − 𝑃𝑂) 

Equation 14: Source: Petersen & Plenborg (2012) 

Another way to determine a firm’s growth is to analyze trends in various accounting and 

performance measures between years. These measures include revenue, EBIT, net earnings, FCF, 

dividends, invested capital and finally economic value added (EVA). The list is not exhaustive and 

other measures that are related to the company’s operations can, and should, be used. To be able 

to forecast future growth rate in the revenue figures, this paper will supplement the strategic and 

financial analysis, with the S-curve market penetration model (Boretos, 2012; McGrath, 2013). The 

S-curve model is a model which assumes that new products penetrate the market in an S-curve 

over compared to time. The model is based on statistical processing of historic data concerning 

market penetration patterns for different products (Boretos, 2012; McGrath, 2013). In Figure 3, a 

visual representation of how market penetration behaves over time according to the S-curve 

model can be found. 
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Figure 3: Source: Own creation 

To get a better understanding of whether value is being created with growth, a company’s EVA is 

often determined. According to the metric, value for shareholders is created if the company’s 

return on invested capital exceeds its weighted average cost of capital (Petersen & Plenborg, 

2012) (pp. 97). EVA can be calculated in the following way: 

𝐸𝑉𝐴 = (𝑅𝑂𝐼𝐶 − 𝑊𝐴𝐶𝐶) ∗ 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 

Equation 15: Source: Petersen & Plenborg (2012) 

A company can experience positive growths in revenue and invested capital but have negative 

growth in EVA, indicating that the company is not a growth business. Growth in EVA can in general 

be achieved by improving the company’s core operations in the hope to increase and grow its 

return on invested capital or reducing its cost of capital (Petersen & Plenborg, 2012) (pp.133).  

3.3.3 Liquidity risk analysis 

A liquidity risk analysis is carried out to assess a company’s ability is to meet its short- and long-

term obligations. By looking at historical accounting figures and preparing financial ratios, an 

assessment of a company’s liquidity risk can be prepared.  

3.3.3.1 Short term liquidity risk 

To assess whether a company has sufficient working capital to satisfy its short-term obligations, a 

current ratio is often prepared. It is defined as: 
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𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

Equation 16: Source: Petersen & Plenborg (2012) 

3.3.3.2 Long term liquidity risk 

To measure a company’s long-term liquidity risk, practitioners have relied upon a variety of 

different ratios dependent on their relevance to a company’s profile and business operations. A 

few ratios including financial leverage, interest coverage ratio and cash flow from operations ratio 

have been frequently used to assess a company’s liquidity risk (Berk & DeMarzo, 2016). The three 

ratios can be defined as: 

𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒 =
𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
 

Equation 17: Source: Petersen & Plenborg (2012) 

𝑆𝑜𝑙𝑣𝑒𝑛𝑐𝑦 𝑅𝑎𝑡𝑖𝑜 =
𝐸𝑞𝑢𝑖𝑡𝑦

𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 + 𝐸𝑞𝑢𝑖𝑡𝑦
 

Equation 18: Source: Petersen & Plenborg (2012) 

𝐼𝑛𝑡𝑒𝑟𝑠𝑡 𝑐𝑜𝑣𝑒𝑟𝑎𝑔𝑒 𝑟𝑎𝑡𝑖𝑜 =
𝐸𝐵𝐼𝑇

𝑁𝑒𝑡 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠
 

Equation 19: Source: Petersen & Plenborg (2012) 

𝐶𝐹𝑂 𝑡𝑜 𝑑𝑒𝑏𝑡 𝑟𝑎𝑡𝑖𝑜 =
𝐶𝑎𝑠ℎ 𝑓𝑙𝑜𝑤 𝑓𝑟𝑜𝑚 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑠

𝑇𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

Equation 20: Source: Petersen & Plenborg (2012) 

4. Empiric setting 

This chapter deal with the empiric framework for the paper. The chapter will present and evaluate 

both the non-financial and financial data used. 

4.1 Non-financial data 

The non-financial data used to answer the research question of this paper is primarily used in the 

strategic analysis. The data comes from a range of source types including news articles, market 

reports and statistical and historic data. The authors and organizations behind the data sources do 

mainly consist of: 
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 Well-known and trusted global institutions such as the IMF (International Monetary Fund), 

WHO (World Health Organizations) and the UN (United Nations) 

 Market research companies specializing in analysis and predictions of market 

developments in different industries.  

 Other independent organization such as the Nobel prize website and NGOs 

 The Aquaporin A/S annual reports and other material published by Aquaporin A/S 

All information related to internal conditions in Aquaporin A/S, has been checked and supported 

by other alternative data sources. And the validity of the non-financial is assessed to be high. 

4.2 Financial data 

The financial data used in this valuation is solely based on publicly available information. It is 

retrieved from various reliable sources and largely consists of information released from the 

company itself. Data gathered on the company’s peers, such as their financial statements and 

various financial ratios, is to a large extent, gathered via Orbis, while historical stock prices were 

retrieved through Yahoo Finance and NASDAQ. The time frame on which the analysis is based on 

constitutes of three fiscal years, 2015, 2016 and 2017. The reasoning behind the choice of fiscal 

years is that the data on Aquaporin A/S's financials is limited to those three periods. The company 

is not listed and thus not obligated to release financial data to the public but chooses to do so of 

their own free will. The company follows the International Financial Reporting Standards (IFRS) 

and hence, its annual report and its reporting should reflect that. During our analysis certain issues 

regarding the company’s reporting stood out and will be addressed in later chapters. The authors 

of the financial data have, according to our assessment, persisted to stay unbiased throughout the 

valuation of the financial data, to the best of their ability, and they have not attempted to alter 

any data. They have applied theories and valuation methods that have been widely recognized by 

various sources and done so with honesty and integrity. 
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5. Analysis 

This chapter is the analytical part where the paper will answer the research question and sub-

questions constructed in chapter 2. The first question to be addressed is the strategic questions. 

This question will be the focus of the first section of this chapter. 

5.1 Strategic analysis 

In this section, the strategic analysis, the paper will answer the first sub-question of the problem 

statement: How will Aquaporin A/S's strategic position influence the future profitability? 

 To answer this question this section will first identify key strategic factors in both an 

external and internal setting. In the first part, a PESTEL-analysis will be performed, thereby 

addressing the macroeconomic factors influencing Aquaporin A/S's strategic position and its 

future profitability. The PESTEL-analysis will be followed by an analysis based on the Porter’s Five 

Forces framework which will be used to address the attractiveness of the industry as a whole. 

Next, the industry and product life cycle and the general profitability in the industry will be 

discussed. With the industry and product life cycle model and the Porter’s Five Forces model this 

section will address the microeconomic factors affecting Aquaporin A/S's strategic position. The 

identification of strategic factors will then turn the focus to the internal factor. The focus will here 

be on describing and identifying key elements by using elements from the resources and 

competences model and the VRIN-model. 

 After the identification of important external and internal strategic factors, the following 

analysis will deal with and examine current and potential growth strategies. This analysis will be 

based on the Ansoff’s growth matrix. 

The strategic analysis will finish with a SWOT-analysis in which the conclusions from all 

analytical sections will be summarized. The SWOT-analysis will draw a conclusion on the overall 

strategic position of Aquaporin A/S with regards to strengths, weaknesses, opportunities, and 

threats and their influence on Aquaporin A/S's future profitability. 

5.1.1 Analysis of external factors 

Before analyzing the external situation for Aquaporin A/S with the PESTEL, the industry and 

product life cycle and the Porter’s Five Forces model, it is important to be aware of and outline 
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Aquaporin A/S's product portfolio in detail and to introduce the products in Aquaporin A/S's 

research and development pipeline. Furthermore, it is central for the success of the external 

analysis to clearly define the market in which Aquaporin A/S’s operates. The product and market 

descriptions are especially important to be able to draw meaningful conclusions in the 

summarizing SWOT-analysis because it ensures consistency in the way we examine Aquaporin 

A/S's external environment and it will thus be more translatable into concrete measures that can 

be included in the financial analysis. Since the product and market definition is the foundation of 

all three externally focused analysis models this is where this section will first focus. 

5.1.1.1 Product portfolio and market definition 

In the following section the current product portfolio and the product pipeline for Aquaporin A/S 

will be outlined. 

5.1.1.1.1 Current portfolio 

Aquaporin A/S's products are all based on a biotechnological discovery for water purification 

(Aquaporin A/S, 2019d). The technology is based on the ability to copy the water transporting 

method of all living cells. In living cells, a protein called the aquaporin water channel protein exists 

(NobelPrize.org, 2003). The aquaporin water channel protein is specialized in transporting water 

selectively. By utilizing this quality of the protein, Aquaporin A/S has created a range of products 

that clean water by imitating the biological process (Aquaporin A/S, 2019d). Aquaporin A/S 

develops, produces and sells technology, and more specifically they offer water filtering and 

purification devices (Aquaporin A/S, 2019d). Currently Aquaporin A/S's portfolio consists two lines 

of products; the tap water reverse osmosis membrane (TWRO) product line and the forward 

osmosis membrane (FO) product line (Aquaporin A/S, 2019d). Of the two lines, the TWRO 

products was launched in December 2016 and the FO products were just recently launched in 

2017/ 2018 (Aquaporin A/S, 2017b, 2018). Up until the launch of these two product lines, the 

company had not released any products to the market, and all were on different stages of 

research and development. 

The reverse osmosis membrane products (see Figure 4) are an element which is used for purifying 

tap water (Aquaporin A/S, 2019n). Three different products exist in this category. One which is 

meant for the water capacity needs of a normal household, one for commercial water treatment 
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(e.g. hotels, restaurants) and one for industrial scale water capacity needs (Aquaporin A/S, 2019n). 

All the filters are primarily meant for tap water treatment and they make the tap water (more) 

safe and drinkable. The three reverse osmosis membrane products are all between 29 and 102 cm 

long in size (Aquaporin A/S, 2019g, 2019c, 2019f).  

The forward osmosis membrane products (see Figure 4) are more specialized products that can do 

more difficult filtering of water and other liquids than the reverse osmosis membranes (Aquaporin 

A/S, 2019k). The three ideal applications of the forward osmosis product are according to 

Aquaporin A/S; the concentration of valuable components e.g. the retention of flavors, colors or 

nutrients in a liquid, pre-treatment of difficult wastewater before reverse osmosis, zero or minimal 

liquid discharge applications with the purpose of minimizing the liquid waste (liquid leftovers after 

the filtering of the water) for further treatment (Aquaporin A/S, 2019k). The forward osmosis 

membrane products are 40 cm or less in length and exist in three different versions like the TWRO 

products (Aquaporin A/S, 2019a, 2019b, 2019e). Again, the three different products are designed 

for different end-user needs. The products satisfy the needs of small laboratories, larger scale 

laboratories and industrial installations (Aquaporin A/S, 2019k). 

 

Figure 4: Examples of the reverse (left) and forward (right) osmosis membrane products currently on the market for Aquaporin A/S. 
Source: Aquaporin A/S (2019n, 2019k) 

As part of the investment in the joint venture in China (described in a later section), Aquaporin A/S 

also offers adapted versions of their current product portfolio for the Chinese market. These 

products are modified versions of the tap water reverse osmosis membrane products that have 

been adjusted to better meet special needs on the Chinese tap water market (Aquapoten, 2019b, 

2019a, 2019c). 

5.1.1.1.2 Product pipeline 

Aquaporin A/S is in the research and development phase for multiple new product lines. The new 

product lines are also based on the aquaporin protein technology (Aquaporin A/S, 2019m, 2019n).  
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Currently Aquaporin A/S is in the piloting phase with their brackish water reverse osmosis 

membrane products (Aquaporin A/S, 2018). Brackish water is water with a higher salt 

concentration that freshwater but a lower salinity than sea water (European Environment Agency, 

2019). Brackish water is found in many places, but most often you will have brackish water in 

estuaries, areas where freshwater rivers meet the sea, or in industrial wastewater (European 

Environment Agency, 2019). Aquaporin A/S's brackish water technology will enable the end-user 

to treat and filter the brackish water to achieve clean drinking water (Aquaporin A/S, 2018). Once 

Aquaporin A/S has successfully progressed through the piloting phase with the brackish water 

product line they will start production for the commercial market entry (Aquaporin A/S, 2018).  

Another product line in Aquaporin A/S's product pipeline is the seawater reverse osmosis 

membrane product line (Aquaporin A/S, 2018). This product can perform desalination (extraction 

of salt out of water with high levels of salt), and will enable the end-user to make seawater 

drinkable (Aquaporin A/S, 2018). The product line is, however, only in the first phase of proof of 

concept, and it can therefore be assumed that this potential future product has higher risk 

associated with it (Aquaporin A/S, 2018). This product development might result in a realization 

that it cannot be commercialized for different reasons. It is thus, unlike the previously describe 

brackish water technology, far from being ready to produce and market. 

A common feature of the two new product lines described above is that they are both huge 

commercial opportunities and have the potential to increase the total amount of potential 

drinkable water in the world. The two product lines already in Aquaporin A/S's product portfolio 

present big opportunities as well, as they enable end-user to treat the already scarce and 

potentially polluted resources of freshwater available in the world.  

5.1.1.1.3 Market definition 

Aquaporin A/S operates in a range of market (Aquaporin A/S, 2018). These markets are focused, 

geographically speaking, on a global market, a Chinese market and a market for space equipment 

(Aquaporin A/S, 2018). We will exclude the space equipment market from our analysis. It is our 

assessment that this market is not a part of the core market and that the focus on space solutions 

is mainly taking place in the company’s joint venture and not Aquaporin A/S. The technical set-up 

of investors and ownership structure in Aquaporin A/S is discussed in detail in the company profile 
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in internal analysis section. While Aquaporin A/S, as previously mentioned, is selling globally they 

are currently earning the biggest portion of their revenue in the Chinese market. Aquaporin A/S 

believes that this is the geographically single biggest opportunity in the global water market, and a 

total of 69% of the currently very limited revenue in 2016 and 2017 has been from the 

commercialization of the Aquaporin A/S product on the Chinese market. 

The central theme in product portfolio of Aquaporin A/S is, as mentioned, the cleaning of water 

for different purposes and the market in which Aquaporin A/S exists is thus the global water 

market. The global water market is according the Aquaporin A/S (Aquaporin A/S, 2016a) the third 

largest market measured on revenue, only surpassed by the energy and oil markets (Aquaporin 

A/S, 2016a). More specifically, the company operate in a sub-market of the global water market; 

the water treatment market (Aquaporin A/S, 2018). In this industry the focus is not on supplying 

or transporting water, but on the handling and processing of water which is not yet clean or ready 

for the intended purpose use. Aquaporin A/S's products do not currently satisfy all water 

treatment areas, and to specify the current market in which Aquaporin A/S operates even further 

the market can be defined as the water purification market (Aquaporin A/S, 2018). On this market 

we only have products that address the lowest level of water cleaning. The industry for water 

purifiers satisfies four core needs that are listed and described below (Aquaporin A/S, 2018, 

2019k):  

1. The need for clean water for household needs 

2. The need for clean water for industrial and agricultural purposes 

3. The need for extremely pure water for sensitive production processes (LennTech, 2019)  

4. The need for selective treatment of water and other liquids 

5. The need for wastewater rinsing before the release of wastewater into natural water 

resources around the world. 

On Aquaporin A/S’s market, the pool of buyers and potential buyers of water purifying technology 

is large and diverse. Aquaporin A/S identifies four key groups of customer markets that use water 

filtration membranes (Aquaporin A/S, 2018). Aquaporin A/S (2018) themselves defines the four 

segments as their target markets. The four market segments are: 



   
 

33 
 

 Households water purifiers – households and businesses that do and can potentially use 

tap water reverse osmosis product to purify or improve the drinking water quality. 

 Industrial & municipal – industries, such as the clothing industry or agriculture, where 

water is a key essential in the production process, and governmental functions such as 

municipals that are responsible for the overall water supply in given areas. This customer 

segment is typically focused on not only the supply but on the big cost picture as well for 

their business or government budgets as well as focused on minimizing pollution through 

wastewater treatment. This segment is mainly interested in the forward osmosis and 

brackish water reverse osmosis. 

 Food & beverage industry – an industry in demand of unusual high-quality water for the 

production of product for human consumption as well as an industry with a great interest 

in high water reuse rates due to the desire to increase cost savings. This segment seeks 

both product like the forward osmosis membrane products and product for brackish water 

reverse osmosis. 

 Desalination – a large group of mixed customers valuing the ability to turn saltwater into 

drinking water through energy efficient methods. Who exactly this group of customers 

consists of is still not well known because the current technology for desalination on the 

market is resource demanding and costly which makes the technology not widespread. It is 

however known, that the group represents a big revenue potential with the development 

of the seawater reverse osmosis membrane product in Aquaporin A/S’s product pipeline. 

Besides the above-mentioned target segments Aquaporin A/S’s product and product pipeline can 

potentially satisfy the demand from other specific groups as well. These groups could potentially 

be industries that have very sensitive production processes that are in demand of ultra-pure water 

to not damage certain equipment (e.g. the industry of scanner technology typically has very 

sensitive product of scanner lenses because the lenses are created to detect microscopic 

difference in light patterns). Other potential customers could be NGOs that work for sustainability 

and to avert future the water crisis. The space industry is also an industry that can benefit from 

the new technology that Aquaporin A/S represents, but it has some very specific needs and is a 

niche industry which is cannot be considered the core focus of the overall Aquaporin A/S. This 
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paper will primarily discuss the four core segments that are part of Aquaporin A/S’s primary 

strategic focus. 

5.1.1.1.4 Market size 

According to Aquaporin A/S’s own figures the total global market for suppling water is worth € 790 

BN as of 2016 and it is predicted to grow on an average 3.8% per year until 2020 (Aquaporin A/S, 

2018). Thus, the expected market size as of 2020 is expected to be close to € 920 BN. Intuitively, 

Aquaporin A/S's product alone cannot satisfy the global need for water, clean or otherwise. A big 

part of the demand revolves around transportation, water infrastructure and the general 

accessibility of water resource, a business area outside of Aquaporin A/S's specialty. As 

mentioned, the market definition for Aquaporin A/S’s is the water purifiers market, and the focus 

for Aquaporin A/S is more specifically the four core-segment mentioned above; the household 

water purifiers, the industrial & municipal industries, the food & beverage industry and the 

desalination industry. For the four sections the 2016 estimate of market size are € 27 BN 

(membrane market is € 3 BN), € 4BN, € 4 BN and € 3 BN, which is a total potential market of € 14 

BN in Aquaporin A/S’s target markets alone. The development of the markets on which Aquaporin 

A/S operate on will be discussed further in the PESTEL-analysis. 

The markets and the factors driving the future development of the markets will be discussed in the 

following analytical section. The market in which Aquaporin A/S operates has been defined as the 

global water purifiers industry, and the key characteristics of the market has been described 

above. The global water purifiers industry is a sub-market to the global water treatments market, 

which is again a sub-market to the global water market. The market definition will provide the 

basis for the following externally focused analysis sections. 

5.1.1.2 PESTEL 

As mentioned in the theoretical chapter the PESTEL-framework is a model which brings our 

attention to key macroeconomic factors that can have impact on the future prospect of a 

company. As we will see from this section, Aquaporin A/S and the market they operate in are, like 

most other companies and markets, affected on their potential profitability by macroeconomic 

factors. The PESTEL analysis is sometimes performed on a country level but given that Aquaporin 

A/S is a multinational company, this paper will take a global perspective on each of the 
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macroeconomic factors. This section will first focus on the bigger trends and global factors that 

can potentially affect Aquaporin A/S’s profitability. When relevant the specific geographic factors 

concerning Denmark and China will be discussed as well. The Danish factors will be discussed due 

to the location of the headquarter of Aquaporin A/S in Denmark (Aquaporin A/S, 2018) and the 

Chinese market will be discussed, as China is and will be a core market for Aquaporin A/S through 

the company’s investment in the joint venture, Aquapoten (Aquaporin A/S, 2018), which will be 

discussed at a later point. 

 It should be noted that the political and the legal discussion has been merged into one 

analysis as the political environment in many case influences and determine the legislation in an 

area. 

5.1.1.2.1 Political & Legal factors 

The first focus in the PESTEL-model is the political and legal environment in which the company 

and the market operates in. Aquaporin A/S have established a global presence, and hopes to 

become even more so in the future, as a result changes in the political environment all over the 

world can potentially impact the global clean water industry as well as the more specialized water 

purifier industry.  

 Water is considered essential to sustaining life, and as a result, some form of government 

regulations regarding water quality have been established in most developed countries (World 

Health Organization, 2018). This is a benefit to Aquaporin A/S, as their product improves water 

quality when implemented. Another politically relevant strength of water being a necessity good is 

in the sense that regardless of political instability people will always need and demand water. It 

will be one of the absolute last goods that will be down-prioritize even in times of crisis, and it is 

one of the absolute biggest priorities for local governments to secure supply of freshwater for 

drinking and sanitary purposes in regions or countries in states of emergency (Centers for Disease 

Control and Prevention, 2019).  

Being a necessity good however, also entails increased regulation and bureaucracy as the 

technology must live up to certain standard (World Health Organization, 2018). In industries with 

heavy regulation, companies must find a way to prove that such regulation are being taken into 

account. This requirement of having to prove that their products follow regulation is a resource 
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intense process that puts a financial pressure on companies as they are responsible for covering 

the costs related to the testing. It is also not unlikely that regulations in the water market will 

increase over time as more countries become more aware of the negative impacts of low-quality 

water. An additional point on the legal matter is that, because water has the status as a necessity 

good, politicians might be motivated to interfere in the execution process of suppling people with 

water because they want to avoid the people becoming too dependent on one product from one 

supplier. That supplier could then in turn use their monopolistic position to squeeze poor or 

financially challenged individuals for money when they have no other choice but to buy the 

product. Many other companies or industries with products that can be characterized as necessity 

goods have experience political will and legislation designed to stop them from using their position 

in a way that is deemed unethical. Examples are the World Health Organization’s International 

Code of Marketing of Breastmilk Substitutes a political document published in 1980. The code 

represents the global political will to limit aggressive marketing of breastmilk substitutes due to 

the documented negative effect on infants related to a decrease in breast feeding (World Health 

Organization, 1981). A similar discussion has been prominent in recent year regarding medicine 

which is essential to sustain life. Companies such as Novo Nordisk have in recent year made 

substantial price increases for product which are critical to the survival of many diabetes patients, 

but it has not gone unnoticed by the public or the American politicians who have for a long time 

discussed what regulation is fair to both the patients and the companies with the patents (Pear, 

2019). Lastly the paper would like to mention a Danish case where a provider of electricity was 

convicted of “misuse (of) their dominating position by charging unreasonable prices” 

(Konkurrence- og Forbrugerstyrelsen, 2016). This case is particularly interesting from a water 

market perspective because electricity, like freshwater, is distributed through monopolistic 

networks that puts individuals in a situation where they can only choose the one supplier in their 

geographical area. Something similar is not unlikely to be a political focus in developed nations 

when it come the supply of tap water. This represent a threat to the water industry in general 

because they are limited from taking advantage of natural monopolistic situation that arise in the 

water supply market. 

In Denmark specifically, the political situation is quite beneficial toward the business of Aquaporin 

A/S. The company has previously, and in recent years, received large amount of grants from the 
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Danish state or state-owned investment groups (Aquaporin A/S, 2014), supporting the 

development of the groundbreaking water purifying technology. The positive attitude and 

financial investments in sustainable projects are largely due to the positive political options 

toward sustainability in Denmark (Denmark.dk, 2019). 

Aquaporin A/S has made big investments in entering the Chinese markets and is therefore 

relevant to also consider potential political issues specific for the Chinese market. Politically, China 

is a single-party communist country (Ranker, 2019) with a higher degree of state-owned 

companies (Stratfor, 2018) and expropriating compared to the more liberal western countries (The 

Global Economy, 2018). While the expropriation risk is generally high in China compared to the 

western world (The Global Economy, 2018), it is primarily reserved for specific industries such as 

military, the internet and communication (Abrams & Hearsay, 2011). At the same time, Denmark 

experiences good foreign relations with China (Ministry of Foreign Affairs of Denmark, n.d.; 

University of Copenhagen, n.d.) and the risk of expropriation for Aquaporin A/S is thus assessed to 

be low. Furthermore, China is known being significantly involved in private businesses dealings 

(Yuan, 2018) as well as maintaining a high degree of censorship (Wu, 2019). China has however 

become significantly more liberal in the past decades (Ash, 2017) and it is considered to have a 

stable political environment despite its many dissimilarities with western societies and politics 

(Schake, 2018). Even though the political environment in China is stable, China still favors local 

Chinese companies to a very high degree, both indirectly as well as through high import tariffs as 

mentioned. Because Aquaporin A/S entered the Chinese market through foreign direct investment 

in a joint venture business arrangement, they will not be subject to the high tariffs and they will 

not fall victim to the local favoring to the same extent as solely foreign companies. The overall 

political threats are thus assessed to be small concerning Aquaporin A/S’s business matters in 

China. Furthermore, the fact that Aquaporin A/S is entering the market through FDI is again a 

benefit, since the Chinese authorities do accommodate local operation to higher degree when it 

comes to approving products for selling in China.  

When we address the legal factors influencing the future profitability of Aquaporin A/S it is also 

relevant to look at China as a demographic area. Historically China has not been famous for strictly 

enforcing the laws of intellectual property, including patent and copyright laws of international 

firms operating in China (Danish Patent and Trademark Office, 2010; Mercurio, 2012). China has 
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been known as a country that largely ignores local firms who copy and produce counterfeit 

products and infringe on other companies’ patents (Mercurio, 2012). The patent most at risk are 

patent on consumer products that are easily copied and for mass-markets (Ge, 2015; Horwitz, 

2016), but the risk is therefore high for technological non-consumer product companies as well. As 

Aquaporin A/S does specialize in high technological equipment and because the aquaporin protein 

which is the central active element in the product craves big know-how to produce (Aquaporin 

A/S, 2018), the risk of counterfeit products is low. It is still a big risk on the Chinese market that 

fake products will be produced that do not deliver the good quality water promised by Aquaporin 

A/S’s value proposition, and this should be taken into account. 

5.1.1.2.2 Economical factors 

The second focus area in the PESTEL-model is the economic factors and how they influence the 

company and the market operates in. As Aquaporin A/S operates globally, economic development 

all over the world can potentially impact the company’s market, the global clean water industry 

and the more specialized water purifier industry.  

 As mentioned in the previous section, clean drinking water is a necessity good. Together 

with goods such as food and critical medicine, clean drinking water is a good that is necessary for 

the survival of all humans. This kind of good is often relatively unaffected by changes in the 

economy, as it is the last type of product you can cut down on if your economic situation changes 

for the worse (Kenton, 2019). This indicates that the demand is relatively unaffected by the 

changes in income levels (Kenton, 2019). Unlike food however, there is no natural limit to how 

much more water a person will use, should their economic situation change for the better. If a 

person has an increase in their income, they will not start eating a lot more food, but they might 

start buying higher quality and often more expensive food. When it comes to clean water, people 

with very small incomes will often prioritize buying enough clean water to satisfy their drinking 

needs and domestic needs (between 50 and 100 liters per person per day according to world 

health organization and the UN (United Nations Department of Economic and Social Affairs 

(UNDESA), 2011)), whereas a person with a very high income might spend much larger amount of 

money on water if they e.g. start taking long showers, flushing toilet with many liters of water, 

buying a pool or begin watering their lawn. Furthermore, demographics that find themselves 

entering the middle class, will with their increased purchasing power, typically invest more in 
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acquiring good quality water (TechSci, 2018) and not only rely on local governmental functions to 

address the need for high quality and healthy water resources. The reason for the trend of 

individuals investing in water quality is not only driven by the increasing purchasing power, but 

also by the risk of waterborne diseases that have been increasing due to urbanization and water 

pollution (TechSci, 2017). This will be discussed further in the section on social factors. The logic 

behind the fact that economic growth and a growing middle class enables individuals to invest in 

water purifying technology can be confirmed when we look at the water usage per capita between 

developed and developing countries. In USA the average family uses 552 gallons (2.090 Liters) a 

day whereas the average family in Africa use 5 gallons (19 Liters) a day (Weil, 2013).  

The huge difference between the amounts of water consumed per person per day is not only 

explained by the financial situation of individuals and their ability to buy more water for 

themselves. The difference can to a large extent be explained by the difference in water 

infrastructure that is directly related to the level of wealth in a given country or area (Boyd, 2018). 

While the people living in the western world of developed nation more often than not, have 

access to sanitary water directly in taps in their homes, women in developing countries have to 

walk an average of 3.7 miles (6 km) a day to get water, which is often not even clean, for 

themselves and their family (Graham, Hirai, & Kim, 2016). This huge difference in accessibility to 

clean water also explains why American families use 100% more water a day on average compared 

to an African family (Weil, 2013). This means that the global and local economic growth can create 

growth opportunities for Aquaporin A/S and its product as this has the potential to expand their 

market through expected development of water infrastructure in developing countries. As can be 

seen in Figure 5, the economic growth on an aggregated level is divided on advanced economies 

and emerging and developing economies, the overall economy is growing and on the emerging 

markets the economic growth is higher than the global average. According to our above discussion 

this presents an opportunity for Aquaporin A/S. 
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Figure 5: Source IMF (2019) 

Another effect of economic growth is industrialization, which drives economic growth in most 

countries. Increased industrialization often equals increase in the demand in water for production 

purposes (ING Economic Department, 2015). This is another way in which economic growth drives 

the general demand on the global water market. 

We can conclude that on a long-term basis the economic situation of a nation can have a very big 

influence on the demand for water, primarily due to water infrastructure issues and increased 

purchasing power of the middle class. Because the infrastructural problem is one of the two 

biggest economic factors influencing the demand for water, global economic growth and growth 

in developing countries present a big opportunity for Aquaporin A/S's business. On short-term 

basis, the economic fluctuations only have a limited effect on the demand for clean water, as 

short-term fluctuation do not affect water infrastructure significantly. This means that the short-

term economic conditions in countries around the world do not change the outlook on Aquaporin 

A/S's profitability. On a short-term basis, the increase in the middle class however, does represent 

a big opportunity. The middle class, typically, already have some form of water infrastructure and 

do not need to depend on big governmental investment to be able to buy water purifier for their 

own household to immediately improve their own quality of water. 

To conclude, economic growth and a growing middle class with increasing purchasing power are 

the big economic drivers, not only for the global water market, but the demand for products that 

can increase the freshwater supply and products that can improve freshwater quality. In 

Aquaporin A/S’s product portfolio these products are the reverse osmosis membrane product for 
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tap water and the brackish water product and the desalination product in the product pipeline 

(Aquaporin A/S, 2018). 

From an economical perspective, it is interesting to investigate China specifically. China has 

experienced high growth in recent years and its industry has flourished. With its increased growth 

and industrialization the discharge of industrial wastewater has contaminated large freshwater 

sources (Ebenstein, 2011). This contamination has created demand for water purifying 

technologies from both industrial companies and local households. This will be discussed further 

in the sections on social and environmental factors.  

5.1.1.2.3 Social factors 

On a global scale, several social mega trends affect the water purifiers market and Aquaporin A/S’s 

business and future profitability. One such mega trend is population growth. On a global scale the 

annual growth rate for 2018 was 1.07% (Worldometers, 2019), with an even higher growth rates 

in the emerging markets and developing economies (Worldometers, 2019). Firstly, this expands 

the high potential markets, the emerging and developing economies as described above, which in 

turn creates more potential customers for Aquaporin A/S. Another effect of the population growth 

is the growing number of people that put pressure on the already scarce water resources which 

creates demand for better treatment of the resources e.g. better reuse of polluted water. It 

should however be mentioned that the population growth rate has been decreasing since the 

1970s (Worldometers, 2019), and the growth rate is expected to decrease even further in the 

coming decades lower poverty levels and higher education levels. (The World Bank, 2019). When 

people escape poverty and become part of the middle class, they typically become more aware of 

non-current life-threatening issues (McLeod, 2018) such as bad water quality. With the rise in 

living standards that follows when escaping poverty, a financial surplus often makes it possible to 

act on an individual level ensure one’s own drinking water quality. Thus, the population growth 

coupled with global increase in living standard are a big driver for the increase in demand for 

water and water purifiers. 

 Another mega trend that was mentioned in the economical focused section is the 

urbanization we see in most under developed countries (Dobbs, Remes, & Schaer, 2012; Sinha, 

2018). While many developed countries do not see a huge out or influx of people in their cities, 
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economies that are still in the industrialization phase experience urbanization to a large degree 

(Ritchie & Roser, 2018). The urbanization results in higher population densities in the cities, 

increasing both the risk of waterborne diseases and the strain on the established water resources 

(e.g. ground water or water from big rivers) used to supply the cities with drinking water 

(Neiderud, 2015). 

 All of the factors mentioned above increase the demand for product that can help individuals 

improve the quality of their own drinking water. 

 The general growing awareness around the quality and the safety of water resources and 

the risk of waterborne disease are also factors that drive the market growth in China (TechSci, 

2017). With China’s enormous economic growth in the past decades and its huge middleclass, 

China has, like no other economy, experience the full effect of urbanization (TechSci, 2017). This is 

the main reason why China is believed to be the single market with the biggest potential for selling 

water purifier technology. In more developed nations, the tap water quality is already high and 

safe as water infrastructure and regulation concerning wastewater treatment and water pollution 

ensures very little risk of receiving contaminated water in the taps (Slaymaker & Bain, 2017). In 

less developed nation, the biggest problem is that there is no sufficient water infrastructure at all, 

and the biggest problem is thus subsequently not the lack of high-quality water, but to the lack of 

potable water in general. 

5.1.1.2.4 Technological factors 

The global water market is driven by demand, which is, as discussed above, both driven by 

economic and social trends. The submarkets in which Aquaporin A/S operates are however 

markets where it is technology that enables the market to exist. It is thus fair to assume that these 

markets are largely driven by the technological evolution as well and not only economic and social 

factors. For example, desalination (extraction of salt from salt water to create freshwater) is a very 

expensive process that requires large amounts of energy (Hydrofinity, 2018; Majcher, 2014). One 

can imagine that cost-efficient desalination technology would expand the desalination market 

significantly and could create a new or increase the market in areas who experience limited 

natural freshwater resources. From a technological perspective Aquaporin A/S’s technology is 

currently the most recent technological disrupter of the existing water purifiers market. The 
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discovery and commercialization of aquaporin technology (not only by Aquaporin A/S, but other 

companies as well) is the key driver behind the sub-market of water purifiers using biotech 

membranes instead of more traditional purifying technologies (MarketWatch, 2019). The biggest 

technological threat is currently that another company will succeed at developing equally efficient 

purifiers compared to Aquaporin A/S’s products. The knowledge regarding the special properties 

of the aquaporin protein has the status of primary research and is publicly available 

(NobelPrize.org, 2003). Currently however, Aquaporin A/S is in a unique position because they 

have developed commercial product based on the technology that is superior, especially regarding 

energy consumption, to the alternative on the market (Aquaporin A/S, 2019g). This presents an 

opportunity for the group in the current market. 

5.1.1.2.5 Environmental factors 

The single biggest environmental issue concerning the water market and the water purifiers 

market is climate change in the form of global warming. Global warming will, according to 

research result in more extreme weather, which includes numerous more and more intense 

storms, droughts and unreliable weather (Denchak, 2016). In many places the main freshwater 

resources some way or another depend directly on the weather and the snow or rainfall in the 

area or in nearby areas or from e.g. glaciers that depend on cold weather and snow fall during the 

winter season (Footprint, 2018). In this way, the freshwater resources in many regions will become 

affect by global warming (Footprint, 2018). This will in turn force the people and its politician to 

find either alternative water resources or to start implementing larger scale wastewater treatment 

for reusable purposes. As mentioned, it is not only the change in climate that will affect the 

environmental aspect of supplying fresh drinking water for populations. The industrialization of 

economies across the world has also impacted and still impacts the developing nations in the 

sense that the industrialization in most cases brings with it an increase in water pollution. The 

increased industrializing is thus also a driver on the market growth as it like climate changes, 

forces people and politicians to act to secure freshwater supply going forward. Being in the 

business of water purification, Aquaporin A/S can look at this as an opportunity as their 

technology helps people and nations to reuse water. 

Looking at China specifically, the environmental aspect is also a large driver for the growth in the 

water market as well as the water purifiers market. According to the Chinese ministry of Water 
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Resources “more than 80 percent of the mainland’s shallow groundwater has been polluted, and 

some areas are contaminated with heavy metals and toxic organic compounds” (Yi, 2016). This 

pollution of potential drinking water in China is driven by the industrialization (discussed in section 

on economic factors) that has shaped the China we see today. It is also a result of lack of 

regulation of the treatment of wastewater which has only recently been on the agenda for the 

Chinese politicians (Tingting, 2017). 80% of the potential drinking water and water for domestic 

use is thus unfit for consumption (Yi, 2016). This gives rise to the water purifiers market, as local 

Chinese people have become increasingly aware of the health danger that polluted water possess. 

5.1.1.2.6 Sub-conclusion 

In summary, the global water market can be expected to grow due to a range of factor including a 

growing population, increased pollution of water sources, water sources becoming less reliable, 

global warming and the fact that the general awareness concerning water quality and safety is 

increasing in the emerging market. The overall growing demand for high quality freshwater drives 

growth in the water purification market. The demand is driven by the fact that many parts of the 

world no longer have reliable access to clean and safe freshwater resources and the fact that the 

water purifiers market, especially the market for high quality and advanced water purifier, is 

assessed to be in a very favorable macroeconomic situation. The assessment for the global water 

purification market is that this macroeconomic situation will result in growth rate even higher than 

on the global water market. This specific growth rate will be discussed in the PESTEL-analysis and 

in the section concerning the industry and product life cycle. 

5.1.1.3 Porter’s Five Forces 

With the Porter Five Forces analysis this paper seeks to analysis and conclude on the current and 

potential competitive environment in which Aquaporin A/S operates in. The analysis will go 

through each of the five forces and their characteristics in the industry and will at the end 

construct a summarizing conclusion on the forces and their influence on the overall profitability of 

the industry. Like previous analyzes, this section will investigate the global market. It will however 

also explore the different industry conditions depending on the customer segments as the 

competition differs in some areas, depending on which segment is the target. The analysis will also 

focus on the Chinese water market and the Chinese water purifiers market, as it differs 

significantly from the conclusion that can be made based on the global perspective. 
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5.1.1.3.1 Threat of new entry 

As mentioned in the chapter about the theoretical framework for this thesis paper, the threat of 

new entry depends on how difficult or easy it is to access the market for new parties. The ease of 

entering a market can be discussed by focusing on four elements; the degree of economies of 

scale, first mover advantage, access to distributional channels and legal barriers (Elling & 

Sørensen, 2004).  

When it comes to the economies of scale in the water purifying technology for the household 

segment, the threat of new entry is big as most households in developing countries already have 

access to high quality water through their tap water supply (Slaymaker & Bain, 2017). As 

mentioned in the PESTEL-analysis most people in developing countries have access to fairly clean 

tap water which is often safe for all household needs. However, many countries are supplied with 

tap water that has unpleasant odors or taste such as a taste of chlorine, which is why we after all 

still see a market for household purifiers in the developing countries (Slaymaker & Bain, 2017). 

Because the needed technology for these kinds of water purifier product is not very advanced and 

as the production of most of the less advanced equipment does not require comprehensive and 

specialize production facilities or materials, we do not see a big effect of economies of scale. In the 

developing countries without proper water infrastructure however you do need more advanced 

technology to make the available and often polluted (as described in the PESTEL-analysis) water 

resources drinkable and clean enough for consumption and domestic. Both of these factors 

involves big investments in research and development (R&D) activities (or buying patents) for the 

development of the necessary technology and furthermore it typically requires more extensive 

and specialized production set-ups.  This does increase the benefits of economies of scale and 

lessens the threat of new entry of the developing nation’s household purifiers market.  

When we look at the industry & municipal and the food & beverage industry segments, the picture 

is similar to the general conditions for the developed nations. These segments require products 

that can address more difficult water supplies, wastewater treatment or treatment of other 

liquids. In this segment only more advanced technology can solve the problems and thus big 

investments in research and development as well as specialized and extensive production facilities 

are necessary. This speaks to the fact that this industry has big economies of scale in the overall 

picture. 
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 Because the market is so diverse in relations to types and numbers of customers and 

because the market is global, the degree of first mover advantages is assessed to be very low. This 

assessment is based on a couple of facts related to the possible advantages that can be gained by 

first movers. First, water is an essential good but is also scarce in many places. The traits of 

necessity and scarcity makes the global water industry regulated in many places especially in the 

developed part of the world (as previously mentioned), but because the challenges with supplying 

freshwater is very dependent on the local conditions e.g. whether clean ground water is accessible 

or whether a city is located close by a freshwater river, there is no one streamlined pattern for the 

regulatory environment globally. This means that no one supplier has been able to set an industry 

standard and thereby giving them the benefit of influencing this standard. While standards in one 

area or one country might benefit certain industry competitors, this is not a hindrance for new 

competitors to enter other market. Many companies produce products that can solve many of the 

challenges concerning freshwater supply. The competition in the emerging markets is more 

focused on how effectively and cost efficiently this can be done. Thus, most players in the water 

purifying industry live up to the standards for the quality of the water products, and we do not see 

a first mover advantage. Despite the discussion above, it is not unlikely that Aquaporin A/S will 

benefit from some degree of first mover advantages, because they are in fact the first company to 

successfully develop product based on the aquaporin protein technology that can successfully be 

commercialized on an industrialized scale (Aquaporin A/S, 2018). If Aquaporin A/S can get their 

products to become an essential part of water treatment equipment manufactures production, 

they might very well benefit from being the first ones with this technology. Lastly it is worth 

mentioning that the current technology allows for easy change in supplier which is relevant when 

discussing first mover advantage, and we do not see big expenses related to shifting supplier. 

Aquaporin A/S, unlike some competitors, do not sell whole water treatment systems, which makes 

it easier to exchange their products compared with competitors. It should be mentioned however, 

that the high-technological market for water purifiers is a fairly young market that still experiences 

high growth rates (AlliedMarketResearch, 2019), where the product is sold and marketed as small 

pieces in big water treatment processes. If the market becomes dominated by other water purifier 

companies supplying bigger and more complete solutions, supplier shifting might become more 

expensive and thus increase the first mover advantage. 
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In the global water purifiers industry, the market is already reaching maturity in the developing 

countries (UBS, 2019). Here the market already has established distribution networks and many 

ready buyers. Whether or not these distribution channels are easy to enter depends on the 

product and the company behind it. With groundbreaking technology, the established distribution 

network will in many cases benefit from including the Aquaporin A/S products into their portfolio.  

In many industries producing the production company does not sell directly to the end-

user, B2C, but they sell B2B. Instead of selling directly to the end-customer you have global 

resellers as well as local resellers who buy the products for the production companies and sell 

these products to the end-users water (AlliedMarketResearch, 2016; Globenewswire, 2018). This 

allows the production company focus on their technology and production, and let’s another 

company take care of the selling process. This often make sense, as the production company is 

specialized in developing and producing goods, while the have less experience in selling and 

creating the necessary distribution channels. The reseller typically sells not only the goods from 

one company but from many companies with product for either the same target industries or 

from the same industry. This enables them to build and maintain an organization where the 

channels of distribution are used for selling many products and not only one product, which make 

investments in distribution more efficient. This is also to some degree the case for Aquaporin A/S 

and the water purifiers industry when they aim to penetrate the mature market segments. Besides 

selling through resellers Aquaporin A/S also sells directly to manufactures of water treatment 

systems and directly to industrial companies (Aquaporin A/S, 2018). 

 When it comes to emerging market, it is more difficult for newcomers to get a good hold of 

large-scale distribution, as the market is fragmented and does not have already established 

resellers with large networks for distribution. This means that it is more difficult, and it takes 

bigger investment to create the necessary distribution channels on the emerging market. This can 

indicate that the threat of new entry is lower in emerging markets. 

As mentioned in the PESTEL-analysis it is relevant to discuss whether the water purifiers industry is 

subject to legal barriers that make it difficult for newcomers to enter the market. As has been 

pointed out on a few occasions, the market for water purifiers includes both low- and high-tech 

solutions.  
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As Aquaporin A/S supplies in the high technological segment this is the focus of this 

discussion. With most high technological legal barriers, they come in the form of patents and are 

often the largest barrier between the market and new entries. This is also a focus area of 

Aquaporin A/S, who have put a lot of effort into securing their patents (Aquaporin A/S, 2019l). 

To conclude, the threat of new entries is low on the water purifiers market, especially for the large 

and growing market of high technological water purifiers. The low threat is due to that fact that it 

requires economies of scale to enter the market and big capital to invest in research and 

development. These legal barriers are necessary to protect current patent holders and their 

intellectual property. Furthermore, the big and growing emerging markets are an un-mature 

markets and newcomers must invest greatly in creating distribution networks in those areas in 

particular. This is another factor which makes it difficult to enter the market. 

5.1.1.3.2 Competitive rivalry 

According to the section on this paper’s theoretical framework, the competitive rivalry is a power 

which describes how intense the competition, especially on price, is in the industry. In some 

industries the players aggressively compete on price, which in turn lowers the overall industry 

profitability. In other industries the players compete on other dimensions such as innovation or 

customer loyalty. According to Elling & Sørensen (2004) a range of factors determine the intensity 

of the competitive rivalry is. The key factors are the concentration of competitors, the growth rate 

of the industry, the level of differentiation, the cost of switching supplier for the customers, the 

level of economies of scale and the size of fixed costs and the relations to operational costs and 

the excess supply capacity and the market exist barriers (Elling & Sørensen, 2004). 

This first relevant factor to discuss is the concentration of competitors. In the water purifiers 

market the competitive environment is very mixed in the sense that we see many different 

competitors with many different value propositions on many different markets. The market is first 

of all not dominated by few big players on the global market and we do not for example see any 

companies with a significant market share. In some industries it is easy to name and list key 

players on the global market but on the water purifiers market, even different professional 

research sites do not agree on who the key competitors are and how many there are 

(Globenewswire, 2018; Marketwatch, 2018; Nicole Powers, 2019). This supports the consensus 
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that the global water purification market is fragmented. On local markets, the picture is similar, 

but it depends on which geographical location is examined. In general, neither the local markets 

nor the global markets have big dominating companies with bigger market shares (Marketwatch, 

2018; MarketWatch, 2019). The Chinese water purifiers market resembles the global market in the 

way that it is without a major players (Global Information, 2018). The most recent investigation on 

market shares in the Chinese market indicates that no company holds more than 3% of the market 

share (Hong Kong Exchanges News, 2013).  

Another fact that should be highlighted when discussing competitors and market share is that the 

different players on the market do not, as mentioned earlier, sell in the same ways. Aquaporin A/S 

does, unlike several competitors, not sell directly to households (Aquaporin A/S, 2018). The 

company sells to both other manufactures of household purifiers, who uses the Aquaporin A/S 

technology in their production of B2C targeted purifiers, and B2B to industrial and municipal 

customers (Aquaporin A/S, 2018). This diverse competitive situation is an opportunity for a new 

company like Aquaporin A/S, as it enables them to help shape the competitive environment in the 

water purifiers industry. It can however also become a threat as there are many competitors to 

address when entering the markets. 

As was discussed in detail in our PESTEL-analysis, the growth rate in the industry is intuitively 

driven by the overall global demand for water purification. The general outlook for the industry is 

very positive due to a range of different macroeconomic factor such as population growth, global 

warming, water pollution and increasing awareness of water quality. According to market research 

the water purifiers market is set to grow at a compounded annual growth rate of 10% between 

2016 and 2026 on a global scale (AlliedMarketResearch, 2016). This growth is largely due to the 

factors previously discussed in the PESTEL-analysis. The growth is however not equally distributed 

on all markets. In emerging market such as China, many of the macroeconomic factors are more 

pronounced in their effect or simply unique to the emerging markets. These are factor such as the 

growth in the middleclass segment with increasing purchasing power, the severe pollution of 

water resources as a result of the industrialization and increasing awareness of water quality. 

These key factors are all driving the growth and market opportunities in emerging markets, 

including China. The overall water purifiers market in China is expected to grow at a compounded 
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annual growth rate of 18% between 2016 to 2025 (TechSci, 2017). This growth is a significantly 

higher than the growth on the global market.  

Because each individual product on the market is not by itself a big investment compared to e.g. a 

custom-made piece of production equipment, and because most products are flexible when it 

comes to the adaption into bigger water treatment systems, the cost of switching supplier for the 

customers is evaluated to be low. This speaks to a higher degree of competitive rivalry which can 

be considered a threat. As the emerging market have a low market penetration on the water 

purifiers market (AlliedMarketResearch, 2017a, 2017b; Xia, 2017) this is not considered a big 

threat. In the emerging markets the goal is not a fight to win market share from competitors but 

to drive growth through increased market penetration. 

The level of economies of scale, the size of fixed costs and the relations to operational costs is 

important for the competitive rivalry, as big fixed costs entail big investments, and big investments 

mean large operational and financial risks. Increased financial risk may intensify competition as 

the companies fear to lose money on big investments. As previously describe, the advanced 

purifiers market is dominated by large fixed costs related to big investments in necessary research 

and development effort and advanced production equipment needed for the production 

processes. This implies a high level of competitive rivalry, but because the market players compete 

on driving penetration and not on increasing market share the competitive rivalry is estimated to 

be low. This is argument is linked to the next point. 

Directly connected to the points on market penetration, the excess supply capacity is estimated to 

be low and the market exit barriers are assessed to be high as of the big risk of financial losses 

described above. As the market, especially in the emerging markets, are not fully developed and 

as the industry has not yet reached a point where the most important competitive feature is the 

price, our assessment is that despite the high exit barriers and numerous market players, the 

competitive rivalry is considered at a low to medium level. This is primary due to the low market 

penetration on the emerging markets including China. 

5.1.1.3.3 Threat of substitution 

Even with modern technology, water is an absolutely necessary good that does not have 

substitutes. In all industries and all households, it is not realistic to substitute water with any other 
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product, and the water purifiers market does by definition address all possible types of water 

purifications. The threat of substitution can only come from technologies that enable people to 

collect and transport already clean freshwater in different and more efficient manners than today 

e.g. new ground water exploration initiative, collecting rain water, water-from-air solutions or 

transporting water through intercontinental water tunnels. The successful development of such 

technologies would make water purifiers redundant. Currently, the only true threat of substitution 

can come from further exploration of ground or through the new technology where water is 

harvested from air humidity (Watergen, 2019). Most other alternatives are however far-fetched, 

and the water purification technology is by far the most effective means for solving large scale 

freshwater problems. Based on this discussion the threat of substitution is assessed to be very 

low. 

5.1.1.3.4 Buyer power  

The buyer power is, as previously mentioned, the power dynamic in the relationship between the 

industry actors and their buyers. The key factors influencing the buyer power is the price 

sensitivity of the buyers and the number and size of the buyers and sellers. In the water purifiers 

industry the buyers are typically not the individual consumers themselves, but resellers, 

companies that either use the purifier technology to manufactures purifying equipment or 

industrial players and municipals that use the technology is their production set-up or their water 

treatment systems. The global market consists of many players both in the household water 

purifier equipment designer segment and especially in the industry & municipal and food & 

beverage industry (Aquaporin A/S, 2018). In the emerging markets no one or multiple big resellers 

are currently dominating the market. The buyers are not currently collaborating around or 

consolidating their interest through common procurement activities and none of the buyers can 

be considered big, in the sense that they constitute a major part of the buyer pool. This give the 

buyers very little power. Furthermore, the market is not very transparent when it comes to price. 

This further reduces the power of the buyer. In the developed nation with more mature market, 

bigger resellers might have some power, as they buy in bigger quantities and reach more end-

users through their distribution channels. However, the emerging market along with the Chinese 

market are larger than the mature markets. This is of great importance to Aquaporin A/S as 
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emerging market are typically characterized by with many individual buyers, resulting in low buyer 

power. 

Because the water purifying technology is not a homogeneous product (Ecosoft, 2019; Goldsan, 

2019; Purepro, 2019) the price sensitivity in this market is assumed to be very low. Companies sell 

their technology based on the abilities of the product and not the price of the product. For many 

consumer goods e.g. toothpaste, bathroom scales or fridges the products are very standardize and 

homogeneous. This increases the price sensitivity as products are easily substituted. In the water 

purifiers industry however, the products differ significantly in their ability and effectiveness. The 

products offered by Aquaporin A/S have a high degree of uniqueness due to their high quality and 

low expected energy consumption (Aquaporin A/S, 2019n) compared to competitors. The price 

sensitivity in the water purification industry is as a result thought to be low, which in turn lowers 

the buyer’s power. 

To summarize, it can be concluded that the water purification industry is an industry where the 

buyers have little power. This presents an opportunity for the suppliers such as Aquaporin A/S’s. 

5.1.1.3.5 Supplier power 

Supplier power is determined like buyer power, by analyzing the price sensitivity and the size and 

number of suppliers. In the high technological part of the water purification industry the supplier 

power is high in general as many companies depend on biotechnical or other very specialized 

technical firms to produce important elements for the construction of the water purification. An 

important part of the supply chain for water purifier companies are sometimes outside of the 

firms themselves, because of patents. In many cases the supplying companies are few and 

specialized which in turn gives them great power. This was the case for Aquaporin A/S where their 

main supplier of one key ingredient, the aquaporin protein, was produced by another company, 

Golgi ApS (Aquaporin A/S, 2018). This also indicates that the buyer cannot afford to be particularly 

price sensitive, as that will halt their own production if they do not manage to secure vital 

elements in their supply chain. 

The big supplier power presents a general threat to the industry, but it also presents an 

opportunity to those companies that have the most important part of the supply chain in-house 
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through their own research and development efforts or through vertical acquisition of important 

suppliers. 

5.1.1.3.6 Sub-conclusion 

To conclude the analysis based on the Porter’s Five Forces model, it can be stated that the overall 

profitability of the industry is high. This is due to several factor. The threat of new entry is low, 

mainly because of big benefits of economies of scale. The competitive rivalry is low to medium, 

primarily due to low penetration rates in the emerging markets and the buyer power and threat of 

substitution are very low. One power which is relatively high is the supplier power as of the 

advanced technology used by different market player are not always supplied in-house. This can 

create power struggles where critical part of the supply chain suffers. The overall outlook for the 

industry is positive, and the key threats on an industry level will be discussed further in the 

internal analysis. 

5.1.1.4 Industry lifecycle analysis 

As mentioned in the theoretical section the Industry Life Cycle model is a tool based on the 

assumption that all else equal, an industry and a product’s profitability develop over time. The 

model states that an industry goes through five phases; the start-up, growth-, shakeout, maturity- 

and decline-phase. In our analysis of where in the life cycle the water purifiers industry is, we will 

look at the industry by customer segment on a global scale. We will also look into the situation and 

market in China specifically. 
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Figure 6: Source: Corporate Finance Institute (2019) 

The household water purifiers segment in developed nations is, as previously mentioned, quite 

mature and is in the maturity phase of industry life cycle. In the developing and emerging markets, 

the market is much less mature, and the general concern on awareness around water quality has 

just recently been realized. In the emerging markets, including China, the industry is in its 

introduction phase moving into the growth phase. On both the mature and emerging markets 

however, the aquaporin protein technology is very new, and the product life cycle of this 

technology has just begun. On the mature markets, the driver behind revenue growth will lie in 

the acquiring of market share, while in the emerging markets including China, will be a mix 

between winning market share and pushing the growth for the whole market. The assessment is 

that the growth of the total market will be the biggest driver. 

In the Industrial & municipal segment and the food & beverage industry segment, the picture is 

similar to the one in the household water purifiers market, in particular when considering 

emerging markets. That particular market has not yet reach maturity but is in its introduction/ 

growth phase. Together with the household water purifiers segment, the water purifiers market 

presents the biggest opportunities for Aquaporin A/S. It is on those markets they can expect grow 

their revenue without having to competing for market share in the same way as they would have 

to on the more mature markets in the developed countries. 
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The desalination industry is already a well-established industry. If Aquaporin A/S were to 

successfully develop their desalination product, it has the potential to be fundamentally different 

from the current available products, and it can drastically change the outlook of the industry. The 

product would enable many more users to benefit from desalination technology due to the 

significantly lowered costs the product would bring about. Thus, the desalination technology 

currently under development in Aquaporin A/S would be creating a new desalination segment that 

could potentially be characterized as being in the introduction phase or even at an earlier state, 

the development stage, at the moment.   

5.1.2 Analysis of internal factors 

Due to the fact that we do not have access to any internal source, the analysis of the internal 

situation in Aquaporin A/S will be based on the limited available public knowledge about the 

company and its business model. This paper will not evaluate the complete internal environment 

in Aquaporin A/S in detail due to the lack of information, but through a description of available 

information regarding internal factors and the company’s business model. We will give the reader 

an overview of how the internal set-up gives Aquaporin A/S strengths or weakness to act in the 

market and macroeconomic setting they operate in. This will provide the reader with a general 

knowledge of the company as well as their ability to perform. This approach to evaluate the 

company’s specific details aligns with our purpose of valuating the company from an external 

investor’s point of view and not from the internal stakeholders’ perspective. In the internal 

analysis, the first section will focus on a company profile outlining key descriptive parameter about 

Aquaporin A/S. The second part of the analysis will be centered around how Aquaporin A/S is 

positioned when it comes to the supply chain, distribution and patents risks, mentioned in the 

external analysis. The internal analysis will as a last point, discuss the Aquaporin A/S value 

proposition. These three topics are chosen because they are the key main points identified in the 

external analysis. 

5.1.2.1 Company profile 

Aquaporin A/S was founded in 2005 in Denmark as the Danish share company Aquaporin A/S 

(Aquaporin A/S, 2017b). As been mentioned before, Aquaporin A/S is a global company. The 

company is not only global in regards to the markets they address but also in the way the 
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company’s structure is designed. Aquaporin A/S operates from Denmark which is also where the 

global head quarter is situated (Aquaporin A/S, 2018). Besides their Danish operations, Aquaporin 

A/S consists of a Singaporean division with R&D activities and two joint ventures (Aquaporin A/S, 

2018). The first of the two joint ventures is the Aquaporin Space Alliance. This joint venture is in 

collaboration with the Danish Aerospace Company ApS, and focuses on water purifying 

membranes for the space industry (Aquaporin A/S, 2018). The second joint venture is called 

Aquapoten and is in collaboration with the Chinese company Congreen Ecological Agricultural Co. 

Aquapoten is dedicated to the production and commercialization of Aquaporin A/S’s products in 

China (Aquaporin A/S, 2018). Because water technology for space cannot be considered a current 

part of the core competencies of Aquaporin A/S, and it can be considered a niche market with 

limited revenue potential, both the previous and the following sections are limited in the way that 

they do not address the conditions and potential of this market in particular. 

By the end of 2017 Aquaporin A/S had 70 employees, 110 if the employees of the Chinese 

Aquapoten are included (Aquaporin A/S, 2018). The workforce is highly educated with more than 

60% holding a master’s degree and of those 40% hold a PHD (Aquaporin A/S, 2018). According to 

Aquaporin A/S themselves, the pool of employees are their most important assets in the company. 

Being a heavily research and development-based company until now, this seems like a reasonable 

statement as the majority of its employees are highly educated and can be expected to build up 

critical know-how during their time in the company. Assuming that Aquaporin A/S does have a 

strong and know-how accumulating pool of employees this is an internal strength for the 

company. 

5.1.2.2 Supply chain, distribution and patent risks 

As mentioned in the PESTEL-analysis, one political and legal threat is the challenging business 

environment for foreign companies in China, where newcomers are confronted by the 

government’s preferential treatment of local Chinese companies. Another macro-economic threat 

on the Chinese market is also high tariffs on imported goods. To address these threats that 

Aquaporin A/S has faced with entering the one geographically defined market with the highest 

potential for growth the group has, as mentioned in the company profile section, entered into the 

joint venture partnership Aquapoten. The partnership was originally created together with the 

local company Chinese Poten Enviro group Co Ltd. but the partnership is now with another local 
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Chinese company named Congreen Ecological Agricultural Co (Aquaporin A/S, 2018). The purpose 

of the partnership is to create the platform for producing the water purifier technology developed 

by Aquaporin A/S in Denmark and commercialize the products on the Chinese market. The 

partnership is currently building large-scale facilities for production purposes. Like many other 

companies, Aquaporin A/S circumvents some of the risks of entering the Chinese market by 

collaborating with local companies and moving part of the production targeting the Chinese 

market to China. This strategic maneuver also serves another benefit as they have chosen their 

local partner carefully. The Congreen Ecological Agricultural Co. is a company which has important 

knowledge about the general business environment and business customs in China. Without the 

partnership, Aquaporin A/S would be a complete strangers to the Chinese market and might 

experience trouble navigating the Chinese business culture. This partnership ensures that the 

Chinese business adventure have Chinese governance. An even more important feature of 

Congreen Ecological Agricultural Co. is that they are an established company in the Chinese 

market with access to distribution channels. This benefits Aquaporin A/S as it addresses one of the 

threats described in the Porter’s Five Forces analysis concerning the challenges for newcomers to 

create or to have access to a distribution networks, especially in one of the emerging markets 

which of course includes China. By entering this shared business venture Aquaporin A/S has 

address this threat on the Chinese market. 

In other markets, both mature and emerging markets, Aquaporin A/S faces the same challenges 

described above which revolve around the difficulties of creating or getting access to distribution 

channels. According to Aquaporin A/S’s own statements, they specify strategies depending on 

which of the two categories each market falls into. In mature markets, the strategy is to create 

distribution channels through direct sales to customers, a global distribution network and co-

development ventures (Aquaporin A/S, 2018). In emerging markets, the plan is to build 

distribution channels by commercial partnerships (Aquaporin A/S, 2018). Despite the known and 

specific strategic focus on building distribution channels, the lack thereof remains a weakness for 

Aquaporin A/S.  

As described above, Aquaporin A/S have a clear strategy for how they wish to enter specific 

markets and are investing in building the necessary distribution channels. According to the 

company itself Aquaporin A/S has developed from being a research and development focused 
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company to becoming more and more focused on commercialization (Aquaporin A/S, 2018). While 

the clear strategy for building distribution channels supports this claim, we should note that 

Aquaporin A/S is still investing in research and development of the brackish water reverse osmosis 

membrane and desalination products. According to their annual statement (2018), the company 

plans to invest even further in the development process for the brackish water product. This 

speaks against the company’s own statement regard commercialization as the main focus going 

forward. This point will be discussed further in the section on growth strategy following the 

internal analysis. 

As was described in the industry analysis in the Porter’s Five Forces sections, one critical threat to 

the industry players is the potential supplier power. The threat for supplier power comes from the 

fact that the products on the market, and especially the product from Aquaporin A/S, are based on 

technically advanced and patented product (Aquaporin A/S, 2019l). The products from Aquaporin 

A/S also include a critical element need in their production that could potentially become threats 

or challenges in the future. To eliminate the supplier threat on production sensitive inputs, the 

company acquired a 51% stake in the Danish Biotech company Golgi Aps (now the Aquaporin 

Membrane Protein ApS) and later the remaining 49% stake (Aquaporin A/S, 2018). With this 

vertical acquisition Aquaporin A/S has secured the most critical part of their supply chain which 

was and still is the production of the aquaporin proteins themselves (2017 AR). Having the most 

important part of the supply chain in-house is a major strength for Aquaporin A/S. 

Being a company that is to a large extent based on advanced technology, imposes intellectual 

theft risks on the company in the form of other parties stealing or infringing on the company’s 

intellectual property. The risk of other players violating inventions and using unique knowledge 

accumulated in the company is a threat. This threat is address by the group who continuously 

focuses on following a proactive patent strategy (Aquaporin A/S, 2018, 2019l). They currently have 

76 patents that have already been granted world-wide, and have 45 applications pending approval 

as of end of 2017. Having and pursuing patents proactively is a very important step to eliminate 

the immediate threat from competitors tempted to copy the product of Aquaporin A/S. Another 

benefit is the fact that patent approval is often the first step into markets. Overall, the patent and 

intellectual property strategy is considered a strength for Aquaporin A/S. 
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5.1.2.3 Value proposition and growth 

One factor which has been discussed in all three parts of the external analysis is the expected 

growth rate for the revenue. While external factors determine the overall demand for the product 

in the industry, internal factors, such as the business set-up (discussed above) and the value 

proposition affect how big a part of the industry growth will go to which company. One factor 

which will influence the growth factor particularly for Aquaporin A/S’s target segment is the value 

proposition that Aquaporin A/S offers to its customers compared to what the demands are on the 

market. For Aquaporin A/S the quality of the products and the fact that the Aquaporin A/S 

products are addressing the need not only of general water purification, but the need for 

advanced purification technology that can not only remove dirt, but waste and pollution from 

industrial wastewater is deemed a strength (Aquaporin A/S, 2018, 2019n). The assessment is that 

as Aquaporin A/S is offering a high-quality product that can solve problems more efficiently than 

older and more traditional products, they will grow with a higher rate than the average water 

purifiers market that where discussed in the external analysis. This means higher growth than the 

10% expected growth in the global water purification industry and a higher growth rate than the 

expected 18% on the Chinese market. 

5.1.2.4 Sub-conclusion on internal analysis 

When the internal environment is examined with a focus on the key strengths and weaknesses it 

can be concluded that Aquaporin A/S has positioned themselves well with regards to the external 

environment by addressing or eliminating the biggest risks. This elimination of external threats has 

first of all been accomplished through the acquisition of a critical part of the supply chain; the 

aquaporin protein production company Golgi ApS. Another key strength of Aquaporin A/S’s 

internal situation is the development of a strong product portfolio that offers an attractive value 

proposition compared to market competitors. The biggest weakness of Aquaporin A/S is the lack 

of established distribution channels on the global market for water purification technology. 

5.1.3 Analysis of strategic factors 

As described in the theoretical section, growth is a key financial driver, and the budgeting of 

Aquaporin A/S's future profitability is, amongst other, dependent on growth expectations. Below, 

an analysis of Aquaporin A/S’s strategy for growth is performed. 
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5.1.3.1 Ansoff’s growth matrix 

According to the Ansoff’s growth matrix, a company can grow on two dimensions (Elling & 

Sørensen, 2004), a product dimension, and a market dimension. These strategic dimensions give 

the companies four possible growth strategies to follow; a company can either increase market 

penetration with their current product on their current market, develop new products for their 

current market, expand the markets they are on with market development or go with 

diversification by introducing new product on new markets. 

As has been discussed in the previous section in the strategic analysis, Aquaporin A/S has only 

recently finished piloting and building production facilities to accommodate the launch of their 

first big potential products (TWRO) on the market. On the dimension concerning the product, they 

fall directly into the category of new product simply as they have no portfolio of past products. 

The picture is very similar on the market dimension. As Aquaporin A/S has spent many years on 

research and development explicitly and built up a minimum of an administrative and sales 

organization ready for the launch of their product. They have only recently entered any market at 

all and fall as a result into the new market category when determining their growth strategy. This 

means that they expect to grow their business through a growth strategy called the diversification 

strategy. This is the obvious consequence from being a new company that has just recently 

entered the market. 

If we look at their plans for the future, the outlook of the industry and the product pipeline, we 

can get an idea of the more long-term growth strategy that Aquaporin A/S is pursuing. From the 

continued investment in developing the brackish water reverse osmosis and the desalination 

products, it is clear that the growth strategy for Aquaporin A/S in the coming years is to focus on 

growth opportunities through the launching of new products. Even though Aquaporin A/S 

expresses that they target a global industry and are devoted to both selling on developed and 

emerging markets, they have made big investments in China through the joint venture business 

Aquapoten. This can indicate that see the Chinese market as a big opportunity both in the short- 

and long-term. This implies a growth strategy with frequent launches of new products on current 

market, which according to the Ansoff’s growth matrix is the product development growth 

strategy. Despite being invested in launching new products and succeeding in China, Aquaporin 

A/S is still building up their global distribution network (Aquaporin A/S, 2018, 2019i). 
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Figure 7: Source: Own creation 

It does seem like Aquaporin A/S is planning to do it all by both introducing new product and 

entering new markets at the same time, even after launching of their first product on their first 

market. This can be a concern as they do not have big influxes of cash that is typically needed to 

make such major investment in multiple strategies. One can fear, that by trying to pursue it all, 

they will not succeed at anything, because they instead of focusing and investing in the one 

growth strategy with the biggest potential on the long-term basis, they have chosen to bet on all 

possible growth strategies. One reason why this might become a success anyway is that the 

markets are not currently highly penetrated with the new technology that Aquaporin A/S brings to 

the table.  

The market for water purifier technology is already established in many markets and thus 

Aquaporin A/S do not themselves need to pave the way for the immediate demand. They can 

simply address buyers, who would otherwise have bought another product or brand. This situation 

entails less immediate investments in creating a market, which makes the strategy less demanding 

for the company than it would have been, were it a completely new market unfamiliar with water 

purification product. Another factor which makes the apparently unfocused growth strategy seem 

less unrealistic is the fact that Aquaporin A/S rarely sells directly to the end-customer but often 

through resellers or strategic partnership (Aquaporin A/S, 2018, 2019i). This means that Aquaporin 

A/S can reach many customers and new markets by communicating to fewer and larger 

connecting links who will handle the actual distribution and marketing of the products. The two 
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reasons described above, makes it clear that the growth strategies involving current product do 

not necessarily require big investments from Aquaporin A/S to succeed. 

5.1.4 SWOT-analysis 

To conclude on the strategic analysis, key points from this chapter’s analysis have been 

summarized in a SWOT-analysis. Below the core influencing factors affecting the future 

profitability of Aquaporin A/S have been divided into internal strength and weaknesses and 

external opportunities and threats. 
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Figure 8: Source: Own creation 

As is apparent from the visualization of the SWOT-analysis in Figure 8, the core strengths of 

Aquaporin A/S discovered in the internal analysis are the in-house production of the critical 

aquaporin protein, a good portfolio of patens, the Chinese joint venture, a promising product 

pipeline and the strategic focus on launching in markets with low penetration rate. The 

weaknesses of Aquaporin A/S are first of all that the company still is a fairly small company 
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weaknesses are the current underdeveloped distribution channels, weak cash flows from current 

revenue, their heavy reliance on grant and the general low market shares in all markets. 

In the external environment the key opportunities are first of all that water is an essential good 

and that the world currently finds itself in what has been called a global water crisis. It is also an 

opportunity that the risk of waterborne diseases is increasing in emerging markets. Particularly 

when people are moving from the countryside to the big cities which in turn increases the strain 

on established freshwater sources. Furthermore, the world sees general economic growth, a 

growing middle class with increasing purchasing power and a general rising awareness of the 

importance of good water quality. This, in combination with positive political attitudes toward the 

tech industry whose purpose is to develop technology that can solve the water crisis and the 

current low market penetration is what makes the future outlook for the market very positive and 

full of growth opportunities. It should however be mentioned that a few external threats should 

be taken into account as well. The most important threats consist of many competitors on the 

market, that emerging markets specifically the Chinese market, can have a stagnating growth as 

we have seen in the past decade. Other threats include the uncertainties in the business 

environment in China for outsiders and the fact that the industry in general do not have any big 

established distribution networks that Aquaporin A/S can tap into. Lastly the already high 

penetration rates in most developed countries do not speak in favor of Aquaporin A/S’s product, 

and concerns that might lead to legislation on the desalination markets do not speak for the 

success of Aquaporin A/S’s future desalination product either. 

5.1.4.1 Sub-conclusion on strategic analysis 

As a conclusion on the first sub-question of the problem formulation in this paper, we conclude 

the strategic factors both externally and internal on an overall level will influence Aquaporin A/S’s 

future profitability. The analysis has shown that Aquaporin A/S operates in generally favorable 

market, particularly the emerging markets and the Chinese market. These markets are expected to 

grow significantly over the coming years and this assessment can conclude that it is reasonable to 

assume that Aquaporin A/S will as a minimum follow the general development on the water 

purification market. Furthermore, the analysis has shown the weaknesses and strength of 

Aquaporin A/S and its strategic situation to be very favorable due to the value proposition they 

offer the customer and practical business model set-up. This leads to the believe that Aquaporin 
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A/S will not only benefit from the general good conditions and high expected growth rates on the 

market, but that it is likely that the company will be able to outperform the market growth 

especially in China. 

5.2 Financial statement analysis 

In this section the paper will answer the second sub-question “What financial drivers influence the 

value of Aquaporin A/S?” by performing a financial statement analysis. The financial statement 

analysis will be performed by preparing an analytical income statement and balance sheets, along 

with calculating key financial performance measures previously described in our theoretical 

overview. These performance measures include ROIC, profit margin, turnover rate of invested 

capital along with other key multiples. They are essential in order to evaluate the Aquaporin A/S’s 

financial health, profitability and risks. To be able to perform a financial statement analysis and get 

accurate results, the accounting policies and accounting quality of the company at hand need to 

be assessed.   

5.2.1 Accounting policies  

In 2015, Aquaporin A/S revised its accounting principles and adopted the International Financial 

Reporting Standards (IFRS) (Aquaporin A/S, 2019n). Along with revising the accounting principles, 

the company changed how it prepares its profit and loss statements. In 2014 the profit and loss 

accounting was presented by type of costs while in 2015 they were prepared by function 

(Aquaporin A/S, 2016a). In later years, 2016 and 2017, relevant accounting policies, standards and 

interpretations have been implemented but have had no material effect. The company’s financial 

year is in line with the calendar year (1 January to 31 December). Aquaporin A/S’s Consolidated 

Financial Statements are, as previously mentioned prepared in accordance with IFRS, issued by the 

International Accounting Standards Board (IASB) and adopted by the European Union. As well as 

being prepared in accordance IFRS, they are also prepared in accordance with the Danish Financial 

Statement Act and Danish disclosure requirements who apply to corporate entities of reporting 

class B. The Financial Statements have been prepared under the historical cost method with the 

exception of a few financial instruments that have been prepared under a mark-to-market method 

or at fair value (Aquaporin A/S, 2018).  
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Three accounting standards have been identified by the company for future implementation. They 

are as follows:  

1. IFRS 9 – Financial Instruments  

2. IFRS 15 – Revenue Recognition  

3. IFRS 16 – Leases  

Aquaporin A/S recognizes these standards and expects them to be implemented when they 

become effective in annual periods on or after 1 January 2018 for IFRS 9 & 15 and 1 January 2019 

for IFRS 16 (Aquaporin A/S, 2018). Details and possible future implications of these new standards 

will not be covered here at this time as the company assesses that these standards will not have 

any major implications or effects on the company’s reporting.   

5.2.2 Accounting quality, adjustments and potential red flags  

When assessing accounting quality, it is rarely sufficient to exclusively look at a company’s 

financial statement. Other supplementary material such as accounting policies, supplementary 

reports, notes and managements statements are necessary to make an accurate and fair 

assessment. The supplementary material is however to some extent dependent on the type of 

valuation being performed and which type of accounting user it is intended for. For an equity 

orientated stakeholder performing valuation methods such as PV methods or multiples, historical 

accounting numbers, the distinction between transitory and permanent accounting items and 

consistent accounting policies over time are paramount (Petersen & Plenborg, 2012) (pp. 336).   

Five key issues have been identified as important identifiers in assessing accounting quality:  

· Motives for accounting manipulation  

· The quality of applied accounting policies  

· Permanent versus transitory accounting items  

· The level of information in the financial statements  

· Identification of red flags  

5.2.2.1 Motives for accounting manipulation  

Identifying specific motives management might have to exploit flexibilities in accounting 

regulation can be considered a cumbersome task. There are many different motives that 
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management might have to falsify results but to name a few, enhancing management 

performance, performance related bonuses, blurring of regulatory requirements and enhancing 

profitability outlook are issues that requires examination when assessing accounting 

quality (Petersen & Plenborg, 2012) (pp. 339).  

Aquaporin A/S has, since 2012, had an incentive-based share payment in the form of warrants to 

senior management and key employees. Warrants are equity options issued by a company that 

allows the holders to exercise the issued option into a new stock in the company for a 

predetermined price (Berk & DeMarzo, 2016). Aquaporin A/S's warrants are issued annually 

and determined and granted by the Board of Directors. Each granted warrant entitles the holder 

the right to purchase 1 share of nominally DKK 1 in Aquaporin A/S (Aquaporin A/S, 2017b). The 

exercise price of the warrant and the exercise time limit varies between granted warrants. 

Granted warrants in 2012 and 2014 have an exercise price of DKK 20 with an exercise time limit of 

7 years while warrants granted in 2016 and 2017 have an exercise price of DKK 120 and exercise 

time limit of 3 to 5 years. Prior to 2016, in order to exercise the warrant, a warrant holder was 

required to be employed at the company. In later years, that condition was not issued for new 

warrants and no conditions apply for vesting or exercising. As of 31 December 2017, warrants 

amount to 558.413(Aquaporin A/S, 2019d).   

Chesney & Gibson (2008) suggested that under a stock option remuneration plan, managers’ 

incentives to manipulate financial performance is increased compared to where such a 

remuneration plan was not present. Furthermore, they suggest that managers will invariably have 

incentives to participate in illicit activities sooner when they already possess stocks or stock 

options. However, their results also indicated that managers will, in most cases, remain honest in 

their financial reporting when the legal justice system is efficient, and reputational and corruption 

costs are high.   

To conclude, due to the equity option remuneration plan of senior management and selected 

employees in Aquaporin A/S, there may be some incentive for manipulation in the company’s 

financial reporting. However, due to the fact that the company is, as previously mentioned, not 

publicly listed, and its shares are not publicly traded yet, the incentive for financial manipulation 

may be reduced.   
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5.2.2.2 Quality of applied accounting policies  

Managements choosing of accounting policies and estimation of the lifetime of assets can have an 

effect on the income statement, balance sheet and cash flow statement. A distinction is often 

made whether accounting policy is conservative or liberal, conservative being characterized by 

careful measurement of assents while liberal is characterized by capitalization of development 

costs. The choosing of either accounting policy might have significant effects when assessing the 

return on invested capital (Petersen & Plenborg, 2012) (pp340.)   

In Aquaporin A/S's case their accounting policy can be considered both conservative and liberal. 

One point of reference in indicating how it is conservative is displayed by the company’s research 

expense in their income statement as it is incurred while a more liberal accounting policy would 

capitalize the cost. Another example indicating a conservative policy is the company’s depreciation 

of non-current assets where they are depreciated consistently with the straight-line method.  

However, since the valuation is based to a large extent on a DCF valuation and the cash flow to the 

firm is not dependent on the depreciation of non-current assets, whether the company uses 

conservative or liberal accounting policies is not imperative to the valuation.   

5.2.2.3 Permanent versus transitory items  

When performing a valuation, forecasting and analyzing trends it is essential to differentiate 

between reoccurring items and transitory items. Without analyzing and classifying items into these 

two categories inaccurate trends and forecasts may be portrayed. Identifying transitory items can 

in some cases be difficult but guidance can be found in accounting regulation and practices. To 

name a few items that are transitory in nature, items such as restructuring costs, special items and 

gains or losses that are not a part of core business can be identified as being transitory (Petersen 

& Plenborg, 2012) (pp. 346).   

Reviewing Aquaporin A/S's financial statements there are two main items that need to be 

addressed whether they are permanent or transitory. In 2017, the company introduced an 

intangible asset, “know-how”, into the balance sheet, an item of considerable worth, DKK 

2.899.000. The item is related to the development of the company’s products and expertise in the 

fields of molecular biology, membrane chemistry, membrane physics, membrane engineering and 

application engineering (Aquaporin A/S, 2018). No detailed information on the computation of this 
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item is listed in the company’s annual report but comments regarding an annual impairment 

assessment will be made (Aquaporin A/S, 2018). In light of this information, a decision to classify 

this item as permanent item can be made.  

Deferred income is another item that needs to be addressed. Since 2017, Aquaporin A/S 

recognizes received grants as deferred income under liabilities. As development projects are 

realized, deferred income will be recognized in the income statement. Government grants cannot 

be considered a reliable nor sustainable source of income and thus, we can classify deferred 

income as a transitory item.  

5.2.2.4 Level of information in the financial statement  

To be able to assess a company’s accounting quality accurately it is important that the financial 

information is readily available, and the quality of the information is satisfactory. For information 

to be readily available, it is required that companies disclose transitory items in an appropriate 

way that allows an analysis to be made. In regard to the quality of information provided, there is 

not a concrete measure of what is good quality (Petersen & Plenborg, 2012) (pp. 363).  

Due to the fact that Aquaporin A/S is not a publicly listed company the availability and disclosure 

of detailed information is not as readily available as a listed company. A fairly detailed annual 

report has been published from 2015-2017, providing the company’s consolidated financial 

statement for the year along with supplementary material such as detailed notes, management 

and auditor’s statement, transparency in strategic direction and development on aggregated 

levels. This allows an analysis to be performed but the accuracy of the analysis, due to limitations 

in information available, may not be as accurate. 

The company does however follow IFRS standards and Danish disclosure requirements indicating 

information available is of adequate quality and is can be relied on do carry out an analysis 

(Aquaporin A/S, 2018).   

5.2.2.5 Identification of red flags  

Red flags can be described as identified issues or problems that arise when performing a financial 

statement analysis (Petersen & Plenborg, 2012). They relate to accounting quality, a company’s 

business model, development of key financial ratios and a company’s ability to generate cash 

flow.   
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When analyzing a company’s business model and evaluating the sustainability of the business, a 

financial statement analysis of the company’s last five years is often performed. This gives the 

analyst a reasonable amount of data to work through and identify any signals, red flags and the 

sustainability of the business. By carrying out the analysis, the calculation of key financial ratios 

and financial value drivers can be identified. These metrics will hopefully expose any difficulties 

that the company is facing, whether it is operation risk, financial risk, growth problems or profit 

generating difficulties.   

Aquaporin A/S’s accounting data for the periods under consideration (2015-2017) on which the 

financial analysis is based, has been audited by PricewaterhouseCoopers. Aquaporin A/S's 

accounting data for the periods under consideration (2015-2017) on which the financial analysis is 

based, has been audited by PricewaterhouseCoopers (PwC). Both the auditor’s and management’s 

views are that the financial statements and accounting data give a true and fair view of each year’s 

financial position. A potential red flag regarding the auditing of Aquaporin A/S's consolidated 

financial statements is that the same PwC auditors, Mikel Sthyr and René Otto Poulsen have been 

overseeing the audit for the last three years (Aquaporin A/S, 2019d). This is however in 

accordance with E.U. guidelines that state that a rotation of key audit partners should take place 

after seven years in public interest entities (Cameran, Negri, & Pettiniccio, 2015).    

Red flags relating to Aquaporin A/S's key performance ratios, profitability and sustainability will be 

covered at a later point when a full analysis of the financial statements has been made.  

5.2.2.6 Comparable companies  

The determination of Aquaporin A/S’s peer companies was essentially split in two. Firstly, the 

company operates in, what can be classified as a niche market by Nordic standards there truly 

is no comparable company listed on Nordic stock exchanges. However, the company’s operations 

are not only confined within the Nordics, since its products are applicable throughout a global 

market c.f. the strategic analysis, where there is need for cleaner drinking water as it was 

described in the strategic analysis. Hence, in order to capture the systematic risk associated with 

the Clean Tech industry, numerous companies operating in the industry were examined and at the 

four companies selected. Three of the peers A.O. Smith, Xylem and Watts Water are 

incorporated in the United States of America while Pentair is incorporated in Ireland, but all are 
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listed on the New York Stock Exchange (Nasdaq, 2019). By researching the companies and the 

products and services they offer, we can conclude that the companies differ quite substantially 

from Aquaporin A/S because their operations are on a significantly larger scale (Bureu Van Dijk, 

2019). As previously mentioned, they are however included to reflect changes on a global scale 

and changes in the Clean Tech market which includes the water purifiers market. Secondly, as has 

been touched upon before, the company’s industry and product life cycle and operations are quite 

unique in that way that although being established over 14 years ago, the company experiences 

significantly negative operating revenue and large R&D expenditure. The company’s operations 

resemble the operations of a BioTech company and hence the second peer group is chosen among 

BioTech companies. Along with operating in the BioTech industry, a prerequisite to being chosen 

was that the peer company must operate in Denmark and be listed on the Danish stock exchange. 

The companies identified and selected were ChemoMetec, BioPorto, Bavarian Nordic 

and GenMab. Not only do these companies’ operations resemble Aquaporin A/S's but their size in 

terms of employees and capital structures are in general similar (Bureu Van Dijk, 2019). Although 

none of these companies are fully equity funded, they do have low levels of debt in their capital 

structure.  

5.2.3 The analytical income statement  

To measure and determine a company’s key financial ratios and profitability, dividing the 

company’s activities into operating and financing activities can be advantageous (Petersen & 

Plenborg, 2012). This allows for the isolation of the key value drivers, operations, and provides a 

better understanding of how value is created. Regardless of how a company is financed, its 

operating earnings are a key performance measure and ratios such as earnings before interest and 

taxes (EBIT) and net operating profit after tax (NOPAT) are heavily relied upon (Petersen & 

Plenborg, 2012).   

5.2.3.1 Tax  

Aquaporin A/S obtain income tax benefit throughout 2015-2017 due to operating losses 

(Aquaporin A/S, 2018). The information provided in the annual statement’s notes go into some 

detail on the breakdown of the tax benefit, but tax expenses occurred on individual items are not 

fully provided. The company does provide some details regarding tax adjustments which helped 

with the estimation.  
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5.2.3.2 Depreciation and amortizations  

In Aquaporin A/S's reported income statement, depreciation and amortization was not displayed 

as a separate item but included in the sales and distribution cost, research and development cost 

and administrative costs (Aquaporin A/S, 2018). In the analytical income statement, the D&A is 

displayed separately for analytical purposes. The respected costs have thus been added to each 

cost item to avoid errors.  

5.2.3.3 Share of net loss of associates  

The company’s share of net loss of associates is related to its share of loss in the Aquapoten Joint 

Venture in China (Aquaporin A/S, 2018). Aquaporin A/S's overseas ventures are associated with its 

core operations and development and will be considered an operational item.  

5.2.3.4 Other comprehensive income  

The other comprehensive income in Aquaporin A/S's income statement is related to exchange 

differences regarding subsidiaries on other currencies (Aquaporin A/S, 2018). The statement does 

not provide any further detail whether these exchange rate differences are related to financial or 

operating activities. Gains or losses from exchange rate activities do in nature relate to financial 

activity and thus, this item will be classified as a financial item.  

5.2.3.5 Exchange rate differences regarding foreign operations  

Whether exchange rate differences are considered a financial activity, or an operational activity 

depends on the source of the activity the exchange rate difference is experienced. If the firm’s 

financial policy relies on the use of financial instruments for hedging purposes, exchange rate 

differences experienced from those activities can be concluded as being financial (Petersen & 

Plenborg, 2012) (pp.77). Due to limited information on the exact nature of these exchange rate 

differences it is hard to draw an exact conclusion on what is the root cause of these differences. 

Considering that Aquaporin A/S has no outstanding short- nor long-term debt, the company does 

not operate any financial activity such as hedging, and that it trades and operates subsidiaries in 

multiple countries a conclusion can be drawn that these exchange rate differences are of 

operational nature. Due to these facts, the exchange rate differences stated in the comprehensive 

income statement will be treated as an operational activity.  
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5.2.4 The analytical balance sheet  

The analytical balance sheet and the analytical income statement are connected in the way that 

related items are to be categorized the same i.e. there is to be consistency in categorizing items 

either as operating or financing activity. The primary performance measure in the analytical 

balance sheet is invested capital.   

5.2.4.1 Development Projects & Know-how  

Determining how a special item, such as development projects and know-how, should be regarded 

as being related to operations or financing activities can in some cases be difficult. In sectors as 

Aquaporin A/S is operating, where R&D is intense and specialization is high, a 

company’s development and know-how is crucial to its operation and success. Although the 

company’s know-how did not appear on its balance sheet until 2017, we deem it to be related to 

operations and will categorize it as such when reformulating the balance sheet. Development 

projects have been listed as an item on the company’s balance sheet throughout the periods and 

we deem it to be an operation item due to the before mention reasons and its nature.  

5.2.4.2 Cash and cash equivalents  

Upon examining Aquaporin A/S's cash flow statements, it is visible that the company’s cash and 

cash equivalents are mainly sources from capital injections rather than cash generated by 

operating activities (Aquaporin A/S, 2018). It will prove hard to determine to what extent its cash 

is reserved for operation i.e operating cash, and to what extent is reserved for financing and 

investment activities i.e. excess cash, with the information provided. Thus, due to the nature and 

the source of the cash, it will be treated as excess cash.  

5.2.4.3 Deferred tax assets  

Deferred tax assets are realized in three analyzed periods 2015, 2016 and 2017 and relate to tax 

losses (Aquaporin A/S, 2016a, 2017b, 2018). Management plans on utilizing the realized tax asset 

accumulated each year to set off against positive taxable income in the coming years. The 

deferred tax assets listed in the balance sheet will thus be classified as an operation item.   

5.2.4.4 Investment in associates  

As a result of the development phase Aquaporin A/S is currently in, its investments in associates 

can be considered a part of its core operations. The company is undergoing heavy product 
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development which is to a large extent dependent on the operations of its associates (Aquaporin 

A/S, 2018).  

5.2.4.5 Deposits  

In Aquaporin A/S's annual reports the company does not inform about the nature of the 

accounting item “deposits”. Whether these are the company’s deposits at bank branches, or any 

other form of financial assets will thus be hard to determine. The size of the item in the balance 

sheet is quite insignificant throughout the valuation period and the cash flow related to the item is 

small. In the cash flow statement, the company categorizes the item with other investment 

activities and so, we can draw a conclusion that the item is of an investment or financial nature.  

5.2.5 Profitability analysis 

There is an abundance of ways to analyze a company’s profitability. Return on invested capital 

(ROIC) and return on equity (ROE) have been deemed to give a good signal on whether a company 

is considered profitable or not (Petersen & Plenborg, 2012). They key determinants of ROIC are 

profit margin and the turnover rate of invested capital. Profit margin measures the profitability of 

its core operations while turnover rate of invested capital assesses the utilization of invested 

capital. ROIC and ROE are often accompanied by a trend and common-size analysis. These two 

analyzes provide a deeper understanding of how the items in the income statement and balance 

sheet develop through the years (Petersen & Plenborg, 2012). Another profitability metric that is 

relied upon in R&D intense sectors such as the pharmaceutical industry and the biotech sector is 

the return on research capital (RORC) (Christensen & Bever, 2014). The before mentioned analyzes 

will now follow.  

5.2.5.1 ROIC  

As mentioned before the key determinants of ROIC are a company’s profit margin and its turnover 

rate of invested capital.   

5.2.5.1.1 Profit margin  

As illustrated in Appendix M, Aquaporin A/S's profit margin varies quite significantly throughout 

the assessment period due to various factors. Since the profit margin ratio is simply made up of 

two components, NOPAT and net revenue, the development of these two items will be 

investigated in the following section.    
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If we look at the profit margin for 2015, it stands out as the lowest profit margin for the three-year 

period resulting in -7185%. NOPAT was roughly 72 times the value of the company’s net revenue 

(see appendix O). Aquaporin A/S experienced relatively low sales throughout the year, but a 73% 

increase in sales from the year before. The company’s NOPAT is mostly made up of R&D and 

administrative costs which amount to 90% of its EBIT.   

Looking onwards to 2016, the company’s profit margin improved significantly or by 6846%. This 

colossal improvement is mostly due to a significant increase in the company’s net revenue. The 

increase in revenue between 2015 and 2016 amounted to over 3000% and can be directly related 

to the launch of the tap water reverse osmosis modules for household purifiers, c.f. the strategic 

analysis. The launch of the product resulted in a milestone payment of DKK 8.188 thousand 

(Aquaporin A/S, 2018), which accounted for 97% of its total revenue for the year. In regard 

to Aquaporin A/S's NOPAT and cost items, the company experienced a further worsening since the 

year before, but at a much slower rate than the increase in revenue. Individual operational cost 

items increased significantly between the two years and are to a large extent driven by the 

relocation of the company’s headquarter (within the borders of Denmark) and expansion of its 

activities.   

Between 2016 and 2017 Aquaporin A/S's net revenue decreased by 75% and operating cost 

increased on all fronts (Aquaporin A/S, 2018). Increase in sales and distribution cost were driven 

by expansion of the company’s sales organization while R&D cost was driven by increased 

emphasize on membrane protein development. The result, a significant decrease in the company’s 

profit margin. The net revenue for the year were composed of a considerably lower milestone 

payment than in 2016 and an increase in sale of goods. The increase in the sale of goods of 287% 

indicates that the company is improving their sustainable revenue generating ability (Aquaporin 

A/S, 2018).  

5.2.5.1.2 Turnover rate of invested capital  

The turnover rate of invested capital follows a similar trend as Aquaporin A/S's profit margin, an 

increase between 2015 and 2016, and decrease in 2017. Between 2015 and 2016, revenue 

increased to an index of 3567 while invested capital increased to index 142 (see appendix P). The 

increase in revenue was discussed in the previous section, but the increase in invested capital 
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between 2015 and 2016 is mainly driven by increased investment activities related to relocation 

and investment in a new large-scale production facility.  These investment activities were largely 

funded with capital injection into Aquaporin A/S by existing shareholders.   

In the second period, between 2016 and 2017, net revenue index fell to index 903 while invested 

capital increased to an index of 144 (see appendix P). As previously touched upon, the significant 

increase in revenue during 2016 was the direct result of a notable milestone payment, but not 

direct increase in the sale of goods. The slight increase in the invested capital is mainly driven 

by investments in non-current assets.   

 

Figure 9: Source: Own creation 

5.2.5.1.3 ROIC calculation 

As can be seen in Figure 10, Aquaporin A/S's return on invested capital is significantly negative 

throughout the three periods. ROIC does not follow the same trend as the profit margin and 

turnover rate of invested capital but decreases steadily throughout. Despite the relatively high net 

revenue, i.e. milestone payment, in 2016, invested capital increases by roughly 42% during the 

year, lessening the effect of the increased revenue. During 2017 we see a highly negative ROIC due 

to fall in revenue and increased investment activity, increasing the company’s asset base.  
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Figure 10: Source: Own creation 

Comparing Aquaporin A/S's ROIC to its two peer groups, we can see that the R&D intensive peer 

group, made up of pharmaceutical and biotech companies, does as well experience negative ROIC. 

This can indicate that the negative ROIC for the period is not as detrimental as it appears but is 

experienced throughout R&D intensive peers.  

 

Table 1: Profitability of Aquaporin A/S and peers. Source: Own creation. 

5.2.5.2 Return on equity  

There are essentially two main approaches of determining a company’s ROE. Firstly, ROE can be 

represented by the ratio between a company’s net revenue and its book value of equity (Petersen 

& Plenborg, 2012). This method is relatively easy to perform and essentially measures an 

investor’s accounting return on his investment. The second approach includes factors that affect 

the trend of ROE such as the company’s operating profitability, its net borrowing rate and financial 

leverage. Aquaporin A/S is fully equity funded and has no outstanding long-term debt and 

subsequently no direct interest rate expenses related to financing activities (Petersen & Plenborg, 
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Genmab 56% 18% n/a



   
 

78 
 

2012). Its financial expenses mostly relate to exchange rate adjustments, bank fees and other 

financial expenses. Hence, considering financial leverage and net borrowing rates 

seems irrelevant and the method that does not take NBC into account will be employed.   

The results are as expected, a negative ROE with a gradually increasing decrease trend. From this 

standpoint, Aquaporin A/S's return seems slightly better than compared to its ROIC. The 

difference between the two metrics being difference in input, ROIC applying NOPAT and invested 

capital, measuring more the operating profitability while ROE applies a more investor orientated 

view. According to the company’s capital structure, it relies fully on equity as a source of funding, 

the two-profitability metrics essentially only differ on the amount of cash and cash equivalents, i.e. 

the difference between the companies invested capital and its equity, is cash. In Table 1 we can 

see Aquaporin A/S's results in comparison with its peers. Only one of its eight peers experience a 

lower ROE during the recent fiscal year indicating the return within especially well-established 

water treatment companies is quite substantial. These results can provide some insight into 

Aquaporin A/S's future if the company manages to establish itself as a global player in the water 

treatment market.  

5.2.5.3 Return on research capital (RORC)  

Companies have a choice of whether they spend on R&D or more tangible investments. Because it 

may take years for the actual results of R&D to become visible, they may be reluctant to do so. 

Research has shown that there exists a positive correlation between R&D intensity and rate of 

growth and it is therefore of high importance(Del Monte & Papagni, 2003). The biotech industry 

can be considered an intense R&D sector, requiring companies to make large expenditures to 

development in order to produce marketable and competitive products. The RORC metric utilizes 

the revenue generated as a result from R&D expenditure the year before and assesses the return 

generated from that expenditure. In Table 1 the RORC for the three periods can be seen. When 

analyzing the results for 2015, R&D costs for all of 2014 and part of 2013 were used. The annual 

report for that period ’14 and ’13 was not published but is included in the annual report for 2015 

for comparison purposes as is often the case with annual reports. Aquaporin A/S's RORC for the 

period varies quite significantly, peaking in 2016 when gross profit for the year was high and the 

previous year’s R&D expenditure were moderate, compared to the following two years. The 

results for 2016 conclude that for every DKK 10 spent on R&D, a gross profit of DKK 6.32 was 
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made. Furthermore, the results for ’15 and ’17 show worse results, gross profits of DKK 0.57 and 

DKK 6 per DKK 10 spent on R&D. In relation to its peers, Aquaporin A/S's return on research capital 

is by far the lowest. The company’s product life cycle does however need to be considered and the 

ratio is expected to increase with in the near future with the full revenue effect of the release of 

its tap water reverse osmosis products and further with release of its pipeline products, the 

brackish water reverse osmosis products and desalination products. It is interesting to see how 

high the return is for its industry peers, ranging from 988% to 2431% with R&D cost being lagged 

by one year.  

5.2.5.4 Sub conclusion  

After assessing Aquaporin A/S's profitability through computing its ROIC, ROE and RORIC we can 

conclude that given the results from these three profitability-metrics, Aquaporin A/S does not 

appear to be a very profitable company. The company experiences highly negative profit margins 

throughout the three periods and low turnover rate of invested capital. The negative profit 

margins are an alarming issue, but the low turnover rate of invested capital is in-line with the 

industry the company is operating in. Along with negative profit margins, the company’s 

key profitability measures, ROIC, ROE, and RORC show negative values throughout the three 

periods. For a company operating in the sector Aquaporin A/S is working in and the company’s 

product lifecycle, negative figures in these three metrics might be justifiable but what is 

particularly alarming is the negative trend in ROIC, ROE and RORC between 2015 and 2017. The 

root cause of the company’s negative operating metrics is its lack of sustainable revenue 

generated, but this is, as previously mentioned in the strategic analysis, explained by the fact that 

they did not have any ready products on the market for mass-commercialization and have until 

now been focused of developing the technology. The company’s reliance on government grants 

and capital injections cannot be considered a sustainable way of doing business and further 

improvement in core revenue is needed. From information gathered from the company’s financial 

statements and annual reports, it seems that Aquaporin A/S is making efforts in increasing sale of 

goods. From 2014 to 2017, the sale of goods has increased on average by 86% and increase in 

sales and distribution cost has increased on average by 69%. As the company is relatively young 

and heavily reliant on R&D expenditure to develop their products, its profitability is in-line with 

expectations. As of 2017, the company has two products in the pipelines that we can expect to be 
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put on the market in the next few years, increasing the company’s marketable products to four. 

Aquaporin A/S's launch of its tap water reverse osmosis product in late 2016 had significant effects 

on its sales for 2017, giving us an idea of how further development and product release can 

increase the company’s profitability in coming years. Research indicates that the profits generated 

by R&D investments have a time lag and will thus not be visible until in later years (Jefferson et al., 

2006; Lev & Aboody, 2001). This is in alignment with the assumptions of the product life cycle 

model. Therefore, the company’s profitability estimated through computation of key profitability 

ratios, does to reflect the company’s true current and future profitability potential.  

When compared to its industry peers, Aquaporin A/S underperforms quite significantly. The 

comparison can however not be considered completely just as its industry peers are well 

established on the market and their operations are on a much larger scale. The profitability of its 

industry peers thus gives more of an insight into the future profitability of the company, given that 

the company increases sales with upcoming product releases. By comparing its profitability to the 

four biotech companies, it puts the company’s profitability into another perspective and 

justifies the results to a certain extent.  

5.2.6 Liquidity analysis  

To assess Aquaporin A/S's overall liquidity and its ability to meet its obligations an analysis on its 

short- and long-term liquidity will follow. The analysis is based on the use of multiples to assess 

and determine trends in historical data. Certain multiples have the ability to stand alone and 

indicate a firm’s liquidity while others often require a suitable benchmark(Petersen & Plenborg, 

2012).  

5.2.6.1 Short-term liquidity risk  

Determining Aquaporin A/S's ability to meet its short-term obligations its current ratio is 

computed. The ratio aims to assess whether the firm’s assets manage to cover the firm’s liabilities. 

The higher the current asset base compared to the firm’s current liabilities, the higher the ratio 

and the more liquid the company is in the short run. As seen in Table 2, Aquaporin A/S has 

remained considerably solvent for the last three years although there is a rapid decrease in 

liquidity. This decrease in liquidity is driven by a few factors. Firstly, there is a negative trend in 

company’s current assets to an index of 69 in 2016 and 53 in 2017. This decrease is driven by a 
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decrease in other receivables, which, on average, accounts for roughly 76% of its current assets. 

No note on the item is available in the company’s annual reports so no further assessment can be 

made on the nature of this decrease over time. Secondly, Aquaporin A/S experiences a decrease in 

their cash and cash equivalents by 14% between 2015 and 2016 and 33% between 2016 and 

2017. The decrease in cash and cash equivalents between ’15 and ’16 is related investment in 

equipment and relocation while the decrease in cash and cash equivalents between ’16 and ’17 is 

primarily due to the increase in loss during the period (Aquaporin A/S, 2018). The loss was partially 

offset by non-cash items in the form of acquisition of remaining shares in Golgi ApS, received tax 

benefits and a capital injection from new investors (Aquaporin A/S, 2018). Thirdly, Aquaporin A/S's 

current liabilities increase substantially to an index of 550 in 2016 and an index of 1.176 in 2017. 

The increase may seem detrimental to the company but is for most part related to deferred 

income, an item on the balance sheet that represents received grants which, going forward, will 

be recognized in the income statement as development projects progress. When put 

into perspective, the company’s current ratio is in line with both its peer groups, especially its 

industry peers.   

 

Table 2: Source: Own creation 

5.2.6.2 Long-term liquidity risk  

Long-term liquidity risk or solvency risk measures a company’s ability to meet long-term 

obligations. To measure this risk to Aquaporin A/S, four solvency ratios will be computed and 

analyzed.   

2015 2016 2017

Current ratio 24,7 3,8 1,2

2015 2016 2017

Financial leverage 0,0 0,1 0,2

Solvency ratio 1,0 0,9 0,8

Interest coverage ratio -9,3 80,7 33,1

CFO to debt ratio -6,3 -0,1 -1,0

Short-term liquidity

Long-term liquidity
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5.2.7 Financial leverage & solvency  

The two ratios, financial leverage and solvency provide identical information about the liquidity 

risk of a company but from two different perspective. Financial leverage measures the ratio of 

debt to equity used in the company’s capital structure while the solvency ratio measures the 

extent a company is financed by equity. Looking at the results in Table 2, we see that the 

company’s financial leverage is low, and its solvency is high throughout the three periods, 

indicating a low long-term liquidity risk.  

5.2.7.1 Interest coverage ratio  

As the name implies, the interest coverage ratio measures the extent to which a company can 

meet its net financial expenses (Petersen & Plenborg, 2012). A high interest coverage ratio 

indicates a low long-term liquidity risk and that the company capable of withstanding its financial 

expenses sufficiently, while a low ratio indicates that the company may experience some liquidity 

risk (Petersen & Plenborg, 2012) (pp. 161). Aquaporin A/S's interest coverage ratio is highly 

negative for those years that it incurred net financial expenses. This is in line with the company’s 

negative EBIT for the periods.   

5.2.7.2 CFO to debt ratio  

The Cash Flows from Operations (CFO) to debt ratio measures the company’s ability to repay its 

total liabilities with its current cash flow from operations. A high CFO to debt ratio is preferred to a 

low one, indicating that the company has sufficient cash flow to meet its obligations. When 

assessing Aquaporin A/S's CFO to debt ratio, despite low debt levels, the company experiences 

negative ratios in all periods. This is, again, due to its highly negative cash flow from operations.  

5.2.7.3 Sub-conclusion   

Aquaporin A/S's short- and long-term liquidity seems adequate. Although the company’s short-

term liquidity has deteriorated in the last two years, the factors that are considered to assess the 

liquidity experience changes that we assess do not increase the company’s short-term liquidity 

risk. Having computed and analyzed the company’s long-term liquidity ratios, we conclude that 

they don’t paint the whole picture. The company is completely equity financed and has had no 

outstanding long-term debt. Its debt levels arise from short term liabilities in the form of payables 

and deferred income, and a promise of future projects taken on. A company’s difficulties in 
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covering its financial expenses is often considered a warning sign regarding its liquidity. Aquaporin 

A/S's negative interest coverage ratios do indicate some long-term liquidity risk for the company; 

however, the company’s finance expenses do not arise from interest incurred on long term debt. 

The results can thus be considered less relevant than they would otherwise be.   

5.2.8 Growth analysis  

There are several ways to measure a firm’s growth. Determining growth related financial ratios is 

one way but should be supplemented with an assessment of the company’s strategy, its 

competitor’s position and market related information. Assessing the growth rate in revenue, EBIT 

and invested capital have been shown to give a good indication of a company’s growth (Petersen 

& Plenborg, 2012)(pp.132). To determine if value is being created, a company’s economic value 

added (EVA) is often determined. It is considered by Petersen & Plenborg (2012) the only metric 

that measures if growth is value creating. The before mentioned growth metrics will now be 

discussed along with Aquaporin A/S's R&D growth. Due to the company’s operations, we believe 

briefly touching upon its growth in R&D will give insight into its growth and value potential.  

5.2.8.1 Financial ratio growth  

By utilizing the financial numbers for the fiscal year 2014, present in Aquaporin A/S's 2015 annual 

report, let us firstly assess the company’s revenue growth. The growth in net revenue between 

2014 and 2017 is quite substantial and volatile, averaging at 1155%. This abnormally high average 

is related to the 3467% growth in 2016 with Aquaporin A/S's previously discussed milestone 

payments. To get a better understanding of the company’s sustainable growth and the core 

business let us look at its growth of sale of goods. The growth of sale of goods between ’14 and 15, 

’15 and ’16, and ’16 and ’17 comes out to 74%, -2% and 187% respectively. This high growth in the 

sale of goods is most likely related to the company’s launch of the tap water reverse osmosis 

modules for household purifiers in 2016. Management does however not directly address this in 

any of the company’s annual reports and cannot be verified without more detailed information 

about goods sold. Moreover, to further assess Aquaporin A/S's growth in relation to its revenue 

and goods sold, we can look at the growth in the cost of goods sold (COGS) and the growth in 

gross profit margin. COGS has grown at a fairly proportional level to goods sold but at a slightly 

slower rate, indicating that the company might be experiencing some economies of scale with 

increased sales, which also characterizes the industry as previously mentioned. Intuitively Growth 
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in the gross profit margin follows a similar trend, however, with increased sales in 2017, we 

witness a significant growth between 2016 and 2017, providing more evidence that the company 

can operate with economies of scale.  

If we steer our attention to EBIT and R&D expenditure, the short-term relationship between the 

two is inverse. Aquaporin A/S's industry and product lifecycle and nature of business relies on 

heavy R&D expenditure. With increased growth of R&D the company subsequently experiences 

negative EBIT due to the previously mentioned inverse relationship. From a business perspective, 

the growth in negative EBIT of 65% between 2015 and 2016, 75% between 2016 and 2017, raises 

alarms and can indicate that the company’s business practices are not sustainable. If we look at 

the growth of R&D throughout 2015 and 2017, we see growth of 123% between ’15 and ’16 and 

40% growth between ’16 and ’17, making R&D cost the most substantial cost item on the 

company’s income statement.   

Research has shown that there is positive correlation between research and development 

expenditure and firm growth (Del Monte & Papagni, 2003). There are however a few 

complications related to R&D expenditure, firm growth and evaluation of value added. Firstly, 

there is great uncertainty with the level of return and the payback period of R&D projects. 

Secondly, R&D projects and investments are intangible assets, they cannot be collateralized, 

making them difficult to value from analyst’s perspective (Coad & Rao, 2009). Moreover, there is 

problem with asymmetric information when it comes to R&D investments as it is difficult for 

investors and analysts to assess the profitability and the probability of success. To conclude, the 

valuation of R&D expenditure and investment has its difficulties but there is consensus that 

extended R&D expenditure, on average, has positive effects on the rate of growth within a firm. 

However, Del Monte and Papagni (2002) concluded in their findings when analyzing R&D 

expenditure and growth of firms in Italy, that there was no significant relation between R&D 

expenditure and the rate of profits. In their sample of firms, the increased R&D expenditure, did 

not deliver increased profits due to no barriers being created with R&D and future imitations by 

competitors. That conclusion was however based on firms operating in sectors where patents and 

competitive advantage was hard to come by, indicating that in sectors such as the water purifiers 

industry, with high importance of patents c.f. the strategic analysis, growth in profits with 

increased R&D expenditure are not unlikely possible.  
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Let us now assess Aquaporin A/S's growth in invested capital. There has been positive growth in 

the company’s invested capital in both periods, between 2015 and 2016 and between 2016 and 

2017, 42% and 1.25% respectively. This positive growth can be considered a good indicator, but 

the lack of accounting data poses a problem to determine if growth is, or can in fact 

be, consistent.   

5.2.8.2   EVA  

Now that the growth in key accounting and performance measures has been assessed, let us now 

determine if the growth in these measures is value creating for the firm. In general terms, the 

growth in economic value added is dictated by optimization of existing operations, by growth in 

invested capital given that ROIC is higher than WACC, and finally, by reducing the cost of 

capital(Petersen & Plenborg, 2012). To determine EVA, we will rely on the following formula 

proposed by Petersen & Plenborg (2012):  

𝐸𝑉𝐴 = (𝑅𝑂𝐼𝐶 − 𝑊𝐴𝐶𝐶) ∗ 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 

Equation 21: Source: Own creation 

Two of EVAs components have already determined, ROIC and invested capital. The third, WACC is 

determined in later chapters but amounts to 5,08%. By holding WACC constant throughout the 

period under review, 2015-2017, we can compute EVA and growth in EVA.  

  

Table 3: Source: Own creation 

As can be seen in Table 3, EVA is negative for all three periods. In contrast to positive growth in 

Aquaporin A/S's revenue and invested capital, EVAs significant negative growth is quite alarming. 

When viewed from a shareholder’s perspective, Aquaporin A/S's results do not indicate that the 

company is a growth business. The results are in line with decrease in overall 

profitability and optimization of the company’s operations is needed. The underlying reason for 

the increased negative growth in EVA between years is directly related to decrease in the 

company’s ROIC.  

2015 2016 2017

EVA 21.737 -    35.378 -    57.071 -    

growth -63% -61%

Economic Value Added
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5.2.9 Sub-conclusion  

Aquaporin A/S does show some positive results when it comes to determining its overall growth 

and growth potential. High growth in net revenue and sale of goods between years provides good 

indicators of increased demand for the company’s products. The company’s detrimental growth in 

its operating costs, SG&A and R&D, are quite disturbing and not in any proportion to the 

company’s sales. Some of the growth can however be related to the company’s relocation and can 

thus, to a certain degree, be one-time costs. The high growth in R&D between years may return 

value in later years but has detrimental effects on the company’s current results and is the root 

cause of its highly negative EBIT, NOPAT and as a result, its negative economic value added.    

5.3 Forecasting 

In this section of the paper, the analysis will answer the third sub-question “How will Aquaporin 

A/S’s performance develop going forward?”. Determining a company’s future profitability, 

projecting its free cash flow and growth requires careful consideration. A company’s historical 

performance provides insight when determining free cash flows and can in some cases be fair 

indicator of what is to come. By analyzing trends and growth rates in key performance measures 

and accounting items, a fair assessment of future performance can be established. In order to do 

so, enough information such as the accounting data from at least three years prior needs to be 

available as per the theory chapter. Longer periods however are preferred as information on 

trends and growths for longer periods can help circumvent anomalies in growth due to business 

and economic cycles (Rosenbaum & Pearl, 2009) (pp.115). With Aquaporin A/S's accounting 

information for the last three years at hand, this section will determine the length of the forecast 

period and follow up by projections of individual reoccurring items in the financial income 

statement and balance sheet. 

It should be mentioned that all described forecasted figures in this section are shown in appendix I 

& appendix J. 

5.3.1 Forecast period determined 

The forecasting period depends on the industry the company operates in, the maturity of the 

company, product life cycles and predictability of its financials. The more mature the company is, 

the more predictable its financial performance is. With a relatively young company like Aquaporin 
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A/S, the necessary forecast period will be extended from the typical 5-10-year projection period 

(Rosenbaum & Pearl, 2009)(pp.115). This is done in attempt to smooth out business and economic 

cycles. Moreover, due to the sector it operates in, an industry characterized by heavy R&D 

expenditure and great uncertainty surrounding the revenue development, the determined 

forecast period needs to consider the company’s current R&D projects and the industry life cycle. 

The company’s development of two promising products, brackish water reverse osmosis and 

seawater reverse osmosis products mentioned in the strategic analysis, should be acknowledged. 

The development of these two products is underway and under normal circumstances, the 

development and release of these products are speculated to be completed in four years' time. 

For the previously mentioned issues, adjusting for business and economic growth, uncertainty in 

financials and the release of new products, the forecast period will consist of a 15-year projection. 

By including such an extensive projection period, we hope to forecast the effects of the released 

products and reach a steady state of levelled cash flows. 

5.3.2 Income statement forecast 

As was mentioned before, the forecasting of a company’s financial performance requires careful 

consideration and should be preferably be done in collaboration with the company’s management 

or based on management provided data. For public companies, financial statics or expectation 

forecasts are often released publicly but for private companies, managements’ input is often 

heavily relied upon (Rosenbaum & Pearl, 2009) (pp. 116). The following projection of Aquaporin 

A/S's future financial performance will be carried out without the assistance of the company’s 

management input as explained in the section regarding the limitation of this paper. 

5.3.2.1 Net revenue 

For a company whose operations revolve around the development and sale of products, revenue 

growth and in turn the growth of sales is an imperative determinant (Rosenbaum & Pearl, 2009) 

(pp. 116). Aquaporin A/S’s revenue growth is driven by the sale of the company’s products and 

milestone payments received from the Chinese joint venture. The company’s growth of sales is a 

more transparent and more predictable element than milestone payments and will subsequently 

be the focus point when it comes to determining the net revenue growth. Aquaporin A/S's net 

revenue for the last four years can be considered relatively low compared with other cost items on 

its balance sheet. The growth rate of revenue from goods sold has however been substantial 
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between 2014 and 2017 with an average growth of 86%, with the most notable growth occurring 

between 2016 and 2017. As was mentioned in our financial analysis the growth between 2016 and 

2017 can be directly related to the release of products and the company’s increased production 

capabilities with their new production facilities. The sales growth is thus expected to grow quite 

considerably in the next few years. Furthermore, with over 12 years research and product 

development, two products in the pipelines and a relatively unique product portfolio with regards 

to the underlying the technology (Aquaporin A/S, 2018), we can expect higher than average 

growth rates within the next years eventually seeing the growth rate decrease to a steady state. 

Without managements input, it is challenging to forecast the release of the two development 

products, brackish water reverse osmosis and desalination project. As mentioned previously, the 

company’s annual reports, however, provide information about the progress of development, 

implementation and release. Utilizing that information, an educated estimate can be constructed 

on the release of the two products. We conclude that the brackish water reverse osmosis product 

will be released to the market in 2019 and the SWRO will be released in 2021. These estimates are 

based on assumptions that each development phase takes three years. As of the end of 2017, the 

brackish water product was in phase three of five and the desalination product was in phase two 

of five stages (Aquaporin A/S, 2018).    

When forecasting net revenue, it is standard practice to determine future growth of revenue by 

observing the company’s prior growth in revenue or by linking the growth to revenue growth of 

peers (Petersen & Plenborg, 2012). Due to Aquaporin A/S's characteristics, current operations and 

outlook, we concluded that this was not a relevant way to forecast the company’s revenue. 

Instead, in order to get a more accurate projection, the decision was made to forecast the revenue 

generated from each individual product and the company’s milestone payments. The forecast was 

made by basing the projections on the theory of product life-cycle and the S-curve model for 

market penetration, where products experience rapid growth at early stages followed by slower 

growth rates in subsequent years (Elling & Sørensen, 2004). The projections were computed by 

utilizing the Sigmoid function with the base year set at the individual products’ release and the 

products maturity set to 10 years. A similar approach was used on projecting milestone payments 

received. Aquaporin A/S's management estimates that the company’s activities in China will 
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increase significantly in the coming years, and hence, the milestone payments should as a result 

increase accordingly.    

5.3.2.2 COGS and SG&A 

When projecting cost of goods sold, sales, general and administrative costs it is customary to rely 

on historical trends and developments (Rosenbaum & Pearl, 2009) (pp. 117). The nature of these 

cost items is quite intuitive, and in most cases, they are dependent on goods sold. Aquaporin A/S's 

COGS from 2014 to 2016 increased in line with increases in goods sold. In 2017, the growth in 

COGS was significantly slower than the growth of goods sold, indicating that with the new 

production facilities, the company may be able to reduce COGS and experience the economies of 

scale that characterize the industry. Moreover, when looking at ratio of COGS and sold goods, it 

stays constant at 70% from 2014 to 2016 until dropping to 52% in 2017. The projection of COGS 

will be based on growth in the sale of goods along with a predetermined assumption of 2% 

economies of scale being experienced each year. We believe this to be a fair assumption based on 

the pace of innovation within water treatment solutions and expertise gained every year by 

Aquaporin A/S's management and staff. 

 As with COGS, sales and distribution costs should grow with increased sales. Aquaporin A/S 

experiences significant increase in sales and distribution costs between 2014 and 2017, especially 

between 2015 and 2016 when it grew by 120%. As described in the strategic analysis the company 

has worked on building the commercial part of the organization to be able to accommodate the 

already executed and planned product launched. In the company’s notes this is the only 

explanations given for why the cost item grew so rapidly between that period (Aquaporin A/S, 

2016b). One might assume the increase in sales may have led to the increase, but revenue from 

goods sold decreased slightly during that time period. Moreover, with the substantial increase in 

sales between 2016 and 2017, there is only a growth of 64% in sales and distribution costs. For a 

large mature company, such a percentage increase in S&D cost would have been critical, however 

numbers like those may not be as detrimental for a relatively young tech related company. The 

64% increase is related to the company’s actions to expand its sale organization and increase its 

general activity (Aquaporin A/S, 2018). When forecasting sales and distribution costs, the cost 

item is often projected as a percentage of revenue or sales. Due to the operations and results of 

recent years, projecting sales and distribution in that manner is not applicable. By gathering data 
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on peers’ growth in the category for the last three years (Bureu Van Dijk, 2019), and by assuming 

Aquaporin A/S has made the necessary big investments in building the commercial organization 

already, an average of 6.1% annual growth in sales and distribution cost was established.   

 The growth in Aquaporin A/S's administrative costs have been constant throughout the last 

periods, except for an increase of roughly 88% between 2015 and 2016. That abnormal increase 

could be in relation to the company’s relocation but no note on the matter is provided in the 

annual reports. The 7.5% increase in the administrative costs between 2016 and 2017, is related to 

strengthening of the company’s administrative infrastructure (Aquaporin A/S, 2018). There is no 

evidence to indicate that management plans on focusing further on the strengthening of the 

company’s administrative infrastructure, however as the company grows in size and its product 

range expands, it is rational to expect the current growth of 7.5% to continue. In the terminal 

period, we assume that SG&A cost grows at the same pace as growth in revenue, 2%. Having 

strengthened their distribution channels and streamlined their operations, it is logical to assume 

that perpetuity growth is lower than in the forecasting period. 

5.3.2.3 R&D costs 

The research and development activity have been one of the company’s key value drivers until 

now. R&D has increased significantly during the last three years, averaging a growth of 56%. R&D 

expenditure is often forecasted as a percentage of revenue but as with SG&A costs, that method is 

not applicable. The item will be forecasted on the premise of historical values and is set to 

increase in the earlier phases of the forecast period due to increased activities related to its two 

products; brackish water reverse osmosis membranes and desalination products. In later phases of 

the projection period, R&D expenditure is set to decrease substantially as products are released to 

the market. Following the release of the desalination product in 2021, we assume that R&D 

expenditure will be based on revenue or more specifically, R&D expenditure will consist of 11,7% 

of net revenue. This is in line with estimates from the European Commission on allocation of 

revenue in R&D (European Commission, 2016).   

5.3.2.4 Other operating income 

Aquaporin A/S's other operating income does not relate to the company’s key operations but is 

related to a variety of gains and losses from various activities. These activities include government 



   
 

91 
 

grants, rental income, gains and losses from the sale or disposal of intangible assets or property, 

or income from other operating activities with limited relevance to the company’s operations 

(Aquaporin A/S, 2018). Due to the uncertainty of these item, the average of the last three years 

will be used to forecast the item.  In years 2018 to 2021, we forecast that previously received 

government grants are realized and reported as other operating income. Without knowing the 

prerequisites and details of the grant (recognized in the balance sheet as deferred income) we 

assume that they are in relation to the development of the BWRO and SWRO products. 

5.3.2.5 Depreciation 

The depreciation costs are based on percentage of individual cost item and will be forecasted as 

so. The percentage is quite consistent between years with slight deviations in individual cost 

items. Going forward, for S&D costs, R&D costs and administrative costs, a 3.5%, 9% and 4% 

depreciation levels will be projected. D&A also consists of the depreciation of the company’s 

development projects which shall be depreciation with the straight-line method over 10 years 

(Aquaporin A/S, 2018).  

5.3.2.6 Financial items 

The company’s financial income and financial expenses are neither significant in size nor are they 

part of the company’s core operation or capital structure. They mainly consist of exchange rate 

differences, interest on bank deposits and bank fees (Aquaporin A/S, 2018). Under circumstances 

where NIBD is present, the net financial expenses before tax would be forecasted in a way that 

incorporates the net borrowing rate and NIBD however, to incorporate the financial items they 

will be forecasted by determining the average of the last three periods and treated as a straight-

line item.  

5.3.2.7 Tax 

Aquaporin A/S's corporate tax environment has changed on a few occasions during the company’s 

lifetime. Denmark’s corporate tax rate has gradually declined in recent years, from 25% in 2013 to 

22% in 2018 in 3 steps (Trading Economics, 2019). As it will be quite cumbersome to try and 

estimate future changes in corporate tax rates and is of minimal relevance to this analysis, a 

corporate tax rate of 22% (PwC, 2018) will be applied in the projection period.  
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5.3.2.8 Other 

Both line items, share of net loss of associates and unusual operations cannot be considered a part 

of Aquaporin A/S's core operations and will thus be projected on the average values of the three 

following years. It is our assessment that forecasting these items in such a manner will not be of 

any detrimental effect to the overall valuation. 

5.3.3 Balance sheet forecast 

It is customary to forecast balance sheet items either by, percentage of revenue or as a 

percentage of COGS (Petersen & Plenborg, 2012). As with certain items on Aquaporin A/S's 

income statement, this way of forecasting poses a problem as the company’s sale of goods and 

revenue is only a fraction when compared to other items on the income statement or balance 

sheet. As that is the case, the projection of balance sheet items will mostly be carried out by 

analyzing trends in individual line items or basing the forecast on arguments form the strategic 

analysis, historic growth or ratios experienced with peers. 

5.3.3.1 Operating non-current assets 

Know-how is recognized on Aquaporin A/S's balance sheet for the first time in 2017. The item is 

related to the development of the company’s products and is expected to have an indefinite 

lifespan but nonetheless subject to impairment tests on an annual basis (Aquaporin A/S, 2018). 

The item will thus be projected in a straight-line fashion.   

Aquaporin A/S's additions each year in the accounting item development projects has been fairly 

stable during the last three years and is related to the development of the company’s products. As 

was mentioned previously, development projects are subject to amortization over a 10-year 

period and is set to start in 2018 (Aquaporin A/S, 2018). The total amount at the end of 2017, DKK 

61.195.000 will subsequently be amortized with a straight-line method on a yearly basis until 

2027.   

The line item, deposits is not touched upon in any of the company’s published annual reports and 

information on its nature or what it consists of are not available. For those reasons, one can 

assume that previous deposit levels may act as a fair indicator of future levels. 

Deferred tax assets are related to tax losses and are expected to be set off against taxable income 

in the next 3-5 years (Aquaporin A/S, 2018). In the absence of detailed information regarding the 
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treatment, computation and information of how it is comprised, the item will be treated with 

straight lining. As losses might occur in the future, increasing deferred tax assets, are likely to be 

offset by income in future periods; evening out the difference.  

Investment in associates will be treated in a similar manner as deferred tax assets and treated 

with straight lining from 2017 onwards. 

5.3.3.2 Capital expenditure projection & PP&E 

Capital expenditure (CAPEX) relates to the funds invested in expanding, improving or replacing 

existing non-current assets such as PP&E and other tangible assets. Capital expenditure is 

commonly used when projecting non-current items, mainly PP&E (Rosenbaum & Pearl, 2009). 

When projecting CAPEX, the use of historical levels of CAPEX can serve as a good proxy for future 

levels along with depending CAPEX on percentage of future sales. In Aquaporin A/S's case, the 

company’s historic trends cannot be considered good indicator as the previous periods are 

characterized by rapid expansion. The company embarked on relocation and heavy investment on 

its PP&E in 2016 and as the facilities and equipment have been newly updated, CAPEX levels 

should return to average levels. The future levels will subsequently be based on historical trends 

and growth of peers.         

5.3.3.3 Net working capital 

A company’s net working capital typically consists of the company’s inventories, receivables and 

prepayments and other operating liabilities i.e. its current assets and current liabilities. It 

measures the amount of cash the company needs to fund its operations (Petersen & Plenborg, 

2012).  

5.3.3.3.1 Current assets 

Trade receivables account for revenue owed to the company for services or goods sold. It is 

customary to project trade receivables on the basis of days sales outstanding (DSO) or accounts 

receivables days. Both methods are essentially the same and link the projection of receivables to 

sales (Rosenbaum & Pearl, 2009). This link is quite intuitive, as when sales increase, it is 

reasonable to assume that receivables should also increase. Aquaporin A/S's receivables are split 

into trade receivables and other receivables. No note exists in the company’s annual reports to 

describe the distinction between these two and will thus other receivables will be projected as a 
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straight-line item from 2017 onwards.  Trade receivables will be projected on the basis of DSO but 

with the assumption that the company collects its receivables on average every 90 days.  

If we not turn our attention to the company’s inventories, it is customary to forecast inventories 

on the basis of days inventory held (DIH) and COGS. As Aquaporin A/S's DIH ratio has shown 

extreme levels, we determine it not applicable to project future values on the company’s historical 

DIH ratios. Instead, by gathering information about the inventory ratios of industry peers, 

Aquaporin A/S's inventory projections will be forecasted by slowly progressing the company’s, 

inventories-to-COGS ratio, to a ratio of 22,6% (Bureu Van Dijk, 2019). Prepayments are not defined 

in the company’s annual statements so in turn, defining what they are in relation to is quite 

problematic. Going forward, we will conclude that the prepayments will be based on the last three 

years’ average.  

5.3.4 Current liabilities 

Trade payables and other payables will be determined and projected in a similar manner to their 

asset counterparts. Trade payables will however be linked to COGS, as opposed to revenue and 

projected on the basis of days payable outstanding (DPO) with the assumption being made that 

DPO amounts to 180 days for the whole projection period. Other payables will be forecasted in a 

straight-line manner. Prepayments do not amount to a substantial amount and have been non-

existent in the last two years. Hence, they will be forecasted as they have been realized in the last 

two years, as non-existent. 

The company’s deferred income is a rather unique item, as it is in relation to government grants 

that will be recognized as income when projects are realized (Aquaporin A/S, 2018). There is no 

reason to think or no evidence to support that this item will increase in the future in the form of 

new grants being allocated. As projects are accounted and this item recognized as income, it is 

thus reasonable to gradually decrease this item and recognize it as other operating income until 

the release of the brackish water product in 2019 and the desalination product in 2021.  

5.3.5 Equity 

Changes in equity are a direct result of operations and asset management and, as a consequence, 

do not require any substantial forecasting. Several projections were however made in relation to 

the company’s increase in share capital, share based payments and items on the company’s cash 
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flow statement. Aquaporin A/S, in the last years has relied on increased share capital and grants 

for funding and has been subjected to an increase in share capital on a regular basis due to 

negative end of year results .The equity levels have remained around DKK 190 million the last 

three years, with significant capital injections each year (Aquaporin A/S, 2016b, 2017a, 2018). We 

assume that it is management’s view to maintain equity levels between DKK 150 million and DKK 

200 million and forecast capital injections with that in mind. Moreover, we assume that in periods 

where end of year results are positive, further capital injections are not needed and equity grows 

as earnings grow. The second item projected is share based payments. Share based payments will 

simply be forecasted as being non-existent as it is fairly impossible to forecast how they will be 

paid out. 

5.4 Valuation 

In this section the paper will answer the fourth sub-question “What is the current market value of 

Aquaporin A/S’s Equity?”. Based on the forecasted financial statements that are shown in full 

versions in the appendix, the following section will perform a valuation of Aquaporin A/S with the 

DCF-model framework. Before discounting the forecasted free cash flow, the cost of capital for 

Aquaporin A/S must be determined. This will be the first focus of this section. 

5.4.1 Weighted Average Cost of Capital 

In general, source of funding comes from either from equity or debt or the mix of the two. Both 

equity and debt have relative costs, the cost of equity and the cost of debt. These relative costs 

are computed in different ways but are of high importance when assessing valuing a company 

both with the EVA approach and the DCF approach. A company‘s WACC is essentially a discount 

rate that encompasses a firm‘s business and financial risks by taking into account the firm‘s capital 

structure and costs of financing (Petersen & Plenborg, 2012; Rosenbaum & Pearl, 2009).  

𝑊𝐴𝐶𝐶 =
𝑁𝐼𝐵𝐷

(𝑁𝐼𝐵𝐷 + 𝐸)
∗ 𝑟𝑑𝑒𝑏𝑡(1 − 𝑡) +

𝐸

(𝑁𝐼𝐵𝐷 + 𝐸)
∗ 𝑟𝐸𝑞𝑢𝑖𝑡𝑦 

Equation 22: Source Berk & DeMarzo (2016) 

In order to estimate WACC we need to determine each of the components it is made up of. These 

components will be discussed and determined in the following sections. 
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5.4.1.1 Capital structure 

As explained earlier, a company’s WACC is determined by various components, including a 

company’s capital structure and the cost of that capital structure i.e. the opportunity cost of 

investors and debt holders. In order to determine WACC, the target capital structure of the 

company needs to be chosen as per information provided by the company. If guidelines on this 

matter are lacking other measures need to be taken (Rosenbaum & Pearl, 2009). These measures 

can include looking at averages of debt and equity levels for comparable companies and utilizing 

that as an assumption for the target’s capital structure (Petersen & Plenborg, 2012)(pp. 246-7).  

Aquaporin A/S does not reveal any target capital structure in its annual reports but states that the 

management evaluates the company’s needs for capital on an ongoing basis and the company’s 

objective is to maintain sufficient capital to retain investors’ confidence and meet its short-term 

liabilities. The company’s capital structure has been solely equity based since its beginning in 2005 

and there is no evidence to suggest that the company has or plan to become financed through 

long-term debt. Hence, we will assume that the company’s target capital structure is to be 

majority or solely funded through equity. Given the assumption that the company’s capital 

structure will be 100% equity based, the need to determine the company’s cost of debt is 

eliminated. We will thus continue by determining its cost of equity.  

5.4.1.2 Cost of equity 

Cost of equity is the annual required rate of return that investors expect to receive from their 

investment in a company’s equity. Investors’ required rate of return is different between investors 

and is hardly observable in the market. In order to estimate a company’s cost of equity, theorists 

and practitioners alike employ the Capital Asset Pricing Model (CAPM) (Rosenbaum & Pearl, 

2009)(pp.127). The model is based on the assumption that if an investor invests in the market 

portfolio and the risk free asset, the investor will only need to be compensated for the risk that 

cannot be diversified away, more specifically, the systematic risk in the form of risk premium (β) 

(Bodie, Kane, & Marcus, 2014)(pp.291-301). Aquaporin A/S's cost of equity will be determined 

employing the CAPM model. Let us now review the determinants of the CAPM in relation to 

Aquaporin A/S. 
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5.4.1.2.1 Risk-free interest rate 

Many different rates can be considered as the fair risk-free interest rate, but the general rule of 

thumb is that interest rates that are secured by investing in a historically risk-free asset such as a 

long-term government issued security are fair substitutes for the risk-free rate. Government zero-

coupon bonds with maturities matching the investment are often preferred due to their relative 

simplicity. When valuing a company where the time horizon is in theory indefinite, these bonds 

are also applicable (Petersen & Plenborg, 2012)(pp. 251). The risk-free rate proxy employed in this 

analysis will take aim of the yield of a 10-year Danish government bullet bond, DANSKE STAT 2029, 

with a yield of 0.16 % as of 17th April 2019. Although the maturity of the bond does not match the 

forecast period chosen, the yields on longer maturity bonds do not differ greatly and the 0.16% 

rate will be applied going forward. 

5.4.1.2.2 Beta 

The beta represents the covariance between the return on a company’s stock and the return on 

the market. In practice, the return on the market is often represented by a stock index such as the 

S&P 500, FTSE 100 or the Dow Jones Industrial Average. Although these indexes do not meet the 

assumptions made in the CAPM, they do often serve as a proxy for the market portfolio and are 

allocated a beta of 1.0. Stocks that have greater systematic risk have a beta greater than 1.0 and, 

when employing the CAPM, have higher cost of equity (Rosenbaum & Pearl, 2009)(pp 130). One of 

the criticisms of the beta measure is that it is based on historical data and therefore cannot be a 

completely reliable indicator of what is to come but at this time we will not go further into the 

details of forward-looking betas.  

In order to determine the beta for a private company, the betas of publicly traded peer companies 

need to act as a benchmark. As the companies may have entirely different the capital structures, 

their betas need to be un-levered i.e. the influence of leverage on the betas needs to be removed 

and the average determined. The companies’ betas are un-levered in the following way: 

𝛽𝑈 =
𝛽𝐿

(1 +
𝐷
𝐸 ∗ (1 − 𝑡))

 

Equation 23: Source: Rosenbaum & Pearl (2009) 
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In order to apply the peer companies’ average beta, the un-levered beta needs to be re-levered 

using the company’s target capital structure and marginal tax rate in the following way where in 

this, the debt-to-equity ratio represents the company’s target ratio: 

𝛽𝐿 = 𝛽𝑈 ∗ (1 +
𝐷

𝐸
∗ (1 − 𝑡)) 

Equation 24: Source: Rosenbaum & Pearl (2009) 

The betas of the peer companies were determined by running regressions on the companies’ 

historical returns between 1st of May 2014 and 1st of May 2019 using two different indexes as 

proxies for returns on the market (see appendix C). The proxies selected were the S&P 500 index 

and the OMX Copenhagen 20. The relevance of these two indexes was determined to be high. The 

S&P500 represents weighted returns of 500 US and non-US companies, some of which operate in 

a similar environment as Peer Group Sector. The OMX C20 represents weighted returns of 20 

companies on the Danish stock market and can be expected to reflect changes in the Danish 

market and the Danish economy. The number of observations between the two groups differed 

slightly due to different operating practices of the two markets but the difference is not expected 
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to have any significance on the results of the regression. The companies’ respective betas can be 

seen in Figure 11. 

 

Figure 11: Source: Own creation 

The average beta of both peer groups is close to 1, indicating that both groups move fairly 

consistently with their respective markets or indexes, in our case the S&P500 and OMX C20. The 

companies’ betas listed column Historical Levered Beta in the left column of Figure 11 do not paint 

the whole picture and are affected by capital structure. As was described earlier, the betas need to 

be un-levered in order for them to reflect the equity risk or the asset beta and to do so, Equation 

23 will be employed. Before we continue, the market value of equity, market value of debt and tax 

rate of each company needs to be determined. The market value of each company is easily 

determined and is calculated as the total number of outstanding shares times the share price. The 

market value of debt is however more difficult to determine as not all of the companies’ debt is 

publicly traded on their respective bond markets. To determine the market value of debt, the 

company’s debt can be viewed and treated as a single coupon bond. The company’s interest 

payments act as the coupon and the maturity determined by the face value weighted average of 

each outstanding debt (Damodaran, 2005). Furthermore, in order to determine the market value 

of debt, the cost of debt needs to be established. By calculating out the interest coverage ratios 

Historical Market Market MV Debt/ Unlevered

Company Levered Beta
(3)

Value of Debt Value of Equity MV Equity Tax Rate Beta

ChemoMetec 0,65                   54.915.758 DKK 2.944.499.447 DKK 0,02        22,0% 0,64          

BioPorto 0,75                   7.748.174 DKK 656.123.680 DKK 0,01        22,0% 0,75          

Bavarian Nordic 1,29                   547.930.078 DKK 4.442.702.688 DKK 0,12        22,0% 1,18          

GenMab 1,15                   443.018.300 DKK 67.529.557.755 DKK 0,01        22,0% 1,14          

Xylem 1,06                   4.546.276.628 USD 14.078.057.917 USD 0,32        23,3% 0,85          

Pentair 1,15                   1.981.289.567 USD 6.626.434.287 USD 0,30        19,0% 0,93          

A. O. Smith 1,15                   1.359.126.726 USD 8.806.078.763 USD 0,15        23,4% 1,02          

Watts Water 1,11                   776.434.862 USD 2.850.731.864 USD 0,27        23,0% 0,92          

Mean 1,04                          15,1% 0,93         

Median 1,13                          15,1% 0,92         

Mean Target

Unlevered Debt/ Target Relevered

Beta Equity Tax Rate Beta

0,93                            0        22,0% 0,93         

Comparable Companies Unlevered Beta

Aquaporin Relevered Beta
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for all eight companies, utilizing Aswath Damodaran’s defaults spread found in Appendix E, and 

our previously established risk-free interest rate, the cost of debt can be determined. For the US 

located companies, the yield of a 10-year US Treasury bond (2.52%) will be employed (U.S 

Department of the Treasury, 2019). In cases where the information about a company’s debt and 

debt maturity is not available, its book value will be used in un-levering its beta. The market value 

of debt will be estimated as follows: 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒𝐷𝑒𝑏𝑡 = 𝐶 (
1 −

1
(1 + 𝑖)𝑡

𝑖
) +

𝐷

(1 + 𝑖)𝑡
 

Equation 25: Source: Damodaran (2005) 

The market value of equity, the market value of debt and each company’s un-levered beta can be 

found in the right column of Figure 11. By taking the mean of the companies’ un-levered betas, an 

un-levered beta of 0.93 is realized. The different tax rates quoted in the computation of the un-

levered betas relate to the local corporate tax rate of each company rather than a company’s 

specific marginal tax rate. The companies with legal residence in Denmark are affected by a 22% 

(PwC, 2018) corporate tax while companies based in the US are taxed at a statutory rate of 21% in 

addition to a state tax that varies (Smith, 2018; Watts Water, 2018; Xylem Inc., 2019). Pentair, 

with legal residence in Ireland is affected by a 19% corporate income tax (Pentair Inc., 2018). The 

argument for employing each company’s statutory tax rate rather than their marginal tax is 

simplicity. The effects of the tax rate are minimal and not detrimental to the un-levering of the 

beta by any means.        

Under circumstances where Aquaporin A/S's capital structured included debt financing the beta 

would need to be re-levered. As this is not the case, because the company is fully equity financed, 

its un-levered beta is the same as its re-levered beta or i.e. its asset beta equals its equity beta.  

5.4.1.2.3 Risk premium 

The risk premium represents the difference between the expected return on the market and the 

expected return on a risk-free asset (Bodie et al., 2014). There is some debate on the time horizon 

that should be employed when determining the risk premium as it may differ substantially with 

the time horizon chosen. The risk premium is also greatly different between countries, showing 
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that there is no consensus on quantifying a common size. There are essentially two approaches to 

determine the risk premium; the ex-post method of calculating the spread between historic 

returns on a stock market index and a risk-free asset, and the ex-ante approach relying on 

analysts’ consensus earnings forecast (Petersen & Plenborg, 2012)(pp. 263). As a majority of 

Aquaporin A/S's shareholders are Danish entities or Danish legal persons, it seems logical to base 

the risk premium on returns in Denmark. In an analysis published by Denmark’s Nationalbank in 

2002, the equity risk premium in Denmark for the time period 1970-2002, determine by the ex-

post method, was on average 5.2%. Fernandez, Ortiz & Acín (2016) conducted a research in 2016 

to try and establish a market risk premium for 71 countries using the ex-ante approach. They 

suggested a market risk premium of 5.3% in Denmark in 2016. Given these two suggested market 

risk premiums and their relative closeness, a risk premium of 5.3% will be employed going 

forward. 

5.4.1.2.4 Liquidity and Size premium 

In order to compensate investors for the illiquidity a stock or bond may have, a liquidity premium 

is added to adjust the cost of equity. Illiquidity refers to the inability or difficulty to convert a 

security into cash at fair market value. The CAPM model is adjusted in the following way to 

account for the liquidity premium: 

𝑟𝑒 = 𝑟𝑓 + 𝛽𝑒 ∗ (𝑟𝑚 + 𝑟𝑓) + 𝐿𝑃 

Equation 26: Source: Petersen & Plenborg (2012) 

When investing in private firms, such as Aquaporin A/S, an equity investor may incorporate a 

liquidity premium to his required return as the company’s shares are not publicly traded. The size 

of the liquidity premium may differ between investors and can range between 3-5% (Petersen & 

Plenborg, 2012) (pp 265). We conclude that including a liquidity premium to compensate equity 

investors for holding an illiquid asset is fair, however, specifying the actual size of the premium has 

its complications and may have detrimental effects on the company’s overall valuation. We will 

therefore not include a liquidity premium to the cost of equity. 

Empirical evidence suggests that companies that are relatively small in size are riskier than those 

who are greater in size and perhaps have more liquidity to withstand economic shocks. Therefore, 

a size premium should be applied when determining the cost of equity for smaller companies. The 
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theory behind the size premium is based on the notion that smaller companies’ stocks are not 

traded in as great numbers as larger corporations and therefore, the systematic risk is not entirely 

captured in the companies’ betas (Rosenbaum & Pearl, 2009)(pp 131). To counter this, a size 

premium is added to the CAPM model as was the case in the liquidity premium. 

𝑟𝑒 = 𝑟𝑓 + 𝛽𝑒 ∗ (𝑟𝑚 + 𝑟𝑓) + 𝑆𝑃 

Equation 27: Source: Rosenbaum & Pearl (2009) 

 The size premium is however a debated topic and other empirical research such as those 

conducted by Horowitz, Loughran & Savin (2000) suggest that there is nothing to support the size 

premium theory. As there is no consensus on the significance of the size premium, we conclude 

that the size premium is not relevant in this analysis. Moreover, as this analysis is based on a 

private company and its systematic risk is based on beta values of other company’s we further 

conclude it is not relevant and will therefore disregard it. 

5.4.1.2.5 WACC Calculation 

Now that all the components to estimate the cost of equity have been determined, the rate equity 

owners require can now be estimated. 

𝑟𝑒 = 0.16% + 0.93 ∗ 5.3% = 5.08% 

As has been mentioned before, Aquaporin A/S is fully equity funded the debt part of the WACC 

formula is not relevant and the company’s WACC simply becomes equal to the cost of equity. 

𝑊𝐴𝐶𝐶 = 𝑟𝑒 = 0.16% + 0.93 ∗ 5.3% = 5.08% 

5.4.2 The Discounted Cash Flow Model 

In an attempt to estimate the enterprise value of Aquaporin A/S we will utilize one of the most 

popular present value approaches: the discounted cash flow model. The model is based on a few 

key assumptions regarding the company’s cash flow and capital structure. The model assumes that 

the value of a company is determined by the company’s future free cash flows and its weighted 

average cost of capital. Aquaporin A/S's WACC was previously determined in this chapter but free 

cash flow has yet to be assessed. A company’s free cash flow constitutes of the generated cash 

available after the payment of all cash operating and capital expenditures. The FCF can be 

calculated in the following way (Rosenbaum & Pearl, 2009)(pp. 115). 
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𝐹𝐶𝐹 = 𝑁𝑂𝑃𝐴𝑇 + 𝐷&𝐴 − 𝐶𝐴𝑃𝐸𝑋 − ∆𝑁𝑊𝐶 

Equation 28: Source: Rosenbaum & Pearl (2009) 

To derive the enterprise value of the firm the future FCF of the firm need to be discounted by the 

predetermined WACC to account for the time value of money. The DCF enterprise formula is to a 

large extent based on Gordon’s growth model and incorporates not only the present value of the 

FCF for the forecasting period but also estimates future FCF as a terminal value.  The terminal 

value is dependent on the company’s FCFF and the growth rate of the company and the market it 

operates in. As the terminal value is expected to represent the future value of the company, it will 

account for a large portion of the company’s total value. It is thus important to make sure the final 

year of the projected time horizon represents a steady state (Rosenbaum & Pearl, 2009) (pp.131). 

Two methods have been established to determine the terminal value; the Exit Multiple Method 

(EMM) and Perpetuity Growth Method (PGM). The EMM bases the company’s terminal value on 

the multiple of its terminal year, such as EBIT or EBITDA, and an exit multiple of 6.0-8.0x. The size 

of the exit multiple is based on comparable companies. 

𝑇𝑒𝑟𝑚𝑖𝑛𝑎𝑙 𝑉𝑎𝑙𝑢𝑒 = 𝐸𝐵𝐼𝑇(𝐷𝐴)𝑛 ∗ 𝐸𝑥𝑖𝑡 𝑀𝑢𝑙𝑡𝑖𝑝𝑙𝑒 

Equation 29: Source: Rosenbaum & Pearl (2009) 

The PGD method bases the terminal value on the company’s terminal year FCF and a long-term 

sustainable growth rate. The growth rate is in most cases based the expected growth rate within 

the industry or GDP.     

𝑇𝑒𝑟𝑚𝑖𝑛𝑎𝑙 𝑉𝑎𝑙𝑢𝑒 =
𝐹𝐶𝐹𝑛 ∗ (1 + 𝑔)

(𝑊𝐴𝐶𝐶 − 𝑔)
 

Equation 30: Source: Rosenbaum & Pearl (2009) 

As the global demand for potable water increases year by year, so increases the size of the global 

water industry. In the fast-paced technological environment that surrounds innovation and 

entrepreneurship and the search for clean water the close future growth rates are expected be on 

an average 10% but differing across segment as mentioned in the strategic analysis. Once the 

global water market becomes saturated it is hard to estimate how high future growth rates will be. 

Subsequently, determining the perpetuity growth for a water treatment such as Aquaporin A/S 

can have its complications. Assuming a similar growth rate that is experienced on the global water 
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solution market today and in the near future cannot be considered a good approach and will have 

significant effect on the enterprise value. A more intuitive approach will be to base the perpetuity 

growth on GDP growth rates and assume that the global water industry reaches a steady-state 

future growth rate similar to GDP growth. Estimates of future global GDP growth are just that, 

estimates, but can be considered a fairly just estimate if sourced from reliable institutions. The 

International Monetary Fund in their World Economic Outlook report from 2019 estimate that 

future global GDP growth rates beyond 2020 are set to average around 3,5%. In determining the 

terminal value and enterprise value of Aquaporin A/S we will rely on the IMFs expectations and 

employ the PGM and a 3,5% perpetuity growth rate. 

Figure 12 illustrates the results of the DCF valuation. We conclude that the estimated enterprise 

value of Aquaporin A/S is DKK 833.820.000. The estimated market value of equity results in the 

same amount since the company does not incorporate any net interest-bearing in its capital 

structure. As can be seen, the PV of the company’s terminal value accounts for 85% of its EV. 

These results can indicate the presence of some weakness in our model but can be explained by 

the negative cumulative PV of FCF in the forecast period (see appendix L). However, the weakness 

is not fully explained by the negative FCF in the forecast period but relates to the model’s reliance 

on the WACC and perpetuity growth rate. The two inputs can be detrimental to a company’s 

enterprise value, but their effects will be assessed more closely in our sensitivity analysis later. 

Further details and the development of the FCF can be found in Appendix L. 

 

Figure 12: Source: Own creation 

Enterprise Value

Cumulative PV of FCF 126.257                          

Terminal Value

Terminal Year FCF (2025E) 24.703                            

WACC 5,08%

Perpetuity Growth Rate 3,5%

Terminal Value 707.562                            

% of EV 85%

Discount Factor 0,453                               

Estimated Enterprise Value 833.820                            

Net interest-bearing debt -                                        

Estimated market value of Equity 833.820                            
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5.4.3 Relative Valuation 

Relative valuations are considered a straightforward valuation method that can serve as a stress 

test for present value valuation methods as the one carried out previously. The relative valuation 

on Aquaporin A/S will be carried out by analyzing selected multiples for the same two peer groups 

as have been relied upon throughout our valuation. The most widely used relative valuation 

multiples apply a numerator that depicts a market valuation such as EV, and a denominator that 

that measures financial performance such as EBITDA, EBIT or net income (Rosenbaum & Pearl, 

2009)(pp.45). The multiples that will be employed in this valuation are EV to EBITDA and EV to 

Sales.   

There are several advantages of employing the EV/EBITDA when carrying out a relative valuation. 

The multiple is not affected by a company’s capital structure, differences in tax rates and different 

depreciations and amortization policies. For these reasons, EV to EBIT is less reliable and less 

commonly used multiples and will thus not be a part of this valuation. EV to Sales, however, has 

been identified as an informative multiple for smaller, technological companies that struggle to 

show profitability at early stages. The multiple is considered less meaningful when applied to large 

established companies as sales are usually an indicator of size, not profitability. Subsequently, 

Aquaporin A/S's EV/Sales multiple will only be compared to its biotech peers not its industry peers 

whose foothold on the market and operations are significantly larger.  

 

Figure 13: Forecasted Progression of EV/EBTIDA. Source: Own creation 
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Figure 14: Forecasted Progression of EV/Sales. Source: Own creation 

In figures 13 and 14 the development of Aquaporin A/S's EV/EBITDA and EV/Sales, according to 

the forecasted budget figures, can be seen. The two multiples were determined by using the two 

peer groups’ 2018 historical data and Aquaporin A/S's expected results for 2018-2032 and 2022-

2032. The two different time periods were chosen as a result of abnormally high EV/Sales multiple 

in Aquaporin A/S's case before 2022. Our results from the relative valuation indicate that from 

2022 and onwards, Aquaporin A/S is either overvalued in comparison to its two peer groups or has 

better prospects. In early periods it is reasonable to conclude that the company is overvalued as 

its operations are fairly reliant on capital injections. In later periods, both multiples gravitate 

towards the peer mean. In figure 15, the mean, median, low and high multiples for the company’s 

peers are illustrated along with Aquaporin A/S’s EV/EBITDA and EV/Sales multiples for 2018E and 

2028E. The company does not compare particularly well in the short-term, however, its long-term 

prospects look fair. 
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Figure 15: Source: Own creation 

5.5 Sensitivity analysis 

In this section the fifth sub-question “How sensitive is the estimate of the current market value of 

Aquaporin A/S to the assumptions made?” will be answered. Valuations are often based on 

numerous assumptions and performed with a high degree of uncertainty and this is applicable in 

this paper's valuation as well. The data available differs greatly, especially if the valuation is being 

performed on an unlisted company. The financial valuation on Aquaporin A/S has been performed 

to the best of our ability with the publicly available information listed. However, due to the lack of 

information on some key financials, assumptions based on various information gathered from 

peers, historical data and other sources has been made. These assumptions may have led to errors 

in our forecast and subsequently to a skewed enterprise value. By performing a sensitivity analysis 

on key drivers and financial assumptions, an examination of where and how different assumptions 

affect the result has been conducted.  

During the analysis crucial assumptions in relations to the WACC and components of WACC have 

been made. The components of WACC consist of the risk-free rate, market risk premium, firm 

specific premium and beta. Both the risk-free rate and market risk premium were gathered from 

the reliable sources, NASDAQ and Fernandez et al. (2016), and can be considered reliable 

estimates. In relation to firm specific premium we concluded that we did not possess adequate 

information in order to determine Aquaporin A/S's firm specific premium. Subsequently, a 

decision was made to not include any firm specific premium when computing the cost of equity. 

This was done in order to avoid making wild assumptions that would have significant effects. 

Furthermore, assumptions about Aquaporin A/S's beta were also made and based on the un-

EV/EBITDA EV/Sales

Mean 12,5 13,6

Median 11,2 14,5

Low -12,9 4,9

High 40,6 20,5

Aquaporin 2018E -16,1 711,4

Aquaporin 2028E 25,6 41

Relative valuation of Aquaporin
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levered betas of publicly listed peer companies. Both assumptions affect Aquaporin A/S's WACC 

and subsequently affect the estimated enterprise value of Aquaporin A/S. By performing a 

sensitivity analysis on WACC in regards to changes in firm specific risk premium and the company’s 

beta, we can test the robustness of our assumptions and determine the impact of each 

assumption. 

 

Table 4: WACC sensitivity towards changes in beta and firm specific premium in DKK thousands. Source: Own creation 

The beta parameters chosen for the sensitivity analysis were based on the un-levered betas of 

peers and could give insight into the different cost of equity within firms in the water treatment 

industry and biotech. Table 4 illustrates WACC’s sensitive to both beta and firm specific risk and 

ranges from 3,9% to 8,0%. Furthermore, let us analyze the effects of the previously determined 

WACC spread and the perpetuity growth. The perpetuity growth is an imperative assumption and, 

along with WACC and FCF, determines the terminal value of the company and in turn its enterprise 

value (Rosenbaum & Pearl, 2009). 

 

Table 5:EV sensitivity towards changes in WACC & perpetuity growth rate in DKK thousands. Source: Own creation 

The results in table 5 show how sensitive the enterprise value is to WACC and perpetuity growth. 

With a 4,7% WACC and 4,5% perpetuity growth the enterprise value of Aquaporin A/S amounts to 

0,0% 0,5% 1,0% 1,5% 2,0%

0,73 3,9% 4,4% 4,9% 5,4% 5,9%

0,83 4,4% 4,9% 5,4% 5,9% 6,4%

0,93 5,1% 5,6% 6,1% 6,6% 7,1%

1,03 5,5% 6,0% 6,5% 7,0% 7,5%

1,13 6,0% 6,5% 7,0% 7,5% 8,0%

Firm Specific Premium

WACC sensitivity towards changes in Beta and Firm Specific Premium

B
e
ta

833.820         2,5% 3,0% 3,5% 4,0% 4,5%

4,7% 713.793         886.229         1.204.798        1.991.852       7.151.423          

4,9% 629.531         762.311         991.309           1.480.532       3.257.182          

5,1% 559.571         663.733         833.820           1.161.395       2.053.755          

5,3% 500.743         583.725         713.327           944.180           1.470.999          

5,5% 450.733         517.710         618.512           787.425           1.128.699          

5,7% 407.816         462.480         542.220           669.423           904.426              

W
A

C
C

Perpetuity Growth Rate

EV sensitivity towards changes in WACC and Perpetuity Growth Rate
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DKK 7.151.423.000 while a 5,7% WACC and 2,5% perpetuity growth rate amounts to an enterprise 

value of DKK 407.816.000.   

5.5.1 Limitations of financial analysis 

The financial analysis of Aquaporin A/S in this paper has limits as to the information it can provide. 

The first limitation is in relation to the company’s accuracy of reporting. In chapters 5.2.1 and 5.2.2 

we addressed some of the issues relating to the company’s accounting policies and quality. We 

can conclude that company’s accounting policy and auditing is per standards and can be 

considered adequate. The company follows the IFRS and is audited by a well-known auditor, PwC 

(Aquaporin A/S, 2018). When it comes to the company’s financial statement and balance sheet, 

notes on individual items such as milestone payments, tax matters, deposits, receivables and 

payables are not fully disclosed, and transparency is lacking. This may result in the lack of accuracy 

when forecasting these items. 

The second limitation is related to the availability of data. The analysis was limited to publicly 

available data and management’s input was not relied upon. Moreover, the company only 

discloses annual reports of the last three years which severely limits the data that can be used to 

determine historical trends and growth. In turn, assumptions regarding the company’s future 

growth outlook had to be made based on information gathered from secondary sources.    

6. Discussion 

The validity and reliability of the financial statement analysis is to a large extent dependent on the 

accuracy of the reporting. The analysis was performed carefully by employing recognized methods 

gathered from reliable sources. The analysis is thus, immensely dependent on the readily available 

data. In some cases, in particular, with the target’s annual reports, data on individual items was 

not provided and subsequently assumptions needed to be made. These assumptions were made 

to the best of our ability with the information at hand. Due to the number of assumptions made, it 

is not unlikely that results of the financial statement analysis and the company’s enterprise value 

and in turn, its market value of equity may differ from a potential analysis performed by other 

analysts. We are however confident that the results from the financial statement analysis portray 

an accurate overview and assessment of the company’s profitability, growth potential and liquidity 

risk based on historic figures.    



   
 

110 
 

 As touched upon above, both the strategic analysis and the financial statement analysis 

are carried out without management’s input and relies primarily on quantitative secondary data 

and information gathered from various sources. During our process, attempts were made to 

gather qualitative data directly from the company itself, however those attempts were 

unsuccessful. Where data or information was not readily available or sufficiently reported, 

assumptions were made. Some assumptions were deemed to have no significant effect on the 

valuation while others were regarded to have the possibility to affect the valuation a great deal 

and were subsequently addressed in our sensitivity analysis.       

 

 

 

 

 

 

 

 

 

 

 

 

  



   
 

111 
 

7. Conclusion 

In 2017 and 2018 the primary investor in the company Aquaporin A/S expressed their wishes of 

listing the company on the Danish stock exchange. The research question of this paper is “What is 

the value of Aquaporin A/S's equity in 2017?” Based on the research question the paper has 

estimated the fair value of the company and the fundamental value of the enterprise. 

As a foundation for the valuation, the paper has investigated the strategic situation of Aquaporin 

A/S, where the conclusion is that the company is in a positive and favorable position on a market 

with many opportunities for revenue growth. Key opportunities lie in the fact that water 

availability in the emerging markets is still a big problem. At the same time many countries, 

especially in emerging market, are experiencing a deterioration of water quality due to 

industrialization. It is also concluded that Aquaporin A/S from an internal perspective has 

positioned themselves according to the external environment by addressing or eliminating the 

biggest risk through the acquisition of a critical part of the supply chain and by developing a 

product portfolio that offers an attractive value proposition compared to market competitors. The 

biggest external threat identified is related to the fragmented industry with no well-established 

distribution channels. This translates into the main weakness for Aquaporin A/S in the form of 

underdeveloped distribution network for Aquaporin A/S own products as well. 

The performed DCF-valuation of Aquaporin A/S concludes that the company’s value of equity is 

DKK 833,82 million. The result of the valuation is highly dependent on assumptions made in 

relation to the company’s WACC and perpetuity growth. By performing a sensitivity analysis on the 

two before mentioned factors, an attempt was made to assess the significance that the factors 

have on the company’s estimated value of equity. The results indicate that the estimated equity 

value of Aquaporin A/S is highly sensitive to both WACC and perpetuity growth and thus the 

results may deviate from determined value. Furthermore, the results when performing a relative 

valuation indicate that the company is currently either overvalued or is deemed to have greater 

prospects than its peers. The financial results from the company’s operations in recent years can 

be considered poor and they indicates that the prior, may be true. As was discussed in detail in our 

strategic analysis the company’s future prospects may however be significant with increased 

growth on multiple fronts and indicating the latter.  
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9. Appendix 

9.1.1 Appendix A: Original Income Statement 

 

 

 

 

 

Income statement

Thousands DKK 2015 2016 2017

Income statement 0              1                1              

Revenue from goods sold 236         231            664          

Milestone  payments -               8.188        1.467      

Net revenue 236         8.419        2.131      

Cost of goods sold 165 -        161 -           348 -         

Gross profit 71            8.258        1.783      

Other operating income 1.961      6.273        2.812      

Sales and distribution costs 3.553 -     7.755 -       12.723 -   

Research and development costs 13.075 -  29.206 -     40.942 -   

Administrative costs 7.571 -     14.228 -     15.290 -   

Operating Profit (EBIT) 22.167 -  36.658 -     64.360 -   

Deprecation 645 -        3.208 -       4.520 -     

Share of net loss of associates 1.212 -     3.702 -       5.393 -     

Finance income 3.803      347            78            

Finance expenses 1.426 -     801 -           2.025 -     

Loss before income tax 21.002 -  40.814 -     71.700 -   

Income tax benefit 4.986      5.586        9.465      

Profit/Loss for the year 16.016 -  35.228 -     62.235 -   

Other comprehensive income

Items that can be reclassified to profit and loss

Exchange differences regarding subsidiaries in another currency 629 -        841            280 -         

Total comprehensive income (loss) for the period 16.645 -  34.387 -     62.515 -   
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9.1.2 Appendix B: Original Balance Sheet 

 

 

  

Consolidated balance sheet

Thousands DKK 2015 2016 2017

Assets

Know how -            -            2.899        

Development projects 33.246     38.212     61.195     

Intangible assets 33.246     38.212     64.094     

Machinery 4.289        48.305     57.927     

Other equipment 893           9.930        3.949        

Leasehold improvements 1.206        21.378     20.701     

Prepayment for PP&E 12.188     -            -            

Tangible assets 18.576     79.613     82.577     

Investment in associates 21.559     13.097     5.918        

Financial assets 21.559     13.097     5.918        

Deposits 1.853        1.930        2.015        

Deferred tax assets 8.484        11.910     18.105     

Other non-current assets 10.337     13.840     20.120     

Total non-current assets 83.718     144.762   172.709   

Inventories -            993           2.915        

Trade receivables 31              308           394           

Other receivables 14.061     7.816        3.587        

Prepayments 38              646           585           

Receivables 14.130     9.763        7.481        

Cash and cash equivalents 80.673     69.344     46.374     

Total current assets 94.803     79.107     53.855     

Total assets 178.521   223.869   226.564   

Liabilities
Trade payables 2.929        12.418     9.652        

Other payables -            8.658        7.210        

Prepayments 903           -            -            

Deferred income -            28.218     

Total current liabilities 3.832        21.076     45.080     

Total liabilites 3.832        21.076     45.080     

Total equity and liabilites 178.521   223.868   226.564   
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9.1.3 Appendix C: Regression Statistics 

 

 

 

 

  

Equity
Share capital 6.104        6.604        6.944        

Retained earnings 167.527   188.694   155.769   

Reserve for exchange rate translation -683          135           543           

Reserve for share based payments 3.350        5.840        9.432        

Other reserves -            4.966        13.117     

176.298   206.239   185.805   

Non controlling interest -1.609      -3.447      -4.321      

Capital and reserve attributable to owners of Aquaporin A/S

ChemoMetec

Regression Statistics

Multiple R 0,179212258

R Square 0,032117034

Adjusted R Square 0,031339618

Standard Error 0,038684162

Observations 1247

ANOVA

df SS MS F Significance F

Regression 1 0,06182275 0,06182275 41,31254311 1,844E-10

Residual 1245 1,863098181 0,001496464

Total 1246 1,924920931

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%Lower 95,0%Upper 95,0%

Intercept 0,002872605 0,00109588 2,621275693 0,008866881 0,0007226 0,005023 0,000723 0,005022581

X Variable 1 0,647501079 0,10073944 6,42748342 1,84372E-10 0,4498633 0,845139 0,449863 0,845138889

BioPorto

Regression Statistics

Multiple R 0,209615995

R Square 0,043938865

Adjusted R Square 0,043170945

Standard Error 0,038193763

Observations 1247

ANOVA

df SS MS F Significance F

Regression 1 0,083467504 0,083467504 57,21798056 7,549E-14

Residual 1245 1,816160611 0,001458764

Total 1246 1,899628115

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%Lower 95,0%Upper 95,0%

Intercept 0,000134807 0,001081988 0,124592112 0,900866586 -0,0019879 0,002258 -0,00199 0,002257528

X Variable 1 0,752358877 0,099462366 7,564256775 7,54912E-14 0,5572265 0,947491 0,557227 0,947491234
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Bavarian Nordic

Regression Statistics

Multiple R 0,408228913

R Square 0,166650845

Adjusted R Square 0,165981488

Standard Error 0,031497583

Observations 1247

ANOVA

df SS MS F Significance F

Regression 1 0,24700419 0,24700419 248,9716355 2,86053E-51

Residual 1245 1,235161652 0,000992098

Total 1246 1,482165842

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%Lower 95,0%Upper 95,0%

Intercept -0,00024173 0,000892292 -0,270909327 0,786505678 -0,00199229 0,001509 -0,00199 0,001508833

X Variable 1 1,294250962 0,082024494 15,77883505 2,86053E-51 1,133329466 1,455172 1,133329 1,455172458

GenMab

Regression Statistics

Multiple R 0,534990473

R Square 0,286214807

Adjusted R Square 0,285641485

Standard Error 0,01974891

Observations 1247

ANOVA

df SS MS F Significance F

Regression 1 0,194706374 0,194706374 499,2222273 2,95698E-93

Residual 1245 0,485574203 0,000390019

Total 1246 0,680280577

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%Lower 95,0%Upper 95,0%

Intercept 0,001001459 0,000559465 1,790029179 0,07369216 -9,614E-05 0,002099 -9,6E-05 0,002099058

X Variable 1 1,149096285 0,051429164 22,34328148 2,95698E-93 1,048198887 1,249994 1,048199 1,249993683

Xylem

Regression Statistics

Multiple R 0,670691943

R Square 0,449827683

Adjusted R Square 0,449389647

Standard Error 0,00981852

Observations 1258

ANOVA

df SS MS F Significance F

Regression 1 0,098998621 0,098998621 1026,92111 3,6193E-165

Residual 1256 0,12108259 9,64033E-05

Total 1257 0,220081211

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%Lower 95,0%Upper 95,0%

Intercept 0,000360384 0,000277128 1,300422129 0,19369489 -0,000183302 0,000904 -0,00018 0,000904069

X Variable 1 1,064154687 0,033207503 32,04560991 3,619E-165 0,999006397 1,129303 0,999006 1,129302977
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Pentair

Regression Statistics

Multiple R 0,625293232

R Square 0,390991627

Adjusted R Square 0,390506747

Standard Error 0,011978038

Observations 1258

ANOVA

df SS MS F Significance F

Regression 1 0,115692509 0,115692509 806,369016 1,9914E-137

Residual 1256 0,180202598 0,000143473

Total 1257 0,295895107

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%Lower 95,0%Upper 95,0%

Intercept -0,000410765 0,000338081 -1,214988776 0,22459872 -0,00107403 0,000253 -0,00107 0,000252501

X Variable 1 1,150383938 0,040511273 28,39663741 1,991E-137 1,070906713 1,229861 1,070907 1,229861163

A.O. Smith

Regression Statistics

Multiple R 0,659875806

R Square 0,43543608

Adjusted R Square 0,434986586

Standard Error 0,010879101

Observations 1258

ANOVA

df SS MS F Significance F

Regression 1 0,114653393 0,114653393 968,725944 4,0578E-158

Residual 1256 0,148653664 0,000118355

Total 1257 0,263307057

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%Lower 95,0%Upper 95,0%

Intercept 0,000372207 0,000307063 1,21215042 0,22568277 -0,000230207 0,000975 -0,00023 0,000974621

X Variable 1 1,145206077 0,036794523 31,12436255 4,058E-158 1,073020576 1,217392 1,073021 1,217391579
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Watts Water

Regression Statistics

Multiple R 0,608593088

R Square 0,370385547

Adjusted R Square 0,369884262

Standard Error 0,012063479

Observations 1258

ANOVA

df SS MS F Significance F

Regression 1 0,107526161 0,107526161 738,871614 2,4342E-128

Residual 1256 0,182782577 0,000145528

Total 1257 0,290308738

Coefficients Standard Error t Stat P-value Lower 95% Upper 95%Lower 95,0%Upper 95,0%

Intercept -1,01628E-05 0,000340492 -0,029847339 0,97619355 -0,00067816 0,000658 -0,00068 0,000657834

X Variable 1 1,11 0,040800245 27,18219297 2,434E-128 1,02899598 1,189084 1,028996 1,189084269
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9.1.4 Appendix D: Market Value of Debt Calculations

 

Debt amount in DKK Time to maturity Debt * TTM

Credit institutions 18.606.000                    17                                        316.302.000,00            

Leasing 892.000                          3                                           2.676.000,00                 

19.498.000                    318.978.000,00            

W avg maturity 16,4

Interest expense 1.138.000                      

Cost of debt 0,91%

Exchange rate DKK/USD 0,15339

Book value in Orbis 40.983.187                    

Debt valued at book value 20.878.348                    

Market value of debt 54.915.758                    

Debt amount in DKK Time to maturity Debt * TTM

Other non-current liabilities 141.000                          1                                           141.000,00                     

Other non-current liabilities 488.000                          5                                           2.440.000,00                 

Other non-current liabilities 299.000                          10                                        2.990.000,00                 

Trade payables & other payables 9.076.000                      1                                           9.076.000,00                 

10.004.000                    14.647.000,00               

W avg maturity 1,5

Interest expense 38.000                            

Cost of debt 19,54%

Exchange rate DKK/USD 0,15339

Book value in Orbis 10.000.652                    

Market value of debt 7.748.174                      

Debt amount Time to maturity Debt * TTM

Credit institutions 15.564.000                    1                                           15.564.000,00               

Credit institutions 421.135.000                 5                                           2.105.675.000,00         

Credit institutions 17.531.000                    10                                        175.310.000,00            

Securities lending 246.729.000                 1                                           246.729.000,00            

Trade payables 93.962.000                    1                                           93.962.000,00               

Other liabilities 97.681.000                    1                                           97.681.000,00               

892.602.000                 2.734.921.000,00         

W avg maturity 3,1

Interest expense 14.531.000                    

Cost of debt 19,54%

Exchange rate DKK/USD 0,15339

Book value in Orbis 880.298.585                 

Market value of debt 547.930.078                 

Debt amount Time to maturity Debt * TTM

Liabilities 446.632.766                 1                                           446.632.766,15            

446.632.766                 446.632.766                  

W avg maturity 1,0

Interest expense 417.000                          

Cost of debt 0,91%

Exchange rate DKK/USD 0,15339

Book value in Orbis 446.632.766                 

Market value of debt 443.018.300                 

Bavarian Nordic

ChemoMetec 

BioPorto

GenMab
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Debt amount Time to maturity Debt * TTM

Senior Notes due 2021 600.000.000                 3,0                                       1.800.000.000,00         

Senior Notes due 2023 570.000.000                 5,0                                       2.850.000.000,00         

Senior Notes due 2026 500.000.000                 8,0                                       4.000.000.000,00         

Senior Notes due 2046 400.000.000                 28,0                                     11.200.000.000,00      

2.070.000.000              19.850.000.000            

Start date 31.12.2018

W avg maturity 9,6

Interest expense 82.000.000                    

Cost of debt 3,52%

Exchange rate DKK/USD N/A

Book value in Orbis 4.454.000.000              

Debt valued at book value 2.403.000.000              (Maturity not provided)

Market value of debt 4.546.276.628              

Debt amount Time to maturity Debt * TTM

Commercial paper 76.000.000                    5,0                                       380.000.000,00            

Revolving credit facilities 26.200.000                    5,0                                       131.000.000,00            

Senior notes 250.000.000                 1,0                                       250.000.000,00            

Senior notes 155.100.000                 1                                           155.100.000,00            

Senior notes 74.000.000                    2                                           148.000.000,00            

Senior notes 103.800.000                 3                                           311.400.000,00            

Senior notes 88.300.000                    4                                           353.200.000,00            

Senior notes 19.300.000                    7,0                                       135.100.000,00            

Unamortized issuance cost and discount 5.100.000 -                     -                                           -                                        

787.600.000                 1.863.800.000               

W avg maturity 2,4

Interest expense 32.600.000                    

Cost of debt 3,52%

Exchange rate DKK/USD N/A

Book value in Orbis 1.970.400.000              

Debt valued at book value 1.182.800.000              

Market value of debt 1.981.289.567              

Debt amount Time to maturity Debt * TTM

Bank credit lines 17.100.000                    2                                           34.200.000,00               

Revolving credit 10.000.000                    3                                           30.000.000,00               

Commercial paper 74.300.000                    4                                           297.200.000,00            

Term notes 120.000.000                 5                                           600.000.000,00            

221.400.000                 961.400.000                  

W avg maturity 4,3

Interest expense 8.400.000                      

Cost of debt 3,27%

Exchange rate DKK/USD N/A

Book value in Orbis 1.354.500.000              

Debt valued at book value 1.133.100.000              

Market value of debt 1.359.126.726              

Debt amount Time to maturity Debt * TTM

Notes due 2020 75.000.000                    2                                           150.000.000,00            

Term loan due 2021 255.000.000                 3                                           765.000.000,00            

Line of credit due 2021 25.000.000                    3                                           75.000.000,00               

Issuance cost 1.600.000 -                     -                                           -                                        

Current maturities 30.000.000 -                   -                                           -                                        

323.400.000                 990.000.000                  

W avg maturity 3,1

Interest expense 16.300.000                    

Cost of debt 3,52%

Exchange rate DKK/USD N/A

Book value in Orbis 762.400.000                 

Debt valued at book value 439.000.000                 

Market value of debt 776.434.862                 

Pentair

A. O. Smith

Watts Water

Xylem
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9.1.5 Appendix E: Damodaran’s Ratings, Spreads and Interest Coverage Ratios 

 

9.1.6 Appendix F: EVA Calculations 

 

 

 

 

 

  

2015 2016 2017

ROE -9,53% -16,96% -34,45%

ROIC -18,04% -21,43% -37,16%

Invested capital 94.016     133.448   135.110   

Equity 174.689  202.792   181.484   

EVA 1 21.737 -    35.378 -    57.071 -    

63% 61%

WACC 5,08%

2015 2016 2017

EVA 21.737 -    35.378 -    57.071 -    

growth -63% -61%
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9.1.7 Appendix G: Peer Profitability Calculations 

 

9.1.8 Appendix H: WACC & Un-levering of Betas 

 

R&D Cost lagged Gross profit CFO Total liabilities PM EBIT Tax on ebit NOPAT Debt and Equity Cash Invested capital ROIC ROE RORC Current ratio IntCov Ratio CFO-Debt Ratio

Aquaporin -37% -34% -6,10% 1,2 33 -0,95

A. O. Smith 86.400.000       1.377.400.000   448.900.000   1.354.500.000   18% 572.900.000   120.309.000   452.591.000   3.071.500.000   645.000.000   2.426.500.000   19% 26% 1594% 2,1 67 0,33

Pentair 115.800.000    1.144.300.000   439.100.000   1.970.400.000   13% 448.700.000   94.227.000     354.473.000   3.806.500.000   74.300.000     3.732.200.000   9% 19% 988% 1,3 13 0,22

Xylem 181.000.000    2.287.000.000   586.000.000   4.454.000.000   11% 676.000.000   141.960.000   534.040.000   7.222.000.000   296.000.000   6.926.000.000   8% 20% 1264% 1,5 8 0,13

Watts Water 29.000.000       705.000.000      169.400.000   762.400.000       11% 191.800.000   40.278.000     151.522.000   1.653.700.000   204.100.000   1.449.600.000   10% 14% 2431% 2,1 67 0,22

ChemoMetec -                          14.459.000         3.979.000       6.411.000            21% 3.799.000       835.780           2.963.220       17.832.000         1.530.000       16.302.000         18% 25% n/a 2,6 27 0,62

BioPorto 3.514.000         2.819.000           5.830.000 -      1.534.000            -125% 6.409.000 -      1.409.980 -      4.999.020 -      10.154.000         7.165.000       2.989.000           -167% -68% 80% 6,8 -377 -3,80

Bavarian Nordic 83.076.000       42.293.000         44.257.000 -    135.029.000       -71% 54.373.000 -    11.962.060 -    42.410.940 -    469.512.000      355.434.000   114.078.000      -37% -17% 51% 5,2 -24 -0,33

Genmab 129.674.000    N/A 155.656.000   68.509.000         53% 211.719.000   46.578.180     165.140.820   1.229.309.000   936.604.000   292.705.000      56% 18% n/a 16,8 3308 2,27

Target Capital Structure Historical Market Market MV Debt/ Unlevered

Debt-to-Total Capitalization 0% Company Levered Beta
(3)

Value of Debt Value of Equity MV Equity Tax Rate Beta

Equity-to-Total Capitalization 100% ChemoMetec 0,65                   54.915.758 DKK 2.944.499.447 DKK 0,02        22,0% 0,64          

BioPorto 0,75                   7.748.174 DKK 656.123.680 DKK 0,01        22,0% 0,75          

Cost of Equity Bavarian Nordic 1,29                   547.930.078 DKK 4.442.702.688 DKK 0,12        22,0% 1,18          

Risk-free Rate
(1)          0,16% GenMab 1,15                   443.018.300 DKK 67.529.557.755 DKK 0,01        22,0% 1,14          

Market Risk Premium
(2)            5,3% Xylem 1,06                   4.546.276.628 USD 14.078.057.917 USD 0,32        23,3% 0,85          

Levered Beta 0,93           Pentair 1,15                   1.981.289.567 USD 6.626.434.287 USD 0,30        19,0% 0,93          

Firm specific Premium             - % A. O. Smith 1,15                   1.359.126.726 USD 8.806.078.763 USD 0,15        23,4% 1,02          

   Cost of Equity          5,1% Watts Water 1,11                   776.434.862 USD 2.850.731.864 USD 0,27        23,0% 0,92          

Mean 1,04                          15,1% 0,93         

   WACC          5,1% Median 1,13                          15,1% 0,92         

(1) Yield on 10-year Goverment Yield

(2) Obtained from Fernandez, Ortiz & Acín Mean Target

(3) Obtained from running regression Unlevered Debt/ Target Relevered

Beta Equity Tax Rate Beta

Relevered Beta 0,93                            0        22,0% 0,93         

WACC Calculation Comparable Companies Unlevered Beta

Aquaporin Relevered Beta
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9.1.9 Appendix I: Analytical Income Statement & Forecast 

 

Analytical Income statement Historical Period Forecasting Period

Release of BWRO Release of SWRO

Thousands DKK 2015 2016 2017 2018E 2019E 2020E 2020 2022E 2023E

Sale of goods 236                     231                      664                  1.172                 2.569                3.703                6.869                9.480                 12.630                   

- FO 236                     231                      351                  519                     741                   1.015                1.323                1.638                 1.929                     

- TWRO -                           -                            431                  653                      967                    1.381                 1.891                 2.466                  3.052                      

- BWRO -                           -                            -                       -                          861                   1.307                1.933                2.762                 3.782                     

- SWRP -                           -                            -                       -                          -                         -                         1.722                2.614                 3.866                     

Milestone payments -                           8.188                   1.467              4.828                  7.507                 11.365               16.593              23.164               30.716                    

Net revenue 236                     8.419                   2.131              6.000                  10.075              15.068               23.462              32.644               43.345                    

Cost of goods sold 165 -                    161 -                     348 -                 602 -                     1.293 -                1.826 -                3.320 -                4.491 -                 5.864 -                     

Gross profit 71                        8.258                   1.783              5.398                  8.782                 13.242               20.142              28.153               37.482                    

Other operating income 1.961                   6.273                    2.812               10.737                10.737              10.737               10.735              3.682                  3.682                      

Sales and distribution costs 3.553 -                  7.755 -                   12.723 -            13.499 -               14.323 -             15.196 -              16.123 -             17.107 -              18.150 -                   

Research and development costs 13.075 -               29.206 -                40.942 -            54.301 -               54.301 -             28.151 -              28.151 -             7.819 -                 7.071 -                     

- FO -                        -                         -                     -                       -                      -                       -                      -                       -                           

- TWRO 13.075 -               16.415 -                2.000 -              2.000 -                 2.000 -                -                       -                      -                       -                           

- BWRO 12.792 -                26.151 -            26.151 -               26.151 -             2.000 -                2.000 -                2.000 -                 -                           

- SWRP 12.792 -            26.151 -               26.151 -             26.151 -              26.151 -             2.000 -                 2.000 -                     

Administrative costs 7.541 -                 13.745 -               14.610 -           15.706 -               16.884 -             18.150 -              19.511 -             20.975 -              22.548 -                   

EBITDA 21.523 -              33.450 -               59.840 -           51.665 -               49.104 -             19.368 -              13.397 -             6.909                  15.942                    

D&A Sales and distribution costs 14 -                       267 -                     430 -                 472 -                     501 -                   532 -                    564 -                   599 -                    635 -                         

D&A Research and development costs 600 -                    2.458 -                  3.410 -             4.887 -                 4.887 -                2.534 -                2.534 -                704 -                    636 -                         

D&A Administrative costs 30 -                       483 -                     680 -                 628 -                     675 -                   726 -                    780 -                   839 -                    902 -                         

D&A Development Projects 6.120 -                 6.120 -                6.120 -                6.120 -                6.120 -                 6.120 -                     

Depreciation and amortisation 644 -                    3.208 -                  4.520 -             12.107 -               12.183 -             9.911 -                9.998 -                8.261 -                 8.293 -                     

EBIT 22.167 -              36.658 -               64.360 -           63.773 -               61.287 -             29.279 -              23.395 -             1.352 -                 7.649                      

Tax (benefit) on EBIT 5.209                  8.065                   14.159            14.030                13.483              6.441                 5.147                 297                     1.683 -                     

NOPAT 16.958 -              28.593 -               50.201 -           49.743 -               47.804 -             22.838 -              18.248 -             1.055 -                 5.966                      

Other Core 

Share of net loss of associates 1.212 -                 3.702 -                  5.393 -             3.436 -                 4.177 -                4.335 -                3.983 -                4.165 -                 4.161 -                     

Tax on Other core 285                     814                      1.186              756                      919                    954                     876                    916                     915                          

Other core after tax 927 -                    2.888 -                  4.207 -             2.680 -                 3.258 -                3.381 -                3.106 -                3.249 -                 3.245 -                     

Total before NFE 18.514 -              30.640 -               54.687 -           52.423 -               51.062 -             26.219 -              21.354 -             4.303 -                 2.721                      

Finance income 3.803                  347                      78                    1.409                  1.409                 1.409                 1.409                 1.409                  1.409                      

Finance expenses 1.426 -                 801 -                     2.025 -             1.417 -                 1.417 -                1.417 -                1.417 -                1.417 -                 1.417 -                     

Net financial expenses, before tax 2.377                  454 -                     1.947 -             8 -                         8 -                        8 -                         8 -                        8 -                         8 -                             

Tax on NFE 559 -                    100                      428                  2                          2                         2                          2                         2                          2                              

Net financial expenses, after tax 1.818                  354 -                     1.519 -             6 -                         6 -                        6 -                         6 -                        6 -                         6 -                             

Net earning after NFE 16.067 -              31.835 -               55.926 -           52.429 -               51.068 -             26.225 -              21.361 -             4.309 -                 2.715                      

Tax effect of other adjustments

Total tax adjustments 50                        3.393 -                  6.309 -             3.217 -                 4.306 -                4.611 -                4.045 -                4.321 -                 4.326 -                     

Profit/ loss of year 16.017 -              35.228 -               62.235 -           55.646 -               55.375 -             30.836 -              25.406 -             8.630 -                 1.611 -                     

Unusual operation costs 4.935                  

 Exchange rate differences regarding foreign operations 

(Comprehensive income) 629 -                    841                      280 -                 23 -                       179                    41 -                      39                       59                        19                            

Unusual operations 629 -                    841                      280 -                 23 -                       179                    41 -                      39                       59                        19                            

Net earnings 16.646 -              34.387 -               62.515 -           55.669 -               55.195 -             30.877 -              25.367 -             8.571 -                 1.592 -                     
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Forecasting Period Terminal Period

2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E

16.228               20.094               23.986                 27.626                30.784                33.344                35.293                36.709                37.714                38.409                 

2.176                 2.370                 2.515                   2.618                  2.688                  2.737                  2.767                  2.786                  2.806                  2.825                    

3.596                  4.056                  4.417                    4.686                   4.879                   5.010                   5.101                   5.157                   5.193                   5.229                     

4.931                 6.105                 7.192                   8.112                  8.834                  9.373                  9.757                  10.021                10.201                10.313                 

5.525                 7.563                 9.862                   12.210                14.383                16.224                17.668                18.746                19.514                20.041                 

38.548                45.911                52.201                  57.212                 60.931                 63.612                 65.456                 66.700                 67.967                 69.259                  

54.776                66.005                76.186                  84.838                 91.715                 96.956                 100.749              103.410              105.681              107.668                

7.383 -                 8.960 -                 10.481 -                 11.830 -                12.919 -                13.713 -                14.224 -                14.500 -                14.598 -                14.570 -                 

47.393                57.046                65.706                  73.008                 78.796                 83.243                 86.525                 88.910                 91.083                 93.098                  

3.682                  3.682                  3.682                    3.682                   3.682                   3.682                   3.682                   3.682                   3.682                   3.682                     

19.257 -               20.432 -               21.678 -                 23.001 -                24.404 -                25.893 -                27.472 -                29.148 -                30.926 -                32.812 -                 

8.409 -                 7.723 -                 8.914 -                   9.926 -                  10.731 -                11.344 -                11.788 -                12.099 -                12.365 -                12.597                  

-                       -                       -                          -                        -                        -                        -                        -                        -                        -                          

-                       -                       -                          -                        -                        -                        -                        -                        -                        -                          

-                       -                       -                          -                        -                        -                        -                        -                        -                        -                          

2.000 -                 -                       -                          -                        -                        -                        -                        -                        -                        -                          

24.239 -               26.057 -               28.011 -                 30.112 -                32.370 -                34.798 -                37.408 -                40.213 -                43.229 -                46.471 -                 

23.409                32.573                38.795                  43.763                 47.344                 49.688                 50.947                 51.345                 51.475                 76.565                  

674 -                     715 -                     759 -                       805 -                      854 -                      906 -                      962 -                      1.020 -                  1.082 -                  1.148 -                    

757 -                     695 -                     802 -                       893 -                      966 -                      1.021 -                  1.061 -                  1.089 -                  1.113 -                  1.134                     

970 -                     1.042 -                 1.120 -                   1.204 -                  1.295 -                  1.392 -                  1.496 -                  1.609 -                  1.729 -                  1.859 -                    

6.120 -                 6.120 -                 6.120 -                   6.120 -                  -                        -                        -                        -                        -                        -                          

8.520 -                 8.572 -                 8.801 -                   9.022 -                  3.115 -                  3.319 -                  3.519 -                  3.718 -                  3.924 -                  1.874 -                    

14.889                24.001                29.994                  34.741                 44.229                 46.369                 47.428                 47.628                 47.550                 74.691                  

3.276 -                 5.280 -                 6.599 -                   7.643 -                  9.730 -                  10.201 -                10.434 -                10.478 -                10.461 -                16.432 -                 

11.613                18.721                23.396                  27.098                 34.498                 36.168                 36.994                 37.150                 37.089                 58.259                  

4.103 -                 4.143 -                 4.136 -                   4.127 -                  4.135 -                  4.133 -                  4.132 -                  4.133 -                  4.132 -                  4.132 -                    

903                      911                      910                        908                       910                       909                       909                       909                       909                       909                        

3.200 -                 3.231 -                 3.226 -                   3.219 -                  3.225 -                  3.223 -                  3.223 -                  3.224 -                  3.223 -                  3.223 -                    

8.413                  15.489                20.170                  23.879                 31.273                 32.944                 33.772                 33.926                 33.866                 55.036                  

1.409                  1.409                  1.409                    1.409                   1.409                   1.409                   1.409                   1.409                   1.409                   1.409                     

1.417 -                 1.417 -                 1.417 -                   1.417 -                  1.417 -                  1.417 -                  1.417 -                  1.417 -                  1.417 -                  1.417 -                    

8 -                         8 -                         8 -                            8 -                          8 -                          8 -                          8 -                          8 -                          8 -                          8 -                            

2                          2                          2                             2                           2                           2                           2                           2                           2                           2                             

6 -                         6 -                         6 -                            6 -                          6 -                          6 -                          6 -                          6 -                          6 -                          6 -                            

8.407                  15.483                20.164                  23.872                 31.267                 32.938                 33.765                 33.920                 33.860                 55.030                  

4.230 -                 4.292 -                 4.283 -                   4.268 -                  4.281 -                  4.277 -                  4.276 -                  4.278 -                  4.277 -                  4.277 -                    

4.176                  11.191                15.881                  19.604                 26.986                 28.661                 29.490                 29.642                 29.583                 50.753                  

39                        39                        32                          37                          36                         35                          36                         36                          35                         36                            

39                        39                        32                          37                          36                         35                          36                         36                          35                         36                            

4.215                  11.230                15.913                  19.641                  27.022                 28.696                  29.525                 29.677                  29.618                 50.788                    
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9.1.10 Appendix J: Analytical Balance Sheet & Forecast 

 

Analytical Balance Sheet Forecasting Period

Thousands DKK 2015 2016 2017 2018E 2019E 2020E 2021E 2022E 2023E

Non-current assets

Know how -                             -                              2.899                 2.899                   2.899                   2.899                   2.899                  2.899                   2.899                       

Development projects 33.246                38.212                 61.195             55.076                48.956                42.837               36.717              30.598               24.478                    

Machinery 4.289                   48.305                 57.927             60.244                62.654                65.160               67.766              70.477               73.296                    

Other equipment 893                      9.930                    3.949               4.107                  4.271                  4.442                 4.620                 4.805                  4.997                      

Leasehold improvements 1.206                   21.378                 20.701             21.529                22.390                23.286               24.217              25.186               26.193                    

Prepayment for PP&E 12.188                -                         -                     -                       -                       -                       -                      -                       -                           

Deposits 1.853                   1.930                    2.015               1.933                  1.959                  1.969                 1.954                 1.961                  1.961                      

Deferred tax assets 8.484                   11.910                 18.105             18.105                18.105                18.105               18.105              18.105               18.105                    

Investments in associates 21.559                13.097                 5.918               5.918                  5.918                  5.918                 5.918                 5.918                  5.918                      

Operating non-current assets 83.718                144.762               172.709           169.810             167.153             164.615             162.196            159.948             157.847                 

Inventories -                        993                       2.915               2.803                  2.691                  2.579                 2.467                 2.355                  2.243                      

Trade receivables 31                         308                       394                   289                      633                      913                     1.694                 2.337                  3.114                      

Other receivables 14.061                7.816                    3.587               3.587                  3.587                  3.587                 3.587                 3.587                  3.587                      

Prepayments 38                         646                       585                   423                      423                      423                     423                    423                     423                          

Operating current assets 14.130                9.763                    7.481               7.102                  7.334                  7.502                 8.171                 8.702                  9.367                      

Total operating assets 97.848                154.525               180.190           176.912             174.487             172.117             170.367            168.650             167.214                 

Operating liabilities (Non Net Interest Bearing Debt)

Trade payables 2.929                   12.418                 9.652               301                      646                      913                     1.660                 2.245                  2.932                      

Other payables -                        8.658                    7.210               7.210                  7.210                  7.210                 7.210                 7.210                  7.210                      

Prepayments 903                      -                         -                     -                       -                       -                       -                      -                       -                           

Deferred income -                        -                         28.218             21.163                14.108                7.053                 -                      -                           

Operating current liabilities (Total Non-NIBD) 3.832                   21.076                 45.080             28.674                21.964                15.176               8.870                 9.455                  10.142                    

Invested capital (Net operating assets) 94.016                133.449               135.110           148.238             152.522             156.941             161.496            159.195             157.073                 

Total equity 174.689              202.792               181.484           185.815             190.619             189.742             194.375            193.304             199.212                 

Interest-bearing debt -                        -                         -                     -                       -                       -                       -                      -                       -                           

Interest-bearing assets

Cash and cash equivalents 80.673                69.344                 46.374             37.576                38.097                32.801               32.879              34.109               42.139                    

Invested Capital 94.016                133.448               135.110           148.238             152.522             156.941             161.496            159.195             157.073                 

Historical Period
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Forecasting Period Terminal Period

2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033

2.899                   2.899                   2.899                      2.899                    2.899                    2.899                    2.899                          2.899                          2.899                          2.899                           

18.359                12.239                6.120                    -                        -                        -                        -                        -                        -                        -                          

76.228                79.277                82.448                  85.746                 89.176                 92.743                 96.453                 100.311              104.323              108.496                

5.197                  5.404                  5.621                    5.845                   6.079                   6.322                   6.575                   6.838                   7.112                   7.396                     

27.241                28.331                29.464                  30.643                 31.868                 33.143                 34.469                 35.847                 37.281                 38.773                  

-                       -                       -                          -                        -                        -                        -                        -                        -                        -                          

1.958                  1.960                  1.960                    1.959                   1.960                   1.960                   1.960                   1.960                   1.960                   1.960                     

18.105                18.105                18.105                  18.105                 18.105                 18.105                 18.105                 18.105                 18.105                 18.105                  

5.918                  5.918                  5.918                    5.918                   5.918                   5.918                   5.918                   5.918                   5.918                   5.918                     

155.905             154.133             152.534                151.116              156.005              161.090              166.378              171.878              177.598              183.547                

2.131                  2.020                  2.009                    2.399                   2.763                   3.078                   3.334                   3.529                   3.671                   3.771                     

4.001                  4.955                  5.914                    6.812                   7.591                   8.313                   8.896                   9.353                   9.713                   9.997                     

3.587                  3.587                  3.588                    3.589                   3.590                   3.591                   3.592                   3.593                   3.594                   3.595                     

423                      423                      423                        423                       423                       423                       423                       423                       423                       423                        

10.142                10.985                11.935                  13.222                 14.366                 15.406                 16.245                 16.899                 17.401                 17.786                  

166.047             165.118             164.469                164.338              170.371              176.496              182.624              188.777              194.999              201.333                

3.692                  4.480                  5.240                    5.915                   6.459                   6.857                   7.112                   7.250                   7.299                   7.285                     

7.210                  7.210                  7.210                    7.210                   7.210                   7.210                   7.210                   7.210                   7.210                   7.210                     

-                       -                       -                          -                        -                        -                        -                        -                        -                        -                          

-                       -                       -                          -                        -                        -                        -                        -                        -                        -                          

10.902                11.690                12.450                  13.125                 13.669                 14.067                 14.322                 14.460                 14.509                 14.495                  

155.145             153.428             152.018                151.213              156.702              162.429              168.301              174.317              180.490              186.838                

203.427             214.657             230.570                250.210              277.232              305.928              335.453              365.130              394.748              445.536                

-                       -                       -                          -                        -                        -                        -                        -                        -                        -                          

48.282                61.228                78.551                  98.997                 120.530              143.498              167.152              190.813              214.258              258.698                

155.145             153.428             152.018                151.213              156.702              162.429              168.301              174.317              180.490              186.838                
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9.1.11 Appendix K: Changes in Equity Forecast 

 

 

  

Changes in Equity Forecasting Period

2015 2016 2017 2018E 2019E 2020E 2020E 2022E 2023E

BOY Balance 104.304              174.688               205.692           181.484        185.815        190.619        189.742        194.375        193.304        

Profit for the period 16.017 -               35.228 -                62.235 -            55.646 -         55.375 -         30.836 -         25.406 -         8.630 -           1.611 -           

Capitalized development costs -                        -                         -                     

Other comprehensive income 629 -                     841                       280 -                  23 -                 179                41 -                 39                  59                  19                  

Total comprehensive income for the period 16.646 -               34.387 -                62.515 -            55.669 -         55.195 -         30.877 -         25.367 -         8.571 -           1.592 -           

Increase in share capital 87.030                60.000                 34.715             60.000          60.000          30.000          30.000          7.500            7.500            

Share based payments -                        2.490                    3.592               -                  -                  -                  -                  -                  -                  

Balance EOY 174.688              202.792               181.484           185.815        190.619        189.742        194.375        193.304        199.212        

Correction 2.900                    

Historical Period

Forecasting Period Terminal Period

2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E

199.212           203.427           214.657           230.570           250.210           277.232           305.928           335.453           365.130           394.748           

4.176                11.191              15.881              19.604              26.986              28.661              29.490              29.642              29.583              50.753             

39                      39                      32                      37                      36                      35                      36                      36                      35                      36                      

4.215                11.230              15.913              19.641              27.022              28.696              29.525              29.677              29.618              50.788             

-                     -                     -                     -                     -                     -                     -                     -                     -                     -                     

-                     -                     -                     -                     -                     -                     -                     -                     -                     -                     

203.427           214.657           230.570           250.210           277.232           305.928           335.453           365.130           394.748           445.536           
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9.1.12 Appendix L: DCF Valuation 

 

 

DCF Valuation

Forecast Period

2015 2016 2017 2018E 2019E 2020E 2021E 2022E 2023E

Net revenue 236                        8.419                     2.131                 6.000              10.075           15.068           23.462           32.644           43.345           

EBITDA 21.523 -                 33.450 -                  59.840 -             51.665 -          49.104 -          19.368 -          13.397 -          6.909              15.942           

D&A 644 -                       3.208 -                    4.520 -                12.107 -          12.183 -          9.911 -             9.998 -             8.261 -             8.293 -             

EBIT 22.167 -                 36.658 -                  64.360 -             63.773 -          61.287 -          29.279 -          23.395 -          1.352 -             7.649              

Income tax 5.209                    8.065                     14.159              14.030           13.483           6.441              5.147              297                 1.683 -             

NOPAT 16.958 -                 28.593 -                  50.201 -             49.743 -          47.804 -          22.838 -          18.248 -          1.055 -             5.966              

D&A 644                        3.208                     4.520                 12.107           12.183           9.911              9.998              8.261              8.293              

Change in NWC -                             23.122                   3.504                 16.027 -          6.942 -             6.956 -             6.975 -             53                    22                    

Capital expenditure 4.424                    76.438                   7.549                 3.303              3.435              3.573              3.716              3.864              4.019              

FCF 20.738 -                 124.945 -               56.734 -             24.912 -          32.114 -          9.544 -             4.991 -             3.289              10.219           

PV (FCF) 23.707 -          29.084 -          8.225 -             4.094 -             2.567              7.591              

Historical Period

2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E Terminal

54.776               66.005               76.186               84.838               91.715               96.956               100.749             103.410             105.681             107.668            

23.409               32.573               38.795               43.763               47.344               49.688               50.947               51.345               51.475               76.565               

8.520 -                8.572 -                8.801 -                9.022 -                3.115 -                3.319 -                3.519 -                3.718 -                3.924 -                1.874 -                

14.889               24.001               29.994               34.741               44.229               46.369               47.428               47.628               47.550               74.691               

3.276 -                5.280 -                6.599 -                7.643 -                9.730 -                10.201 -              10.434 -              10.478 -              10.461 -              16.432 -              

11.613               18.721               23.396               27.098               34.498               36.168               36.994               37.150               37.089               58.259               

8.520                 8.572                 8.801                 9.022                 3.115                 3.319                 3.519                 3.718                 3.924                 1.874                 

15 -                      54 -                      189 -                    613 -                    599 -                    642 -                    584 -                    516 -                    453 -                    400 -                    

4.179                 4.347                 4.520                 4.701                 4.889                 5.085                 5.288                 5.500                 5.720                 5.949                 

15.969               23.000               27.865               32.032               33.323               35.044               35.808               35.883               35.746               54.584               

11.288               15.473               17.840               19.516               19.321               19.336               18.803               17.931               16.999               24.703               
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9.1.13 Appendix M: Profit margin 

 

 

Enterprise Value

Cumulative PV of FCF 126.257                          

Terminal Value

Terminal Year FCF (2025E) 24.703                            

WACC 5,08%

Perpetuity Growth Rate 3,5%

Terminal Value 707.562                            

% of EV 85%

Discount Factor 0,453                               

Estimated Enterprise Value 833.820                            

Net interest-bearing debt -                                        

Estimated market value of Equity 833.820                            

Profit margins

2015 2016 2017

Operating profit margin before tax -9393% -435% -3020%

Operating profit margin after tax -7185% -340% -2356%
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9.1.14 Appendix N: Relative Valuation 

   

 

 

 

Company EV/EBITDA EV/Sales

A.O. Smith 8,9

Pentair 13,5

Watts Water 8,1

Xylem 14,9

Bavarian Nordic -7,8 4,9

BioPorto -12,9 20,5

ChemoMetec 35,1 9,4

Genmab 40,6 19,7

EV/EBITDA EV/Sales

Mean 12,5 13,6

Meadian 11,2 14,5

Low -12,9 4,9

High 40,6 20,5

Aquaporin 2018E -16,1 711,4

Aquaporin 2028E 25,6 41

Relative valuation of Aquaporin

Company Enterprise Value EBITDA Sales EV/EBITDA EV/Sales

A.O. Smith 5.720.503.000     644.800.000   N/A 8,9 N/A

Pentair 7.187.417.000     533.300.000   N/A 13,5 N/A

Watts Water 1.940.970.000     240.300.000   N/A 8,1 N/A

Xylem 14.003.000.000   937.000.000   N/A 14,9 N/A

Bavarian Nordic 375.381.000         47.986.000 -    76.789.000     -7,8 4,9

BioPorto 81.808.000           6.325.000 -      3.991.000       -12,9 20,5

ChemoMetec 164.897.000         4.704.000       17.628.000     35,1 9,4

Genmab 9.134.043.000     225.171.000   464.021.000   40,6 19,7
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9.1.15 Appendix O: Common-Size Analysis 

  

 

 

Analytical Income statement Common Size Analysis

Thousands DKK 2015 2016 2017

Net revenue 100% 100% 100%

Cost of goods sold -70% -2% -16%

Gross profit 30% 98% 84%

Other operating income 831% 75% 132%

Sales and distribution costs -1500% -89% -577%

Research and development costs -5286% -318% -1761%

Administrative costs -3195% -163% -686%

EBITDA -9120% -397% -2808%

D&A Sales and distribution costs -6% -3% -20%

D&A Research and development costs -254% -29% -160%

D&A Administrative costs -13% -6% -32%

Depreciation and amortisation -273% -38% -212%

EBIT -9393% -435% -3020%

Tax (benefit) on EBIT 2207% 96% 664%

NOPAT -7185% -340% -2356%

Other Core 

Share of net loss of associates -514% -44% -253%

Tax on Other core 121% 10% 56%

Other core after tax -393% -34% -197%

Total before NFE -7845% -364% -2566%

Finance income 1611% 4% 4%

Finance expenses -604% -10% -95%

Net financial expenses, before tax 1007% -5% -91%

Tax on NFE -237% 1% 20%

Net financial expenses, after tax 771% -4% -71%

Net earning after NFE -6808% -378% -2624%

Tax effect of other adjustments

Revaluation tax assets 0% -36% 0%

 Regulation of calculated tax in foreign 

affiliated companies in relation to 22% 0% 0% -82%

Non-deductable expenses 0% -6% -151%

Adjustments regarding previous years 0% 4% 26%

Witholding taxes -1121% -5% -20%

Other corrections 1142% 2% -69%

Total tax adjustments 21% -40% -296%

Profit/ loss of year -6787% -418% -2920%

Unusual operation costs

 Exchange rate differences regarding foreign 

operations (Comprehensive income) -267% 10% -13%

Unusual operations -267% 10% -13%

Net earnings -7053% -408% -2934%
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9.1.16 Appendix P: Trend Analysis 

  

Analytical Income statement Trend Analysis

Thousands DKK 2015 2016 2017

Net revenue 100 3567 903

Cost of goods sold 100 98 211

Gross profit

Other operating income 100 320 143

Sales and distribution costs 100 212 347

Research and development costs 100 214 301

Administrative costs 100 182 194

EBITDA 100 155 278

D&A Sales and distribution costs 100 1907 3071

D&A Research and development costs 100 410 568

D&A Administrative costs 100 1610 2267

Depreciation and amortisation 100 498 702

EBIT 100 165 290

Tax (benefit) on EBIT 100 155 272

NOPAT 100 169 296

Other Core 

Share of net loss of associates 100 305 445

Tax on Other core 100 286 417

Other core after tax 100 311 454

Total before NFE 100 165 295

Finance income 100 9 2

Finance expenses 100 56 142

Net financial expenses, before tax 100 -19 -82

Tax on NFE 100 -18 -77

Net financial expenses, after tax 100 -19 -84

Net earning after NFE 100 198 348

Tax effect of other adjustments

Revaluation tax assets

 Regulation of calculated tax in 

foreign affiliated companies in 

Non-deductable expenses

Adjustments regarding previous years

Witholding taxes 100 15 16

Other corrections 100 6 -55

Total tax adjustments 100 -6786 -12618

Profit/ loss of year 100 220 389

Unusual operation costs

 Exchange rate differences regarding 

foreign operations (Comprehensive 

income) 100 -134 45

Unusual operations 100 -134 45

Net earnings 100 207 376

Analytical Balance Sheet Trend analysis

Thousands DKK 2015 2016 2017

Non-current assets

Know how

Development projects 100          115          184             

Machinery 100          1.126      1.351          

Other equipment 100          1.112      442             

Leasehold improvements 100          1.773      1.717          

Prepayment for PP&E 100          -          -              

Deposits 100          104          109             

Deferred tax assets 100          140          213             

Investments in associates 100          61            27                

Operating non-current assets 100          173          206             

Current assets

Inventories

Trade receivables 100          994          1.271          

Other receivables 100          56            26                

Prepayments 100          1.700      1.539          

Operating current assets 100          69            53                

Total assets 100   158   184       

Operating liabilities (Non Net Interest Bearing Debt)

Trade payables 100          424          330             

Other payables

Prepayments 100          -          -              

Deferred income

Operating current liabilities (Total Non-NIBD) 100   550   1.176   

Invested capital (Net operating assets) 100          142          144             

Total Equity 100          116          104             

Interest-bearing debt

Interest-bearing assets

Cash and cash equivalents 100          86            57                

Net-Interest Bearing Debt 100 86            57                

Invested Capital 100          142          144             


