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Resumé 

Historisk set har kapitalfinde genereret meget høje afkast på deres investeringer, hvilket har bidraget til en 

konsensus i praksis om, at kapitalfonde genererer afkast på over 25%. Særligt i perioden i 1980’erne frem 

mod 00’erne har man set kapitalfonde, som skaber afkast i denne størrelsesorden. Tidligere var en stor del 

af denne værdigenerering afledt af den finansielle gearing – heraf benævnelsen leveraged buyout. Som følge 

af den globale finansielle krise har man dog observeret en faldende gearingseffekt, og kapitalfondes afkast 

bliver i dag i højere grad skabt via operationelle- og strategiske tiltag i porteføljeselskaber.  

I denne afhandling kaster vi lys over kapitalfondes værdiskabelse samt hvilke specifikke tiltag, der 

gennemføres med henblik på at øge værdien af investeringen. Yderligere illustrerer vi et udvalg af disse tiltags 

forventede effekt på en hypotetisk case af det norske børsnoterede møbelselskab Ekornes ASA. 

Ekornes producerer i dag størstedelen af sine møbler i Norge samtidig med, at produktionen generelt 

flyttes mod Asien, hvor møbler kan produceres betydeligt billigere. Som følge heraf, samt andre 

identificerede muligheder, foreligger der et væsentligt potentiale for værdiskabelse i selskabet. 

Vi udarbejder fire scenarier for mulige udfald ved et opkøb af Ekornes gennem et såkaldt leveraged 

buyout. I den forbindelse estimerer vi et afkastkrav efter gearing og fees på 16,3%, hvorimod tre ud af de 

fire scenarier skaber et afkast betydeligt højere. Mere specifikt estimeres et forventet afkast i området fra 

15,1% til 30,3%. 
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1. Introduction 

 Subject and Problem Area 

The subject of this thesis primarily lies within finance and accounting, and the problem area is defined around 

private equity firms and their investments. Broadly explained, PE firms’ main activity is to invest in other 

companies with a typical holding period of five to seven years. During the holding period, PE firms introduce 

value creating initiatives to generate acceptable returns to investors. Transactions are typically characterised 

by a significant proportion of debt financing relative to the equity contribution – hereof the term LBO. PE 

firms act as financial sponsors, providing the equity component in the LBO and managing all aspects of the 

investments from entry to exit.   

Historically, PE funds have generated exceptional returns to its investors – especially from the 1980s to 

the early ‘00s – which have led to a consensus of PE firms generating returns above 25 pct. As in any other 

industry yielding such attractive returns, this inevitably attracts competition which have caused the number 

of PE firms to increase significantly since 2000, effectively intensifying the competition in the industry.  

The major driver behind these returns have previously been high leverage in PE buyouts, however, 

following the financial crisis transactions have been financed by higher equity contribution for two major 

reasons; First, during the financial crisis, investment banks had difficulties in syndicating LBO debt, 

effectively leading to more equity contribution and less favourable debt terms – and today, equity proportions 

remain higher than pre-crisis levels. Second, as a response to the financial crisis and following recession, 

governments and national banks lowered interest rates leading to lower tax benefits from leverage. These 

factors have, among others, caused PE funds’ returns to decline over time, and a larger part of the value to 

be created by operational and strategic initiatives. 

 Research Problem 

As a causality of the post-crisis trend, PE professionals are met with higher demands in their portfolio 

selection and value-creating initiatives to generate acceptable returns. Said differently, they cannot rely on 

value creation through leverage and debt amortisation. In light of this, it is both relevant and interesting to 

understand how PE firms are creating value in portfolio companies in today’s market – which puts significant 

demand on PE firms’ capabilities. Ekornes ASA (“Ekornes” or “the target”) will be used as an illustrative 

case to analyse PE value creation, and thereby illustrate how PE vehicles create value through operational 
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and strategic implementations. Specifically, this thesis is based upon the assumption that a PE firm is to 

assess the target as a portfolio company – with particular attention to value creation opportunities. By doing 

so, we aim to question existing practise in the industry and allow PE professionals to reflect about and 

challenge existing knowledge and practises (Li et al., 2006). 

Considering Ekornes’ well-established international brands – and its solid cash flow generation in a 

cyclical industry – the company is a likely target for PE firms with appetite for a cyclical play.  

 Problem Statement 

With regard to the research problem above, we define the following problem statement: 

- How do private equity firms create value? Illustrated through a leveraged buyout of Ekornes 

The problem can be viewed as a planning problem since PE firms are experiencing a practical problem 

related to existing knowledge, regulating people’s actions (Olsen & Pedersen, 2008, p. 29). Hence, the 

problem statement emerges from an interest in, and missing knowledge about, how PE firms generate returns 

in the year 2017. The problem statement will be further narrowed and examined through the following 

research questions:  

- How can private equity and leveraged buyouts be described in general and how do private equity create value in portfolio 

companies? 

- What characterises Ekornes’ business strategically? 

- How has Ekornes developed financially and which external factors affect the market in which the company operates? 

- Which value-creating opportunities exist within Ekornes and how are they reflected in the financial forecasts? 

- What is the required rate of return and what internal rate of return could be realised by a private equity firm acquiring 

Ekornes through a LBO? 

As a result of the practical oriented problem statement, the research questions will be answered deliberately 

from a practical view, backed by economic theories when applicable.  
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 Thesis Structure 

Exhibit 1.1. Thesis structure  

 Delimitation 

The purpose of this thesis is to describe how PE firms create value in today’s market and assess the value 

creation in a LBO of Ekornes. We intend to use publicly available information to conduct the analysis, i.e. 

an outside-in view. This thesis includes information available until May 5 2017, and assumes the transaction 

to happen June 30 2017 (mid-2017).  

The main part of the thesis will focus less on the acquisition phase, i.e. PE fund’s selection and due 

diligence, and rather analyse value creation within portfolio companies. However, we acknowledge the 

importance of the entry price in leveraged buyout returns as it sets the hurdle for future valuations. We 

include the financing aspect from the acquisition phase in the as it remains a significant source of value 

creation. In addition, we have chosen to exclude the general trend toward a standardised operational model 

for value creation in portfolio companies. We rather intend to identify general factors and apply these to a 

case on Ekornes to illustrate our findings. 

The strategic analysis will primarily focus on the home furnishing market as this segment constitute the 

industry in which Ekornes operates. However, some parts of the analysis will include data on the entire 

furniture market due to limited available information on the home furnishing sub-segment. Since Ekornes is 

a global brand we intend to use geographic segmentation, when conducting parts of the analysis segments 

display varying trends. In addition, we narrow the analysis to the company’s core market i.e. Nordic countries, 

Europe and the Americas. However, some aspects may be analysed in a global perspective when relevant. 

We deem both social and environmental factors from the PESTEL framework excessive as they overlap 

subsequent analysis and have therefore excluded these.   

Source: own creation 
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The financial analysis is limited to company reports from 2009 to 2016, which is considered sufficient 

to cover the company’s financial performance. Further, the financial analysis will focus on the most 

comparable competitors. 

The paramount focus of this thesis lies on leveraged buyout, hence excluding other types of PE 

investments such as e.g. venture and mezzanine capital. We further exclude an analysis of the liquidity 

premium in cost of equity when delisting a target, since recent research argues that such premiums have 

declined over time to levels that cannot be statistically distinguished from zero (Ben-Rephael et al., 2008).  

A discounted cash flow valuation to estimate the acquisition price is excluded since we have an 

observable price in the market. 

 Methodology and source criticism 

 Methodology 

In order to build a solid foundation for the answer to the problem statement, it is important to consider the 

scientific approach and methodology that will define the thesis. The methodology can be defined as an 

approach to produce well-founded answers to the problem statement – which thereby can be categorised as 

scientific knowledge (Bjerg, 2006, p. 13-14). We use an application-oriented research approach, combined 

with critical reflection throughout the process to understand the development in, and provide research to, 

the PE industry. In addition, we combine quantitative and qualitative methods to derive our findings (Bjerg, 

2006, p. 13-27). In the application-oriented approach it is the target group, who assess the quality and 

usefulness of the research (Møller, 1990, p. 126). Since we are dealing with a practical problem, we recognise 

that the application-oriented approach involves some amount of subjectivity in terms of what is good and 

bad practice. Additionally, this thesis will have a descriptive research objective since our overall objective is 

to identify the current practise within the industry and assess value creation opportunities in Ekornes (Olsen 

& Pedersen, 2008, p. 184).  

Generally, this thesis has its foothold in the post-positivistic and constructive paradigms. Post-positivism 

takes a critical realistic view, i.e. it recognises the existence of reality but it can never be fully apprehended. 

Epistemologically, post-positivism sees objectivity as a guiding ideal, however it cannot be fully achieved 

since humans are affected by beliefs and feelings (Guba, 1990, p. 20-23). Methodologically, it relies upon as 

many sources as possible. Constructivism, on the other hand, takes a relativistic view and recognises reality 

as multiple mental constructions by humans – and reality can only be inquired by interaction between the 
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researcher and the subject. Methodologically, the goal is to identify the variety of constructions that exists 

and bring them into as much consensus as possible (Guba, 1990, p. 26-27).  

With regard to private equity practice and leveraged buyouts in general, Ekornes’ strategic position, 

external factors and value creation opportunities for PE funds, one single reality does not exist. Rather, these 

questions will be analysed subjectively from the constructivist paradigm in order to understand the mental 

constructions and interpretations that affect these elements – including management and analyst views, 

various research, and market reports and data. 

The financial analysis, forecasts, cost of capital and return by an LBO will be analysed using the post-

positivistic view. Regarding the financial analysis and forecasts, certain accounting principles, methods and 

definitions will govern these analyses. For the cost of capital and return analysis, generally accepted 

theoretical framework and models have contributed to one common understanding – assuming correct 

inputs for these models. However, we are not fully able to identify the true reality, i.e. the critical realistic 

view.  

 Source criticism 

Since a major part of the thesis is based on Ekornes annual reports, it is imperative to reflect critically about 

the information in those. Particularly management statements about future expectations are interpreted with 

precaution since such statements may be positively biased. In addition annual reports, the thesis is based on 

broker reports, news articles, scientific articles, statistic databases, industry analyses, market data and an 

interview. 

Regarding validity, i.e. whether the information covers the phenomenon examined, scientific articles are 

deemed highly relevant in relation to PE practise and LBOs in general. As for reliability, i.e. the correctness 

and quality of information, scientific articles are believed to be of high quality with a scientific approach to 

the research problem (and unbiased). Additionally, extensive scientific research on private equity exists, hence 

believed to be adequate for addressing our research question in relation to PE practice.  

Regarding the market analysis, validity is relatively low in some cases since most data bases limits 

information to the entire furniture industry, while we are specifically interested in the home furnishing 

segment. However, such data is believed to be unbiased and of relatively high quality. The market analysis is 

supplemented by analysis from ABG broker reports, where analysts are deemed to have substantial insight 

on the industry. We keep in mind that analysts may have hidden purposes included in the reports since it is 
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in their interest to increase the stock’s trading volume. Further, we do not believe that broker reports cover 

the industry analysis sufficiently – hence supplemented by general market reports and databases. 

For the financial analysis, cost of capital and the LBO model we draw upon extensive finance literature 

covering such topics. Financial literature is usually written by professors with extensive experience in 

researching finance, hence deemed of high quality, unbiased and covering the topics adequately. 

2. Theoretical framework 

Conceptual framework for value generation in private equity 

The conceptual framework by Berg and Gottschalg (2003) constitutes the foundation for our analysis of 

value generation in PE funds, and is illustrated in exhibit 2.1. below. All phases in a LBO process can possibly 

affect the value generation and thereby the internal rate of return (“IRR”) (Berg & Gottschalg, 2003). The 

IRR is the generally accepted measure of value generation in LBOs. Note that the IRR formula below only 

holds when the PE firm do not contribute with additional equity or receive any dividend payments from the 

target: 

IRR = (Equity Valueexit / Equity Valueentry)
1
H 

where H is the holding period. 

The equity value can be divided into four determinants; the multiple used to determine entry/exit value, 

revenue, a relevant operating margin and net debt (Berg & Gottschalg, 2003): 

Equity Value = Valuation Multiple * Revenue * Margin – Net Debt 

Based on this equation, the change in equity value is linked with at least one of the four determinants. 

Furthermore, the equation allows us to distinguish between two separate determinants of value generation 

in LBOs; value creation and value capturing as illustrated in exhibit 2.1.: 

 

Exhibit 2.1. Sources of returns in LBOs  

Source: Berg & Gottschalg, 2003 and own contribution 
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Value creation
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Value generation
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Value creation Is the process of creating value on an investment through improvements in operational 

performance such as revenue growth, margin expansion and/or by reducing capital requirements to free up 

cash. The impact on financial performance is either derived from revenue, margins, net debt or any 

combination of these determinants. Value creation appears through the likes of e.g. adjusting the financial 

structure, operational streamlining and/or strategic implementation. Porter (1985, p. 37) splits the value chain 

of activities that potentially can improve performance into primary activities and supporting activities (see 

appendix 1.). Primary activities have direct impact on the bottom-line from improvements in financial 

engineering, operational effectiveness and strategic excellence, while the supporting activities have no direct 

impact on cash flows nor financial performance. Instead, supporting activities are aspects primary activities 

depend upon (Berg & Gottschalg, 2003). 

 

Value capturing The term value capturing is used to describe value generation that is achieved solely from 

exogenous effects, such as the general market and is derived from an expansion or compression in the 

valuation multiple. Value capturing includes both multiple arbitrage, which in our context is used as a term 

describing the situation where a fund acquires a target at a lower price than its fundamental value, and 

multiple riding, i.e. increasing valuation multiple throughout the holding period as a consequence of changes 

in the market valuation. The term multiple expansion also includes multiple arbitrage and multiple riding.  

The PESTEL framework 

The PESTEL framework analyses the macro-environmental factors that affect value creation in a company. 

PESTEL is an abbreviation for; political, economic, social, technological, environmental and legal forces 

(political and legal will be combined in the analysis). The ultimate purpose of the analysis is to gain 

understanding the factors that affects the business environment and the related consequences for the 

company’s business model (Johnson et al., 2011, p. 50-62). 

  

Exhibit 2.2. Analysis of the macro environment – PESTEL 

Source: Johnson et al., 2011  

Social

Macro environment

Economical TechnologicalPolitical/legal Environmental
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The PESTEL framework has been chosen as it provides a well-structured approach to analysing the 

environment. 

Porter’s five forces 

A company’s earnings and its financial performance is, according to Porter (2008, p. 80-87), derived from 

specific earnings possibilities in the industry. As a consequence, any company should address to the industry 

characteristics and possibilities to maximise value creation accordingly. Porter’s framework introduces five 

forces that determine the competitiveness in the industry; the threat of entry, the threat of substitutes, the 

power of buyers, the power of suppliers and the degree of rivalry among competitors (Johnson et al., 2011, 

p. 50-62) (see appendix 2.). In addition, there are several disadvantages with this framework, as an industry 

can be analysed on multiple levels, which require a very specific definition. Additionally, the model is based 

on an outside-in perspective, where critics have claimed that earnings also are a product of internal resources 

and capabilities. Despite these drawbacks, the authors find this framework to complement the PESTEL 

analysis well, and argue that the two frameworks combined will provide a sufficient picture of the company’s 

macro and competitive environment. 

Du Pont model – profitability analysis 

The Du Pont model provides a structured framework for analysing a company’s profitability and inter-

relationships between ratios and operations (Petersen & Plenborg, 2012, p. 94). The analysis is based on the 

reformulated income statement and balance sheets in accordance with Petersen and Plenborg (2012, p. 70-

79). 

In the Du Pont framework, Economic value added (“EVA”) is decomposed to the difference between 

return on invested capital (“ROIC”) and the weighted average cost of capital (“WACC”). ROIC is then 

further decomposed to the profit margin and turnover rate on invested capital and the drivers behind those. 

The conceptual framework of the model is illustrated in appendix 3. 

Valuation approaches 

Relative valuation In the relative valuation approach, the value of a company (“target”) is estimated based 

on the relative pricing of peers’ (comparable companies or “comps”) earnings (Petersen and Plenborg, 2012, 

p. 226). It is built upon the premise that comps with similar key business and financial characteristics, 

performance drivers and risks provide a highly relevant reference point for valuing a specific company 

(Rosenbaum and Pearl, 2009, p. 11). 
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The valuation is calculated by applying the selected comps trading multiples to the target’s relevant 

earnings. The most commonly used multiples are EV / Sales, EV / EBITDA, EV / EBIT and P / E, where 

the latter estimates the equity value and the first three estimate the enterprise value (“EV”). We prefer not 

to use the EV / Sales since it disregards operating costs. On the other hand, EV / EBIT is affected by 

accounting practices regarding depreciation and amortisation of assets. This is not the case for EBITDA 

where depreciation is disregarded (“EBITA”) as depreciation in capital intensive industries is perceived as 

the accounting equivalent of setting aside cash required to replace assets. Subtracting depreciation from 

EBITDA is thus necessary to understand the true value (Koller et al., 2010, p. 320). Hence, EBITA is the 

preferred multiple – however this measure is generally not available for most peers used in the analysis and 

instead we apply the EBITDA1. 

Multiples are affected by e.g. growth, profitability, tax and accounting principles such as depreciation 

and capitalisation of assets/leasing; 

EV / EBITDA = (ROIC - g) / (WACC - g) * 1 / ROIC * (1 - T) * (1 - D) 

where g is growth, T is the corporate tax rate, D is the amortisation rate, i.e. Depreciation / EBITDA 

(Petersen & Plenborg, 2012, p. 228). In addition, a company’s multiple can be affected by the liquidity of its 

assets, company size and the company’s value relative to book values (Brealey et al., 2012, p. 202-203). 

The relative valuation is designed to reflect current valuation based on prevailing market conditions and 

sentiment (Rosenbaum & Pearl, 2012, p. 11). A major drawback of this approach is that it relies on identifying 

comps that are truly comparable in terms of profitability, growth and risk in order to accurately estimate the 

value of the target. However, this is not always straight forward and the relative valuation should be used on 

conjunction with other valuation approaches. 

 

Precedent transactions analysis is another multiples-based approach to derive an implied valuation range 

for a given target from prior M&A transactions. The approach is highly relevant for estimating a potential 

sale or acquisition price of the target as it includes control premiums in historical M&A transactions 

(Rosenbaum & Pearl, 2009, p. 71). Under normal market conditions, precedent transactions tend to provide 

a higher valuation range than the relative valuation since it includes a control premium and potential synergies 

a strategic buyer may realise (such as cost savings which supports a higher purchase price). 

__________________ 

1This constitute a drawback of this thesis since the furniture industry generally is relatively capital intensive, hence characterised 
with corresponding depreciation levels. 
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 The analysis generally carries the same challenges as relative valuation, i.e. to find a robust universe of 

truly comparable transactions (Rosenbaum & Pearl, 2009, p. 71). The search for historical M&A transactions 

within furniture is based on M&A databases such as e.g. Mergermarket.  

 

LBO model As a consequence of the PE funds conceptual holding period and gearing, we use a modified 

cash flow-based model known as a LBO model. PE firms usually have a holding period of five to seven years 

– hence the model is often structured based on a five-year horizon, which leads to the cash flows being 

forecasted five years and a corresponding debt amortisation throughout the holding period. Additionally, we 

assume an exit multiple as a proxy of the terminal value as well as an entry multiple (acquisition price). From 

this, we estimate the IRR on the investment, which will be assessed against the required rate of return to 

evaluate the attractiveness of the LBO. Alternatively, the model can be applied on a reverse approach where 

the acquisition price is derived based on the financial sponsors required rate of return, the target’s expected 

cash flows and an exit multiple.  

Since the model is based on assumptions about financial projections, purchase and exit price and 

financing structure, we perform a sensitivity analysis to assess potential deviations from key assumptions.  

The LBO model is based on the reformulated financial statements with adjustments, e.g. goodwill and a 

new capital structure. The model is built on the framework by Rosenbaum and Pearl (2009, p. 195-237). 

3. Private equity and leveraged buyouts 

 Leveraged buyouts  

In LBOs, PE firms and institutional investors (“financial sponsors” or “sponsors”) raise buyout funds to 

acquire businesses, with a considerable portion of the buyout financed by debt and the remaining financed 

by financial sponsors as equity (Rosenbaum & Pearl, 2009, p.161-163). Utilising on a high debt proportion, 

financial sponsors are able to acquire a broad range of businesses, and PE firms generally have an incentive 

to maximise debt proportions since lower equity contributions often lead to higher returns on the equity 

investments.  

Referring to exhibit 3.1., we can split an LBO into three separate phases with regards to when the value-

generating decisions are made and when the return is realised. First, buyouts begin with the acquisition phase 

where target selection, negotiations and due diligence are conducted. The second phase is the holding period, 
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where strategic and operational improvements are implemented with the objective of increasing the value of 

the target. During the holding period, the fund intends to amortise debt used to finance the acquisition, using 

the cash flow generated by the portfolio company. The final phase is the sale of the asset – or the exit – 

where equity investors ultimately realise their returns (Berg et al, 2003). 

 

Exhibit 3.1. Buyout process 

Capital structure In a traditional LBO, the capital structure typically comprises 60 to 70 pct. debt and 30 to 

40 pct. equity, depending on e.g. market conditions, size of investment and target characteristics (Rosenbaum 

& Pearl, 2009, p.161-163). The debt component contains bank debt, high yield bonds, mezzanine debt and 

equity from common and/or preferred stocks (Stowell, 2012, p. 178). Capital sources are ranked based on 

seniority and security, relating to the priority status of the creditor’s claim against the borrower and level of 

collateral, respectively. Cost of debt increases with decreasing seniority and level of collateral granted – with 

bank debt as the most senior-ranked debt instrument, typically carrying a floating interest at LIBOR (London 

Interbank Offered Rate) plus a credit spread. High yield bonds are often amortisable, fixed rate notes and 

mezzanine debt can be an effective way for a PE fund to increase the debt financing proportion. 

 Organisational structure of private equity funds 

As evident from exhibit 3.2. below, PE firms and PE funds are not equivalents, however, we allow ourselves 

a rather ambiguous notation when referring to the PE vehicle in general, since the fund eventually is managed 

and controlled by the PE firm. The organisational structure is illustrated below: 

 

Source: own creation 
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Exhibit 3.2. Organisational structure of Private Equity Funds 

PE firms raise equity capital through a PE fund, and the fund is usually structured as a limited partnership, 

jointly owned by the General Partner (“GP”) and Limited Partners (“LPs”) where the GP manages the fund 

(Stowell, 2012, p. 393). LPs commit to provide a certain amount of capital to the fund, typically tied up from 

10 to 12 years, essentially creating a closed-end fund. The GP earns a fixed management fee of ~2 pct. of 

assets under management and a ~20 pct. carried interest (or “performance fee”) based on the capital 

commitment in the fund (known as a ‘2 and 20’ fee structure). The funds’ investments are generally not 

motivated by potential synergies from integrating entities, rather the objective is to increase the value as 

standalone businesses (Baker & Smith, 1998, p. 55). 

 Value generation in private equity 

PE firms aim to create favourable returns on their investments by increasing the value of equity through 

careful planning and management of their portfolio. The total value creation in LBOs is a function of 

different levers that work together in an intricate process. Separate levers impact the total value generation 

at different phases of the LBO process, and the levers differ in originating from within the company or from 

surrounding players such as the market itself or equity investors. To provide a better picture of how the 

different levers may increase or decrease equity value, we will derive equity value into four determinants; the 

Source: own creation 



17 
 

multiple used to determine an entry/exit value, revenue, margins and net debt. As demonstrated by the 

equation below, all changes in equity value is linked with at least one of the four determinants: 

Equity value = valuation multiple * revenue * margin – net debt 

Any potential change or practical improvement initiated by the PE firm to improve the equity value can 

be explained by the equation above. Value generation in buyouts is a factor of several sources and will 

therefore be analysed through various layers. Earlier research show that the majority of PE firms value 

generation is realised through direct value creation, while the remainder is derived from indirect 

circumstances (such as value capturing) (Anslinger & Copeland, 1996; Butler, 2001; Brigl et al., 2012). First, 

we will look into the different levers of value creation before discussing the aspect of value capturing in 

LBOs. 

 Value creation – primary levers 

Financial engineering 

One of the primary levers in value creation is financial engineering, which, in this context, relates to 

optimisation of capital structure and minimisation of the portfolio company’s after-tax cost of capital. It is 

imperative to stress the fact that no general optimal capital structure exists – and that it depends on a rather 

complex relation between e.g. a country’s corporate and personal tax rates and potential costs associated 

with financial distress (Møller & Parum, 2001). However, since interests are tax deductible, the potential 

benefits from obtaining debt financing is widely acknowledged as a valuable asset – assuming the portfolio 

company is able to generate sufficient earnings to cover its interest payments, known as a tax shield2 (Braeley 

et al., 2011, p. 441). On an after-tax basis, the tax shield is valuable for the financial sponsors as it reduces 

the portfolio company’s overall tax bill which increases the cash flows from operations. However, recent 

legislation has been passed in Denmark to cap the maximum tax savings from LBOs – referring to § 11 B 

(1) of the Danish Companies Act. 

PE firms often capitalise on their financial expertise and knowledge about the financial markets in LBOs 

by assisting management in portfolio companies in negotiating bank loans, bond underwritings and IPOs 

(Anders, 1992). Also, PE firms tend to have long-term relationships with debt providers, thereby having less 

incentive to pass wealth from lenders to equity holders, which reduces the marginal agency costs of debt 

financing. These factors tend to improve the capital structure, i.e. increase the debt proportion, and improve 

__________________ 

2 Value of the tax shield; PV (tax shield) = (corporate tax rate x interest payment) / expected return on debt 



18 
 

the portfolio company’s financial terms. On the other hand, the significant increase in cost of debt, as a result 

of the increase in the debt proportion post LBO, is argued by some researches to offset the potential benefit 

from tax savings (Kaplan, 1989; Singh, 1993). However, the potential positive impact on the bottom-line and 

cash flows from an improvement in capital structure and credit terms brought by the PE professionals has 

historically been a source of equity holders. 

Operational initiatives 

The equation for equity value above displays that improvements in profit margins positively affect the equity 

value, and PE firms often have extensive experience in increasing equity value from increasing operational 

effectiveness and productivity. Operational initiatives relate to how the existing resources are utilised, 

whereas strategic initiatives relate to the configuration of a company’s resources (Berg & Gottschalg, 2003). 

Generally, a company can increase the absolute value of its earnings measure – typically EBITDA or EBIT3 

– in the equation above by (1) increasing revenue and/or (2) improving margins. In this section we put light 

on (2), whereas strategic initiatives below focuses on value creation through (1). 

While financial arbitrage, i.e. multiple expansion, may add value for the shareholders, these do not add 

to the competitive position of the company, nor are they sustainable. Sustainable value can be added to the 

company through operational value creation and there has been a growing emphasis on creating value 

through operational improvements rather than high leverage (Meerkatt et al., 2008; Meerkatt & Liechtenstein, 

2010). Operational levers are divided into three categories, namely margin improvements, reducing capital 

requirements and removing managerial inefficiencies. 

 

Margin expansion Buyouts are often associated with substantial restructuring of the portfolio company’s 

activities with the objective of enhancing organisational efficiency. This is carried out through e.g. 

streamlining of processes, staff reductions and initiation of cost reduction programs. After the acquisition, 

management immediately tightens control on corporate spending and introduce cost reduction programs to 

improve margins. 

Reduction of overhead costs, such as changes in administration, reduced hierarchical complexity and 

reduction of production costs are focal post-LBO initiatives (Baker, 1992; Wright et al., 2001). 

__________________ 

3 The equation above uses an EV multiple and the earnings measure must be consistent – i.e. independent of capital structure 
decisions 
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Comprehensive empirical studies on productivity of production plants after buyouts have been carried out, 

and conclude that change in ownership as part of an LBO is in fact associated with an increase in plant 

productivity (Lichtenberg & Siegel, 1989; Harris et al., 2002). Another study carried out by Muscarella and 

Vetsuypens showed that 43 pct. of the companies in the sample reported “Asset Sales, Consolidation and 

Reorganisation of Production Facilities” under PE ownership (Muscarella & Vetsuypens, 1990).  

Regarding marketing decisions, the study by Muscarella and Vetsuypens (1990) revealed that continuous 

product, pricing, quality and product mix decisions are made with an eye to increase margins. Companies 

will routinely make such decisions regardless of any acquisition to improve performance, but the study 

showed changes in these factors as the most common practise to improve profitability. Broader marketing 

penetration and reorganisation of distribution channels also constitute important initiatives PE firms 

commence.  

PE firms often utilise their extensive experience in negotiating – from which they benefit when 

renegotiating labour contracts. In labour intensive businesses this is an effective lever to improve operating 

margins since labour costs often constitute the major cost component. Additionally, margins are boosted by 

reducing personnel and cutting wages – and research generally seems to confirm this proposition. Kaplan 

(1989) analysed U.S. public-to-private buyouts in the 1980s and found that employment increases by less 

than other firms in the industry, whereas Amess and Wright (2007), who studied European buyouts, conclude 

that there is no difference in employment post-LBOs exists but that wages increase relatively less than non-

LBOs. 

 

Reducing capital requirements One common way to achieve increased capital productivity and/or reduce 

capital requirements of the business is to make more efficient use of assets in place. This is done through 

rationalisation of corporate actions, e.g. through improvements in net working capital (“NWC”) and increase 

productivity of production facilities. For example, Holthausen and Larcker (1992) found that LBO 

companies spend significantly less than the industry norm on capital expenditures (“capex”) prior to PE exit. 

Research on historical LBOs reveal that such buyouts are highly correlated with significant reductions 

in NWC, effectively reducing the capital tied up in e.g. inventory and receivables (Holthausen & Larcker, 

1992). This suggests that PE firms monitor working capital closely and make efficient decisions to bring 

down NWC, most likely a result of vast experience in tight inventory and trade receivables control and 

negotiating payment terms with suppliers. Bringing down NWC will – ceteris paribus – free up cash flows 

for debt amortisation, hence this initiative is highly desirable in LBOs. 



20 
 

Another common practise to reduce capital requirements and generate cash is to divest underutilised 

assets. The frequency of assets sales after the LBO might be expected because proceeds from these 

divestments are often used to bring down the firm’s indebtedness (Muscarella & Vetsuypens, 1990). 

However, such transactions can be more than just a way of raising cash – they enable the portfolio company 

to divest assets which no longer enjoy a comparative advantage and transfer ownership to a buyer that puts 

them to a higher-valued use. 

Regarding productivity, Lichtenberg and Siegel (1989) analysed U.S. manufacturing plants to assess 

MBOs effect on total factor productivity (“TFP”) and found that PE-backed companies experienced 

significant improvements in TFP after the MBO. Harris, Siegel and Wright (2005) later extended this analysis 

to cover U.K. companies and their findings were consistent with previous research. Interestingly, the 

researchers found that U.K. MBOs experience a +70.5 pct. and +90.3 pct. productivity gain in the short and 

long term respectively, which is higher than in their U.S. counterparts (Harris et al., 2005). Generally, 

consolidation and reorganisation of production facilities to create a leaner, more efficient and competitive 

organisation are essential in LBOs to service high debt payments. 

 

Removing managerial inefficiencies Improvements in operational effectiveness from replacement of 

inefficient management teams are often a major contributor to value creation in buyouts. In fact, LBOs have 

been proposed as a vehicle to take over companies with poor management teams, since valuations of such 

companies have been affected by poor performance and replacement of management could remove the 

cause of underperformance and lead to higher valuation (Jensen & Ruback, 1983). Increased operational 

effectiveness from replacement of management and reorganisation of management structure affects both 

profitability and cash flow of the portfolio company positively. 

Decentralisation, defined as allowing individuals close up to operations to make decisions, also 

constitutes a way of increasing efficiency as it creates a less bureaucratic and more streamlined decision-

making organisation. Bringing authority down the organisation has at least two major positive implications; 

first, individuals close to the operations are often better informed than top management and, second, it has 

been argued to have beneficial motivational effects for employees. In addition, a flatter organisation should 

result in a reduction the number of middle managers, effectively improving margins as a result of reduced 

wage costs. 
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Strategic initiatives 

After the buyout, management often make substantial amendments to the portfolio company’s strategic 

direction to increase strategic distinctiveness, e.g. which markets to enter and products to compete with. 

Redefinition of key strategic variables constitute a significant lever of value creation and may cause a quantum 

leap in the company’s competitive strategy.  

Strategic initiatives relate to the configuration of the company’s assets and often come along with 

substantial changes in the asset base of the company. We divide strategic initiatives into focus on core 

business, buy and build strategies and strategic innovations below. 

 

Focus on core business Changes in strategy to focus on core business include both divestments of non-

core assets and acquisitions which add on to the core competencies. Buyouts often lead to a refocus of the 

business along with an overall reduction of complexity (Phan & Hill, 1995). Research confirms the hypothesis 

that PE-backed companies re-evaluate their business and reorganises the organisation to focus on core assets 

(Eastwood et al., 1993; Phan & Hill, 1995). Naturally, this lead to divestments of non-core assets and 

acquisitions of companies with a competitive edge within the portfolio company’s core business.  

Companies doing business in a variety of industries (“diversified companies”) tend to be harder to value 

and trade at a discount to pure-play businesses (Damodaran, 2006). Less information, such as limited 

segment information on diversified companies, could potentially cause investors to perceive those companies 

as riskier, hence applying a higher cost of capital. This may explain why diversified companies trade at a 

discount to pure-play peers. Linn and Rozeff (1984) examined market reactions to announcements spin-offs, 

split-offs and divestments between 1977 and 1982, providing evidence of an average excess return of 1.45 

pct. post the announcement. For diversified companies – such as conglomerates – the reduction of diversity 

in activities and divestments of inefficient cross-subsidies allows the company to refocus on its core business 

and eliminate complexity. 

 

Buy and build strategies Some PE firms excel in so-called “buy and build” strategies where the intention 

is to undertake an initial buyout and acquire additional companies to drive consolidation in a fragmented 

market. LBOs in these cases provide the company with the needed cash, leverage and know-how to execute 

the strategy and build a dominant market position and capture economies of scale (“EoS”) (Easterwood & 

Seth, 1993; Wright et al., 2001). Such strategy aims at increasing revenue through bolt-on acquisitions and 

improve margins as a result of lower production costs from EoS and strengthened market position. A 
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dominant player typically benefits from higher pricing power towards customers and improved negotiation 

power against suppliers, leading to value creation for equity owners, following the logic from equation for 

equity value above. 

Acquisitions are generally made based on the idea of creating value in the holding company, and a study 

conducted by find that the buy and build strategy historically have created value. Andrade et al. (2001) based 

their findings on an abnormal return in the acquired firm which affect the acquiring company positively 

through its ownership. Empirical studies also show that M&A activity usually happen in waves and number 

of acquisitions tends to increase when stock prices increase as managers become more optimistic – which in 

other words describe the hubris hypothesis4 in takeovers (Roll, 1986).  

A key driver for M&A activity is synergies, which occur when combining assets give additional benefits. 

Furthermore, we can differentiate synergies between operational and financial synergies. Operational 

synergies are the most significant and include EoS, economy of scope as well as operational efficiency 

(DePamphilis, 2012). Lower unit costs derived from operational synergies, such as EoS, can additionaly lead 

to financial synergies through lower cost of capital, which then can generate lower interest payments. 

 

Strategic innovations relate to the introduction of innovative strategies and out-of-the-box thinking, 

potentially creating a quantum leap forward in the portfolio company. 

The LBO of Duracell, a subsidiary of Kraft – whose main activities were food processing – provides a 

great example of the strategic innovation strategy5. Before the MBO in 1998, led by Kohlberg Kravis Roberts 

& Co. (“KKR”) and the management team, Duracell’s earnings were depressed by issues in some lines of 

businesses and excess capacity. The transaction was funded by an unusual low debt proportion, allowing 

Duracell to invest in marketing projects, new equipment and R&D, which resulted in innovative longer-lived 

mercury-free alkaline batteries (Wright et al., 2001). Operating income increased by a CAGR of 17 pct. from 

1989 to 1995 and gross margins increased as a result of new investments, rigorous cost-control and upgrade 

and rationalisation of production facilities. Duracell also expanded into new markets and formed production 

alliances and joint ventures in several markets – all of it contributing to a highly successful MBO. 

In addition to strategic innovations, a buyout often profits from a new set of eyes, that will increase the 

entrepreneurial spirit in the company. This renewed insight leads to innovative ideas as well as processes, 

__________________ 

4 The Hubris hypothesis describes how excessive confidence (or arrogance) leads to a person believing he or she can do no wrong  
5 Duracell is a leading manufacturer and supplier of consumer alkaline batteries 
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and it can promote a new culture and communication internally. A LBO also contributes with a framework 

which reintroduces the managers drive to continue to improve and be creative under the “new” company 

(Singh, 1993). The new organisational structure derived from the buyout is more open in terms of 

communication, and research has found that managers lost spirit if they came up with profitable investment 

opportunities that was not given attention (Wright et al., 2001). The newfound determination and enthusiasm 

gives the management extra motivation to take hard business choices such as cutting jobs or disposing 

businesses (Butler, 2001). 

 Value creation – secondary levers 

Reduction of agency costs 

First, we define the agency relationship as a contract where the principal engages an agent to perform a 

service on his/hers behalf, and give some form of decision-making authority to the agent (Jensen & Meckling 

1976). The agency theory suggests there exists a conflict within the corporation, arising from a deviation of 

the principal’s and agent’s goals (Berle & Means, 1932; Damodaran, 1999). If we assume that both the 

principal and agent aim to maximise their individual utility, the agency theory explains that an agent 

maximising its utility does not necessarily work to maximise the principal’s utility if it does not fulfil his 

personal goal. However, today we have a number of mechanisms that aim to limit the agency conflict, which 

may include improved monitoring, a reduction in the agents decision-making through implementation of a 

Board of Directors and alignment of interests through equity ownership (Jensen, 1989a). A disadvantage for 

the principal is that preventions are costly and can, together with a loss from contradicting behaviour, be 

determined as agency costs (Jensen & Meckling, 1976). Changes in the organisational structure and the 

owner’s position subsequent a LBO allows PE firms to reduce agency costs which is likely to improve the 

operational performance in a company (Kaplan, 1989). 

The level of leverage in a buyout also plays an important part in terms of reducing agency costs, as it 

limits the managerial discretion. Agency costs of free cash flow arise when a company produce cash flow in 

surplus of what is required to fund the company’s current projects that produce a positive net present value. 

If a company is to maximize shareholder value, the management should decide to pay this cash flow out to 

investors, but according to Jensen (1986) managers prefer to maintain control and does not have the 

necessary incentives to conform shareholders’ interests. The proposition that managers being unwilling to 

pay out excess cash flow to shareholder is well documented back to 1969, where Mueller argued that a goal 

of a manager is the “growth in physical size of their corporation rather its profits of shareholder welfare”. 
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Jensen & Meckling (1976) later described that managers oppose paying the excess cash as they would rather 

be able to invest in growth opportunities that may yield negative or low returns.  The higher leverage as a 

result of the buyout increases creditors’ claims in terms of amortisation and interests, effectively reducing 

the free cash flow managers have control of. Thus, increased leverage after a LBO limits the manager’s 

discretion and thereby the agency costs related to the free cash flow. Consequently, an increased level of 

leverage is assumed to lead to value creation in LBO’s. However, it is important to acknowledge that no 

general linear relationship between higher leverage and performance exists – since higher leverage comes 

with the risk of financial distress. 

Management control and agency costs 

A major source of agency costs in LBOs is the owners’ necessary monitoring and control over management. 

PE owners of the company often monitor the portfolio company’s management closely and, if needed, 

exploit the control over management by replacing them (Smith, 1990). As owners of the majority of the 

equity, PE firms typically have the right to influence managerial decisions – both directly and through their 

right to determine the composition of top management. According to Baker and Montgomery (1994), this 

particular control function is seen as one of the main advantages PE firms have. Effective and experienced 

management teams tend to improve financial performance through better managerial decision, hence 

minimising the need for monitoring and related agency costs.  

If we look at the distinct aspect of PE firm’s capability to choose its own management in the buyout 

company, agency theory suggests, based on the market for corporate control hypothesis, that corporate 

takeovers primarily are a mean to change inefficient management teams with a more efficient team and 

thereby enhance performance.  

In addition, PE firms’ control over the portfolio company provides the possibility of executing major 

decisions relatively faster compared to e.g. publicly listed companies. This aspect relates to the less 

hierarchical organisation and communication within the post-buyout company. As mentioned earlier, 

buyouts are associated with significant organisational changes – i.e. more agile – allowing for efficient 

decision-making and direct interaction between the management and the PE firm. In practice, decisions can 

be passed significantly faster since the Board often is well aligned in terms of strategic direction as it has been 

appointed by the same owner, thereby making decisions with less conflict of interest. This allows the 

company to respond faster to changes in the external environment, potentially creating a competitive 

advantage over less agile organisations since the company is able to adjust faster to changes in the competitive 
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landscape. Some PE firms, if not most, work closely with their portfolio companies on a day-to-day basis. 

They are highly involved in the operations, allowing for greater impact on, and understanding of, the business 

than owners of traditional organisations (Hite & Vetsuypens, 1989). In addition to monitoring, PE firms 

utilise on their expertise and knowledge from experience in the industry and/or similar cases. PE firms’ 

financial know-how is an extremely valuable resource in portfolio companies, and combining their expertise 

with recruitment of outside advisors, which is common practise among PE firms, they can potentially achieve 

a competitive advantage through superior understanding of the industry. 

Alignment of management and agency costs 

A third important determinant of agency cost is the alignment of the management in a firm that has gone 

through a buyout. A study of reverse LBOs, defined as PE exit through an IPO, found that managers hold 

significant equity stakes in the firm after the buyout and up until the reverse LBO – and that these firms 

implement a wide range of incentive compensation plans under the private ownership (Muscarella & 

Vetsuypens, 1990). Supporting this finding, Kaplan (1989) conclude that management equity stakes 

experience a significant increase when a firm goes from public to private company. There is a clear business 

rationale behind PE firms allowing management to hold a significant equity stake, since it, in addition to 

providing upside potential, brings a downside risk if poor operational decisions are made, thereby aligning 

owners and management interests (Kaplan & Strömberg, 2008). This incentive will increase the personal cost 

of inefficiency and thereby reduce the management’s incentive to avoid their responsibilities and aim to 

reduce agency costs by providing an incentive to look for smart strategic decisions (Jensen & Meckling, 

1976). Taylor (1992) argues that management often miss the right economic incentive to make the correct 

decisions as there is no punishment for making an ineffective decision. Here, PE firms’ ownership incentives 

seem to hit the spot by combining upside potential and downside risk. Recent BCG research provides 

evidence of a positive impact on performance of the company from increasing owners’ equity stake. Research 

also proves that “direct equity stakes are more effective than stock option programs at creating a share in 

downside risk” (Meerkatt et al., 2010). An opposing view is that a directorate’s equity ownership may lead to 

risk aversion, which could lead to lower financial performance as well as less diversification of the manager’s 

wealth (Fama & Jensen, 1985). 

In addition to the expected increase in equity ownership by management, PE firms can increase bonus 

incentives in relation to performance for a bigger group of employees in the company (Jensen, 1989a). These 

incentives are necessarily not restricted to the top management; a PE firm may introduce ownership plans 
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for non-management members as well (Wright et al., 2001). In this way compensation and ownership aligns 

both managers and employees with owners’ interests, potentially creating a highly motivated organisation 

that is directly connected with performance (Baker & Wruck, 1989). 

Effects from delisting the target 

There are clear economic incentives in going public such as more liquid equity securities and access to equity 

capital markets. However, going public brings certain costs since regulation impose stricter guideline on 

reporting and management set-up which de facto increases the need for administration. As a consequence, 

one incentive to privatise a company is to eliminate such overhead costs.  

Another effect from delisting is the illiquidity of the owners’ equity stake, as the equity securities are no 

longer publicly traded in financial markets and therefore might need to sell their stakes at great discounts 

since less investors are willing to buy the paper. As a consequence, the trading costs increases since the bid-

ask spread increases and managers often feel a sense of increased wealth due to liquidity for its shares (La 

Lande et al., 2011).  

As stated earlier, delisting of a company potentially creates a more agile organisation which makes 

efficient decisions to changing surroundings. This might very well constitute an obvious investment rationale 

for PE firms who wish to acquire a public company with inefficient management and organisational 

processes and decisions. Combining a management team with a considerable equity stake in the company 

with a delisting is likely to cause a highly motivated and efficient management team, which in itself is a major 

source of value creation – particularly if these efficient, highly motivated managers replace an inefficient 

management team.  

Debt as value creating 

One of the most common means to enhance returns in LBOs is the use of unusual high level of debt funding 

– hereof the term LBO. As described in section 3.1., PE vehicles use various sources of debt funding with 

the intention of minimising the equity contribution to the investment. Contributing less equity allows the 

owners to increase returns since funds’ returns ultimately depend on the entry and exit value of equity. The 

disproportional debt level is supported by the portfolio company’s expected cash flow generation which is 

used for debt amortisation throughout the holding period. Exhibit 3.3. is a simplistic illustration of how debt 

is converted to equity through fixed debt payments: 
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Exhibit 3.3.  Capital structure development in LBOs 

If the enterprise value is assumed constant, the owners benefit from an increase in equity value if the portfolio 

company generate sufficient cash flows to meet debt obligations. 

 Value capturing 

In addition to primary value-creating levers, an increase in equity value may come from value capturing, i.e. 

‘buy low, sell high’. As evident from equity value, it is possible for owners to create value for themselves 

solely from a valuation standpoint – that is, if the transaction multiple is lower at entry than at exit. The 

valuation of a portfolio company is likely to be affected by the financial performance from the underlying 

company; however, there exists a handful alternative options in increasing a valuation without including the 

performance aspect. The ability to generate equity value merely as a result of the difference in valuation from 

entry to exit, and independent of changes in the underlying company’s financial performance, is a vital part 

of the value generation. While not being the most contributing part of value creation today, it is clearly 

something PE firms have been doing successfully (Anslinger & Copeland, 1996; Berg & Gottschalg, 2003). 

The ‘buy low, sell high’ is well-known trading strategy in the financial world, and has historically been an 

incredibly effective source of value generation for PE firms – widely acknowledged by research, suggesting 

that PE funds have been able to buy low and sell high (Guo et al. 2011; Acharya et al., 2011). While 

operational improvements often are long-term initiatives and is implemented over time, an expansion in the 

multiple determinant can be seen as value generation on a shorter term, without being an ongoing process. 

Source: own creation 
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Instead, it is all about timing the investment and acquiring a company at the right time could be a highly 

effective mean to increase returns. 

 

Multiple expansion A form of value capturing is found when the market itself changes point of view by 

valuing peers higher, leading to a higher valuation of the buyout company – for example in the case of 

improved outlook for the industry. This specific concept is often referred to as ‘multiple riding’. Research 

provides evidence that a positive effect of multiple riding exists, thereby PE firms need to be aware of where 

in the cyclical stage a potential target is in relation to the timing of the exit and entry of the investment (Guo 

et al., 2011). An expansion or a reduction in the multiple, referring to the equity value equation, may occur 

if a comparable company’s valuation is positively affected by e.g. improved outlook or rumours of an 

acquisition. When a comparable company is valued differently by the market, it is natural that the equity 

value of a buyout company is affected by this exogenous effect, since the private company is expected to 

have the same value if they are truly comparable. As the mentioned opportunities of value capturing does 

not require any initiatives to increase operational performance, it is a situation of value capturing. PE firms 

may also be able to predict the future of a market or a firm more accurately than the market, and therefore 

be able to hit the right stage of a cycle and benefit from superior knowledge. This unique industrial insight 

can also be described as asymmetric information – which will be discussed further below.  

 

Asymmetric information and experience PE funds have historically been accused of using insider 

information (DeAngelo et al., 1984; Wright & Coyne, 1985). Managers in PE-backed companies are met with 

severe conflict of interest in LBO transactions since they cannot act as both buyer, such as in MBOs, and 

agent for the seller (Jensen, 1989b). A cunning management can potentially take advantage of their insider 

knowledge and therefore not be willing to give effort in making the best deal for the current shareholders, 

or even in the extreme case, manipulate reports and forecasts (Kaplan & Strömberg, 2008; Hite & 

Vetsuypens, 1989). However, asymmetric information might have been a significant part of value generation 

in the earlier years, but it seems unlikely that management in buyout targets systematically have hidden or 

depressed information about the target as there exists extensive regulations around negotiations and 

acquisitions (Lowenstein, 1985). While we assume that private information is not a predominant reason for 

buyout transaction today, favourable inside information is likely to be a motivation for managers to propose 

an MBO (Lee, 1992). 
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Research has found that financial buyers consistently paid less for their acquisitions than strategic buyers 

(Butler, 2001). This is likely to be a combination of expected synergies in trade sales (section 3.4), negotiation 

skills and extensive transaction experience among PE firms. Well-established PE vehicles consistently 

perform screenings and reviews of industries to find suitable LBOs candidates (Anders, 1992). While 

conducting this research, PE firms gain information on how industries shape and develop. In addition, they 

tend to have highly educated predictions of a market’s outlook, allowing PE to benefit from more accurate 

forecasts than market consensus, allowing them to exploit missing information not reflected in valuations. 

 

Multi-unit discount A final way of capturing value is through special buyout tactics. A PE firm that wants 

to buy a specific unit can exploit multi-unit companies by buying the entire company. A company may be 

less valuable as a whole – e.g. a conglomerate discount – than if you divide the company into units, and, if 

so, the PE firm might be able to buy interesting unit(s) at a discount if the entire company is acquired. After 

completing the acquisition, the PE firm may separate the business and sell off unwanted assets (known as 

‘asset-stripping’). By selling off parts of the business, PE firms eliminate the discount at which they acquired 

the asset, thereby capturing the full value of the asset. According to Singh (1993), this technique was applied 

regularly used during the buyout-boom in the United States. 

 Value destruction 

Though most research tends to shed light on the possible gains from buyouts, it is important to bear in mind 

the potential dangers stemming from high leverage. The value generation discussion above is mainly 

concerned with positive effects from a diverse range of possibilities since research tend to focus on this 

aspect. However, the contrary effect is a distinct possibility as well. Recent literature on potential dangers of 

LBOs mainly focus on management failure, bad strategy and M&A activity of listed companies contributing 

with weak returns to their parenting company. The unusual, and in some cases unhealthy, level of debt in 

buyouts will de facto impose significant risk of financial distress. Research from historical buyout transactions 

suggests that almost one third of companies from 1985-1988 that went through a levered recapitalisation 

(see explanation in section 3.4.) actually encounter financial distress, proving that not all buyouts has a happy 

ending (Denis & Denis, 1995).  

Revco Drug Stores provides a great example of the potential value destruction in failure buyouts; the 

company collapsed only 19 months after going private in 1988. The LBO was one of the largest at the time 

of completion in 1986, where the financial buyer left the company with an unreasonably small amount of 
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equity capital (Bruner & Eades, 1992). A huge amount of financially distressed companies post leveraged 

buyouts in the 1980s meant that critics started to voice their concerns about LBOs. PE firms were described 

as more as value destroyer than generator. Regardless of the voiced criticism regarding high financial leverage 

in LBOs, a considerable amount of experts also stressed the profit of financial distress in regard to a positive 

effect of efficiency and less managerial discretion (section 3.3.2.) (Wruck, 1990). 

If we compare the literature surrounding LBOs compared to general M&A literature, it may suggest that 

value destruction is less of a problem for PE acquired companies than M&A of listed companies. M&A 

literature suggests that the abnormal returns of their investments are fairly low the first years after acquiring 

/ merging the business units. This proposes that strategic buyers exaggerate the purchase prices of synergies 

and maybe have an overambitious view on the industry and synergies (Jensen & Ruback, 1983). A possible 

explanation for this could be that PE firms are extremely careful and disciplined in their selection of targets 

as well as the objectives when selecting a target. This again leads to PE firms paying less than strategic buyers 

and thus not overpaying, as discussed in section 3.3.3. 

 Exit strategies 

The exit strategy plays a crucial role in PE firms’ objective to maximise returns, since the selling price depends 

on the acquirer’s expectations for utilising the asset. Further, the ability to exit properly and generate 

favourable returns tends to attract investors - thereby easing PE firms’ access to capital. There are several 

possible exit strategies from an investment, and the most relevant models are described below: 

 

Secondary buyout One way of exiting an investment is through a secondary buyout. Here, a PE firm sells 

the company to another PE firm, i.e. a financial buyer (La Lande et al., 2011). The secondary buyout exit is 

enjoying great popularity as it allows a fund to potentially shorten the holding period. This model can also 

be used if a PE firm no longer has the liquidity to fund their investment, thus having to sell before a company 

is ready for a different exit. The secondary buyout model is typically a faster way of exiting an investment 

compared to e.g. an IPO – and can be used by the management as a way to replace the PE investor backing 

the company, known as a management buyout (“MBO”). 

 

Trade sale Another exit option is a trade sale or strategic buyout where the investor exits the investment by 

selling to a competitor (a strategic buyer) (La Lande et al., 2011). This method allows an immediate exit and 
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the seller usually only have to regard a small amount of buyers, resulting in a more efficient sales process. An 

important note on the trade sale is the fact that a strategic buyer, in most cases, are able to pay a higher price 

for the asset compared to a financial buyer due to the potential synergies from the acquisition. However, 

agency costs may arise when selling to a strategic buyer due to the potential reluctance from management of 

the acquired company if the management in the acquiring company replaces them.  

 

Initial public offering A third viable option is an initial public offering (“IPO” or “listing”) where the 

company is listed on a stock exchange, thereby allowing the financial sponsor to sell its shares to the public 

(Rosenbaum & Pearl, 2008, p. 177). An IPO is a public transaction where the “sale of shares of a subsidiary 

to new shareholders in the stock market” (Koller et al., 2010). Often, sponsors choose a partial exit through 

an IPO and retain a smaller stake in the company to keep the upside potential since most IPO pricings 

include an IPO discount. This is one of the more popular models of realising investments during favourable 

stock market pricings –as we have seen in 2017 and beginning of 2008. 

 

Dividend recapitalisation Different from an IPO or a complete sale, it is possible to partly exit an 

investment by conducting a dividend recapitalisation (or “leveraged recapitalisation”). A dividend 

recapitalisation enables the PE firm to take out cash (dividend) by issuing additional debt without selling the 

investment. The purpose is to either pay a large dividend or repurchase shares, resulting in higher leverage. 

The obvious benefit of a leveraged recapitalisation is that the PE firm maintains control over its investment 

while receiving payment. Opposite, there are clear drawbacks from a leveraged recapitalisation. First, higher 

leverage makes profits more sensitive to fluctuations in sales and can potentially lead to economic distress 

or even bankruptcy since the company is obliged to meet debt payments. In addition, an increase in debt 

generally decreases a company’s flexibility and operational possibilities. 

 Trends in the Industry 

PE has grown from the equivalent of 1.5 pct. of the stock market in 2000 to 3.9 pct. in 2012 – evidence that 

the industry is gaining additional share of the public market. In addition, PE has historically been perceived 

as a so-called alternative asset class but it is becoming increasingly common for institutional investors to 

allocate capital into PE. Especially pension funds and insurance companies are starving for attractive returns 

in the current low-interest environment, which has certain implications for the competitive situation in the 
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industry; with more capital poured into the sector, more – and potentially larger – funds are competing in 

the bidding rounds for targets, essentially driving up prices and causing pressure on returns. 

In an analysis of PE performance carried out by McKinsey and World Economic Forum, they find that 

funds raised since 1995 tend to outperform the S&P 500 index – even on a leveraged-adjusted basis, and 

recent Preqin research confirms this finding (Ghai et al., 2014; Prequin, 2017). The analysis finds that PE 

returns have outstripped the public market by at least 300 basis points6. However, other McKinsey analysis 

and Harris et al. (2013) conclude that persistence of outperformance has declined post 2000. In particular, 

the consistency in top PE firms to replicate their performance across funds has declined as compared to pre 

2000. 

This development has at least two major implications for the PE industry. First, it is harder for LPs to 

identify funds that consistently outperforms the general stock market, i.e. increasing selection risk. LPs will 

have to refocus their due diligence on identifying PE firms that excel in value creation rather than identifying 

top-quartile performers. Track record is not a reliable indicator anymore. LPs are looking for clear, distinctive 

strategies with relevant and proven capabilities; putting significant pressure on GPs to meet new standards. 

Second, PE firms have been forced to reconsider their ways of creating value in order to generate returns 

that attract capital from LPs. GPs may need to develop a thorough understanding of the skills, brand, focus 

and other capabilities they bring to deals. For example, deal partners with significant transaction background 

add considerable value to in add-ons but not as much when companies grow organically. The converse is the 

case for partners with managerial or consulting background, according to McKinsey research (Ghai et al., 

2014). 

Post-crisis trends 

Market conditions in the PE industry after the financial crisis in 2008 are accelerating a trend toward value 

creation from operational initiatives, i.e. increasing the fundamental value of the portfolio companies. 

Historically, PE firms could create value primarily from leverage and financial arbitrage (as described above), 

however these days are over. 

 The post-crisis period has been characterised by extremely favourable conditions for buyouts as yield-

starving investors have become more tolerant of risk, and alternative debt providers – the main debt 

__________________ 

6 Using a cash flow-matching approach; assuming that investments into and out of public equities matched the average cash called 
and invested by PE firms 



33 
 

financing source in LBOs – have taken up the slack generated by the contradiction in bank lending. In 2016, 

the average yield on investment grade issues was at historical low 1.33 pct., while sub-investment grade was 

at 4.39 pct. (Gatti & Chiarella, 2016). However, although the credit market has improved since the crisis – 

and the subsequent Great Recession – leverage levels remain relatively high with equity contribution at above 

40 pct. on average (Gatti & Chiarella, 2016). That compares to about 30 pct. equity pre crisis.  

Since 2008, significant ‘dry powder’ (unused raised funds) has accumulated, which likely is a consequence 

of fierce competition, pushing up target prices and making it more difficult to identify attractive investment 

opportunities. Financial arbitrage is becoming increasingly challenging in the future compared to the past. 

According to Preqin’s recent survey, 83 pct. of respondents are finding the market more difficult to navigate, 

54 pct. reports an increase in competition and 32 pct. cite target firm valuation as the biggest challenge in 

the future (Gatti & Chiarella, 2016). In addition to considerable “dry power” from financial buyers, strategic 

buyers have accumulated quite substantial cash amounts post-crisis, further pressuring prices of targets. In 

fact, cash-rich strategic buyers accounted for the majority of buyout-backed exits in 2016 – as they have done 

consistently since the financial crisis (MacArthur et al., 2017). 

In relation to paying higher multiples, recent research from BCG, McKinsey and Bain agree that 

operational initiatives constitute a larger fraction of the value creation in portfolio companies (Brigl et al., 

2012; Ghai et al., 2014; MacArthur et al., 2017). The general trend is that long-term operational value creation, 

which adds on to the fundamental value of the firm, is becoming the competitive parameter among PE firms. 

BCG finds that the largest difference from PE-backed companies compared with public and family 

companies was the effectiveness and firepower of the boards. PE firms have significant resources to support 

the boards of portfolio companies, and they spend substantially more time on operational business strategy 

(Meerkatt et al., 2010). Those who excel at operational improvements, and have the required capabilities in 

terms of industry and regional experience for expansion strategies, are likely to attract more capital and 

deliver consistent returns to LPs.  

The relentless focus on cost cutting in companies mean less “quick wins” for PE firms in terms of 

bottom-line improvements. Earnings expansion has to come from top-line growth to a higher extend – by, 

for example development of new products, geographic expansion, improved pricing and enhanced sales 

forces effectiveness. In addition to organic growth, add-on acquisitions constitute a common practise to 

increase the fundamental value. In fact, 91 pct. of PE firms report M&A as the most common approach to 

improve operational value (Brigl et al., 2016). Add-on acquisitions are often justified by expectations for 

value creation through synergies and/or access to superior products, customers etc. The need for full 
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realisation of synergies and operational value-creating improvements in general might take longer time to 

implement successfully, which may provide a reasonable explanation for the longer holding period after the 

financial crisis. Bain find that the median holding period in 2016 was 5.2 years compared to 3.3 in 2008 

(MacArthur et al, 2017). 

 

4. Target analysis 

 Ekornes at a Glance 

Ekornes is the largest manufacturer and distributor of furniture in Norway and listed on the Norwegian 

stock exchange, Oslo Børs. The firm dates back to 1934 when it started manufacturing feathers for furniture, 

which soon was sold all over Norway. Ekornes has full ownership over the brands Stressless, Svane, IMG 

and Contract (B2B) where the majority of Ekornes’ manufacturing is conducted in Norway and products are 

distributed globally. Ekornes is the parent company of the group, and was listed on the Norwegian stock 

exchange in 1995, and the company wholly owns 30 subsidiaries, which include various sales offices as well 

as manufacturing companies (see exhibit 4.1. below for an illustration). 

According to the company Ekornes’ strategy builds around manufacturing and distributing products 

with the highest quality and comfort and a design that appeal to a wide range of customers. The company 

emphasises its positioning in the market as a key element of its strategy and business by carefully selecting 

the best perceived retailers for their collections to comply with the company’s vision. One of the main 

strategical decision has been to achieve the highest possible margins for the retailers in order to secure a high 

priority and increase the attractiveness of the brand – from the point of view of retailers. In this way, retailers 

have a natural incentive to promote Ekornes’ brands in the stores.  
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Exhibit 4.1. Ekornes global sales companies and production plants  

Ekornes has 19 sales companies and 9 production plants around the globe. The majority of manufacturing 

facilities is located in Norway, where production of IMG products takes place in Vietnam and Thailand. The 

company’s headquarter lies in Sykkylven in Western Norway – where it all started. The manufacturing plants 

are organised by segments, i.e. Stressless, Svane , IMG and Contract. Below is a geographical revenue split 

with highlighted main markets: 

 

Exhibit 4.2.  Geographical revenue split 

Sources: Ekornes annual report 2016 and own creation 
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The Stressless brand is the biggest segment of Ekornes, but the IMG acquisition has made Ekornes less 

dependent on Stressless, and IMG now accounts for ~14 pct. of the group’s total revenue (appendix 4.). 

 Business model 

The business model will be analysed with regard to the most value-contributing activities as illustrated below; 

 Design and innovation 

All of Ekornes’ design and innovation activities are carried out in the design and product development 

department in Norway, which employs around 15 full-time designers and product developers. The team 

covers the entire innovation process from idea to production. According to Ekornes, it is essential to design 

and develop product concepts that combine functionality and comfort with products that can be 

manufactured at a high quality and in an efficient manner. The design and patented technologies are 

developed to offer products with the highest comfort and quality. The product development department 

aims to use standardised components in its product development and the company has patented technical 

solutions, designs and product concepts (Annual report, 2016, p. 16/32). 

The pace of innovation will be analysed with regard to (1) new products, (2) new add-on products and 

(3) incremental product changes. Of course, all of these three categories are important to build a solid product 

portfolio, however continually delivering new products is extremely important for both attracting new and 

retaining existing customers. Innovation is seen as a key demand driver from a consumer as well as distributor 

perspective. 

It is complicated to do a quantitative analysis on the historical level of product development because of 

(1) undisclosed lead times against product launches and (2) a difficulty in distinguishing between incremental 

changes and new products. ABG research estimates the historical pace of product development to be 4 to 5 

new products prior to 2014 (ABG Research, 2016, p. 6). In 2014, Ekornes launched 14 new models for the 

Stressless brand, which we believe to be a turning point in terms of innovation. Stressless revenue (currency 

adjusted) experienced a 2.2 pct. growth in 2015. This is believed to be a consequence of the higher innovation 

pace, and in the 2016 annual report management states innovation to be focal for pursuing opportunities 

ahead. Everything else being equal – due to considerable lead time –  the increased innovation levels should 

materialise in to financial increases in 2016 and 2017. However, 2016 Stressless revenue displayed a decrease 

Design and 

innovation
Production

Distribution and 

marketing
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of 3.5 pct. compared to 2015 where North America was the only market with growth in Stressless revenue. 

We note that Stressless lost NOK ~50m in revenue due to periodization, which caused a large part of the 

decrease (Annual report 2016, p. 43). The launch of Stressless Signature Series in 2015, a recliner that features 

the Ekornes-innovated BalanceAdapt7 and can take a 180˚ sleeping position, was well received in the North 

American market and the Signature Series now account for over 20 pct. of total sales (Annual report, 2016, 

p. 16).  

We assess that Ekornes has renewed the product portfolio at too low a pace during the last decade – in 

line with what the management communicates. Recent accounts state that new products have been well 

received by consumers, however we assume a biased view from management as revenue growth has been 

lower than the general market growth. 

As mentioned, innovation is a key demand driver from a consumer as well as a distributor perspective 

(note that Ekornes’ direct customers are distributors). By continually delivering new products, Ekornes will 

enhance the attractiveness of the company from a distributor perspective, which is key to deliver future top-

line growth. It is crucial that new products are well-adopted by the consumer markets and it is our 

understanding that Ekornes have developed a strategy that aims for a more rapid development of new 

products compared to recent years – based on 2015 and 2016 annual reports. 

 Production 

In contrast to most global furniture production that now occurs in low-cost countries in Asia, Ekornes 

manufactures most of its furniture in Norway. Apart from the factories in Norway, IMG has two plants in 

Vietnam and one in Thailand (Exhibit 4.1.), and IMG’s production involves a high degree of vertical 

integration, with in-house manufacturing of the majority of components used in IMG’s final products (all 

design and innovation activities are in Norway).  

Stressless products are manufactured at five factories, of which four are in Norway and one in the U.S., 

and manufacturing is divided between component production and assembly of end-products. Production is 

order-driven. The component production is highly automated and makes extensive use of advanced 

production equipment, including industrial robots. Production facilities is planned to be specialised such that 

processes requiring the same competence and equipment are co-located, which – together with component 

production – aim to facilitate extensive automation.  

__________________ 

7 BalanceAdapt Technology allows the seat to further adapt and move with your body’s adjustments 
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In 2016, ‘several initiatives’ were implemented with the aim of enhancing manufacturing efficiency 

according to management – including e.g. bringing the Stressless sofa production in one factory and a general 

co-location of production (Annual report 2016, p. 17, 43). This happened as part of the efficiency 

improvement programme, initiated in 2014, in which the goal is to shave NOK 150m of the group’s 2014 

annual cost base. The factory in the U.S. carries out sewing and assembly operations based on sofa 

components manufactured in Norway, and was established in 2011 to reduce lead times for Stressless sofas 

to the distribution network in the U.S. 

 Distribution and marketing 

Ekornes distributes its products through third party retailers including independent retailers and furniture 

chains, thus functioning as a supplier of both its branded furniture and its marketing and product concepts. 

A stated goal for Ekornes has for many years been to deliver the best level of profitability for its distributors. 

This seems quite intuitive since higher profitability retailers de facto enhance the incentive to promote such 

products in stores. However, on the other hand it may trade off some margin points, but the exact optimal 

trade-off between lost margin points and improved in-store marketing effort is nearly impossible to assess 

as it depends on the exact price-quantity combination. Another key point to note is that Ekornes usually 

gave distributors exclusive rights in respective geographic areas. One obvious disadvantage from this strategy 

is consumers’ limited exposure to the brands as they were available at few exclusive distributors. For retailers 

the change may be somewhat negative as they previously had exclusive geographic rights for Stressless 

products, but now are limited to exclusivity for a certain product line within e.g. Stressless. 

It has been deemed crucial to develop a new innovation, marketing and distributor network for creating 

revenue growth in Stressless. Therefore, Ekornes launched a new sales and customer strategy in 2016. The 

strategy aims to significantly increase the number of distributors in most markets, and several new products 

and product concepts were introduced. To ensure exclusivity for the individual distributors and maintain the 

principle of selective distribution, Ekornes launched two equal Stressless collections, which enabled presence 

in more stores and enhance consumer exposure to its brands. At the end of 2016, there were 260 more 

Stressless distributors compared to the end of 2015 (Annual report, 2016, p. 43). 

 Business segments 

The Ekornes Group operates through four separate business segments, namely; Stressless, Svane, IMG and 

Ekornes Contract. A general introduction to the brand portfolio, is provided below. 
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 Stressless and Ekornes Collection 

Stressless is Ekornes’ largest product segment and accounts for 

~75 pct. of the group’s total revenue. The Stressless and Ekornes 

Collection are mainly reclining chairs and sofas, but the Stressless 

& Ekornes Collection brands also include office chairs as well as 

smaller tables and ottomans.  

 

Market segment and positioning Most of Ekornes’ Stressless 

furniture is manufactured in Norway and a factory in the U.S. While 

a significant part of the company’s competitors is producing or 

outsourcing their production to low-cost countries, Ekornes states 

that they intend to maintain production location as it is currently. 

The company has invested heavily in production technology and 

automation. The brand is on the verge of being classified as a high-

end brand as it offers products of high quality in the mid-to-high 

price segment. Stressless is one of the most recognised furniture 

brands in the world, according to the company. The perceived high 

quality is associated with the manufacturing roots in Norway, where 

the company’s extensive production experience ensures efficient 

production of high quality furniture. 

 

Growth and financial development Stressless has experienced 

little to no revenue growth in recent years and the business segment 

has acted fairly stable. But with a significant increase in the pace of 

innovation and the introduction of new product lines, combined 

with a change in the distribution strategy (as described above), we 

believe Stressless has the possibility to grow at a higher pace in the 

future.  

 

 

 

Stressless at a glance 

Originated: 1971 

Products: Recliner chairs and sofas 

Production capacity (units/day): 1,650 

Top market: Central Europe 

Segment: Mid to upscale 

Revenue (2016): NOK 2,363m 

Pct. of total revenue (2016): 75.2 

Select financials 
 

Historical revenue development  
 

Revenue split by market 
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 Svane 

Ekornes started to produce Svane mattresses for the Norwegian in 

1937, and now the brand is one of the most well-known bed brands 

in the country. The segment accounts for ~9 pct. of Ekornes’ 

revenue and are produced by the subsidiary Ekornes Beds AS, 

which have its manufacturing in Fetsund, Norway.  

 

Market segment and positioning Product development has had 

the highest priority the last couple of years in alignment with 

Ekornes’ strategy. The bed and mattress market is highly price 

competitive, which is challenging for a brand that has a range of 

products marked as upscale. Svane has some advantages in 

patented solutions, but still has to compete on price and as a 

response, the company has launched products in the lower price 

segment. While the market in general has been very challenging, 

there has been a change in conditions lately, where the market in a 

higher degree starts to favour higher priced products and their 

perceived quality (possibly due to improved economic conditions). 

Ekornes continues to launch the brand in new markets, and in 2016 

the brand was launched in the Netherlands.  

Growth and financial development Ekornes made substantial 

changes to its value chain, which resulted in improving revenue in 

2016. Svane achieved a 13 pct. growth in revenue in 2016, and since 

the company started restructuring the value chain in 2013, the 

results have improved significantly, after a no-growth trend for 

almost a decade. In 2016, the segment saw stable revenue growth 

in Norway which constitute its biggest market. 

 

Svane at a glance 

Originated: 1937 

Products: Beds and mattresses 

Production capacity (units/day): n.a. 

Top market: Norway 

Segment: Mid to upscale 

Revenue (2016): NOK 271m  

Pct. of total revenue (2016): 8.6 

Select financials 
 

Historical revenue development  

 
 

Revenue split by market  
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 IMG 

IMG is an independent business area within the Ekornes Group, 

with manufacturing plants in Vietnam and Thailand. The IMG 

product range consists of living room furniture such as recliner 

chairs and sofas, and the brand targets a wide range of customers 

in the mid-price segment. IMG was founded in 2006 and acquired 

by Ekornes in 2014 and has quickly grown into a major brand with 

Scandinavian style inspiration. 

 

Market segment and positioning IMG has targeted major 

furniture chains as well as independent distribution units as its main 

customers. IMG furniture is distributed to a broad spectrum of 

markets, i.e. Australia, New Zealand, the United States and 

Scandinavia, and are in the process of entering more markets in 

Europe, where the company is establishing new sales offices. The 

company produce furniture of quality and comfort at reasonable 

prices in order to reach the brands strategy of targeting a broad 

consumer base. IMG is expected to thrive from Ekornes’ solid 

distribution network and sales offices. 

Growth and financial development IMG has witnessed solid 

growth, since company originated a decade ago. As Ekornes 

struggled with low growth, the acquisition of IMG was identified 

as a solid addition to the group. IMG was acquired in 2014 and the 

figures from its operation was consolidated in Ekornes’ financial 

reports late 2014, and IMG has displayed a solid growth since then. 

IMG’s operating margin is significantly above the rest of the groups 

margins.  

 

IMG at a glance 

Originated: 2006 

Products: Chairs and sofas 

Production capacity (units/day): 450 

Top markets: Scandinavia/USA, 
Canada/Australia and New Zealand 

Segment: Midscale 

Revenue (2016): NOK 452m 

Pct. of total revenue (2016): 14.4 

Select financials 
 

Historical revenue development  
 

Revenue split by market 
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 Ekornes Contract 

Ekornes Contract was originated in 1989 and has its office in 

Sykkylven, Norway. The segment focuses on delivering furniture to 

the hotel as well as the shipping/offshore industry and the general 

office furniture market in Norway. Ekornes Contract sells 

Ekorness Stressless and Collection products (Ekornes Collection is 

a product line within the Stressless brand) as well as other group 

brands. 

 

Market segment and development Due to the shipping and 

offshore market being severely challenged the last couple of years, 

which historically has been Ekornes Contracts biggest market with 

roughly 60 pct. of sales, the Contract business has been negatively 

affected accordingly. As the market conditions in oil-related 

industries are in trouble as a consequence of recent low oil prices, 

Ekornes Contract is expected to struggle on the short-term 

compared to the business in earlier years. However, the oil market 

has shown signs of improvement as oil prices have started to gain, 

which is expected to be reflected in revenue and earnings in the 

years to come.  Larger and modern fishing boats also constitute a 

segment in which the company sees potential. The hotel market 

showed a slight decrease for the contract business segment in 2016, 

while the office furniture market has seen minor growth (Annual 

report, 2016, p. 22). On the positive side, Ekornes Contract 

managed to get a deal with Radisson Plaza in Norway, which will 

lead to every room in the building having an Ekornes product. 

 

Ekornes Contract at a glance 

Originated: 1989 

Products: Interior furnishing 

Production capacity (units/day): n.a. 

Top markets: Offshore and hotels 

Segment: Upscale 

Revenue (2016): NOK 58m 

Pct. of total revenue (2016): 1.8 

Select financials 
 

Historical revenue development  
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 Recent development in main markets 

Ekornes generated revenue of approx. NOK 3bn in 2016, down by roughly 1 pct. from 2015 revenue (in a 

growing market, indicating loss of total market share). The company experienced solid revenue CAGR of 

8.3 pct. from 2014 to 2016 – however growth relates to IMG, which remain a relatively minor part of total 

revenue (14.4 pct. in 2016). Organic growth was negative for Stressless and Contract and Ekornes reports 

that they are losing market share in the Stressless and Contract segments (Annual report, 2016, p. 8).  

 

Stressless Though Stressless in North America grew by 3 pct., other main markets such as Central Europe, 

Japan and Australia/New Zealand were down by 5.7 and 5 pct. in revenue respectively in 2016. According 

to management, the distribution expansion strategy seems to have a positive effect, especially on the German 

market where the number of distributors where up by 53 new retailers and revenue increased by 4 pct. 

However, the Central European market is struggling with the Austrian market being the main driver behind 

the negative development. 

The US market have experienced a positive development identical to the one for Germany and the 

company is actively campaigning to increase the number of distributors – Stressless products are now sold 

through 664 retailers. The North American market, including the US, Canada and Mexico, were up by 2 pct. 

and constitute the biggest market (~26 pct. of the group’s sales).  

A general positive development was evident in the Nordics – excluding Norway with revenue down by 

8 pct. compared to 2015 – where sales in Denmark, Sweden and Finland were up by 2, 9 and 3 pct. 

respectively. The Southern Europe market, including France, Belgium, Italy and Spain, fell by 10 pct. in 2016 

compared to the previous year, which is attributable to strong and growing competition in this market. 

Regarding UK/Ireland market, which constitutes 6 pct. of revenue, sales fell by 3 pct.  

 

IMG The IMG segment is in good shape with increasing margins and satisfactory revenue growth of 4.6 

pct. in 2016 compared to 2015. Management state that they have higher ambitions, both in terms of margins 

and revenue, where the latter should be positively affected by the brand currently entering new markets. We 

firmly agree on managements view and believe that IMG is well positioned for geographical expansion as it 

target customers in the midscale segment and the production set-up in Thailand and Vietnam facilitates 

higher margins compared to Stressless, Svane and Contract (see exhibit 6.3). 
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Svane delivered negative margins in 2014 and 2015, although the company saw a considerable growth in 

revenue. The main market, Norway, had a relatively stable year in 2016 compared to 2015, while the German 

market surprised positively. The operating margin for 2016 turned positive of 0.5 pct. in 2016. 

 

Ekornes Contract experienced positive development with strong sales to Radisson Plaza Oslo – the tallest 

building in Norway. The segment delivered a revenue growth of approx. 8 pct., but margins were down from 

15 pct. in 2015 to 9 pct. in 2016. 

5. Strategic analysis 

The strategic analysis follows the framework developed by Johnson et al., known as the Exploring Strategy 

Framework and illustrated in exhibit 5.1. below (Johnson et al., 2011, p. 11-12): 

 

Exhibit 5.1. The Exploring Strategy Framework 

The framework divides the strategic actions into three categories; strategic position, strategic choices and 

putting these into action. In this chapter we put light on the strategic position, i.e. how the strategy is affected 

by the external environment, whereas section 7. covers strategic choices. 

We define the market as European upholstered home furniture market as EU constitute over 60 pct. of 

Ekornes’ revenue. Since Ekornes is active in most sub-sectors of the broad furniture market – such as living, 

bedroom and office furniture – we analyse the overall upholstered furniture market as a focus on specific 

sub-sectors would undermine the true competitive landscape.  

Refer to appendix 5.for a discussion around dynamics shaping the furniture industry.  

Source: Johnson et al., 2011 
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 External market forces 

The analysis of the external macro environment is carried out through the PESTEL framework. 

Politics and law 

The political element of this chapter highlights the most significant political factors in the macro environment 

affecting furniture businesses. Generally, politics and law affect the company in terms of legal issues and 

government regulations – and define the formal and informal rules businesses must comply with. A common 

trend seen in recent decades is fewer trade regulations, which has contributed to increased international 

furniture trade. In addition, the industry has seen an increasing share of world furniture production from 

emerging economies (Renda et al., 2014). Most notably is the recent emergence of China as the largest 

furniture manufacturing country in the world, replacing the U.S. China has gone from a global share of 10 

pct. of production in 2003 to 40 pct. in 2012 (Renda et al., 2014). 

As a member state of the European Economic Area (“EEA”), Norway benefits from the agreement in 

terms of the free movements of goods, persons, services and capital, and flanking policies such as transport, 

competition, social policy consumer protection and company law (Eurpean Commision c). The furniture 

industry is affected by tariffs and value added tax (“VAT”) and the EEA determines most of these in the 

EU, thereby particularly relevant for import of goods outside the EU as it reduces the gross profit of products 

which requires such input materials. According to Eurostat, the value of imported furniture, mattresses and 

similar stuffed furnishing increased from EUR 10,222m in 2005 to 16,402m in 2015. The EEA provides a 

high degree of economic integration and stability in terms of trade regulation among members of the EEA, 

which constitute over 60 pct. of Ekornes’ revenue. However, the strength of the EU has been questioned 

after the UK’s withdrawal (“Brexit”). Some argue that Brexit signals a strength in the protectionist feeling 

among Europeans and might motivate other member states to push a similar referendum. Indeed, an Open 

Europe analysis of Council voting patterns notes that the protectionist bloc (including France, Italy, Spain, 

Greece, Portugal and Cyprus) will gain collective weight and the Northern liberal block (including the UK, 

Germany, Sweden, Denmark, the Netherlands, Finland and the Baltics) will decline post Brexit (Patel & 

Reh). Exhibit 5.2. displays an index of global political uncertainty based on newspaper articles regarding 

policy uncertainty.  
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Exhibit 5.2. Global political uncertainty index 

 The general political uncertainty is expected to have a negative effect on the furniture industry as it may lead 

to businesses postponing or cancelling investment decisions until uncertainty has declined. 

Laws regulating e-commerce also constitute a significant factor affecting the furniture business as e-

commerce continues to gain recognition as mark et place for capital goods. This is particularly relevant with 

regards to goods outside the EU. As a result of the general development in e-commerce and digitalisation, 

the European Commission proposed a strategy for a single digital market in 2016. This aims to integrate and 

rectify cross-border e-commerce and enforcement of consumer protection laws and ensure more efficient 

package deliveries. This is likely to facilitate fiercer competition among companies within the EU and less 

competition from non-EU competitors. 

In addition, 2016 was the year Donald Trump was elected as President of the U.S. and the exact 

consequences of his election are still to be revealed. However, it seems likely that he will enhance 

protectionism in the U.S. – and the withdrawal from the Trans-Pacific Partnership signals an intention of 

fulfilling – at least some of – his rather aggressive campaign promises. Whether Trump has the needed 

support from the Congress to actually pass the promises that needs support from the Congress, such as e.g. 

cutting taxes and renegotiate or withdraw from NAFTA, is uncertain. Nevertheless, both Brexit and Trump 

constitute significant political uncertainty in the years to come.  

The current low interest rate environment, as a political response to the financial crisis and the 

subsequent recession, have supported growth in the furniture market as it incentivises consumers to increase 

consumption. Exhibit 5.3. displays the development in 10-year zero coupon government bonds: 

 

Source: Baker et al., 2015 
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Exhibit 5.3. Spot rate on Euro zero-coupon 10-year government bond (AAA rated)  

Many homeowners have refinanced their adjustable-rate mortgage (“ARM”) as a consequence of the current 

low interest rates, thereby reducing the monthly ARM payments and increasing homeowners’ disposable 

income. Further, homeowners have enjoyed increasing house prices which increase the equity value, often 

allowing for additional lending for financing capital goods such as furniture. It can be argued that the political 

response to the crisis, i.e. expansionary monetary policy by central banks, have been a significant contributor 

to increasing house prices. Conversely, some fear that interest rate hikes could slow down the housing market 

and increase monthly ARM payments, thereby affecting the furniture industry.  

Taxation policies are of great importance to businesses as it decreases companies’ after tax profit. In 

Denmark, corporate tax rates have been gradually decreased from 28 pct. in 2006 to 22 pct. today, effectively 

increasing corporates after-tax profits (kpmg.com). Norway added on to this trend by also reducing the 

corporate tax rate to 24 pct. in 2017 (taxinsights.ey.com). 

Economic 

The development in the furniture industry generally tend to follow private consumption and disposable 

income – as for most other consumer durables. Particularly relevant for both online and offline consumer 

retail products, in addition to private consumption and disposable income, is consumer confidence, the 

unemployment rate, inflation and price development of input materials. Since most furniture manufacturers 

export products to various countries, income is exposed to exchange rate fluctuations. 

When we run a regression of growth in the Norwegian furniture industry against overall European 

private consumption growth from 2006 to 2016, we get the following output: 

 

 

 

Source: Eurostat 
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Exhibit 5.4. Regression of furniture industry growth against private consumption from 2006 to 2016 

The regression yields a coefficient of determination of 0.772, meaning that the change in annual private 

consumption within the EU explains roughly 77 pct. of the variation in the change in the Norwegian furniture 

industry (excluding kitchen furniture) throughout the period. A high correlation between private 

consumption and the furniture industry is expected to continue in the future.  

As evident from the left graph in exhibit 5.5. below, the EU have experienced inflation from 2006 to 

2014, measured by the Harmonised Consumer Price Index (“CPI”) excluding energy, whereafter inflation 

have remained relatively stable. The ECB aims to maintain price stability, i.e. inflation of 2 pct., to safeguard 

the euro which is essential for economic growth and job creation (ecb.europa.eu). Meanwhile, during the 

period from 2014 to 2016 with stable CPI, house prices within the EU have soared: 

 

Exhibit 5.5. European economic indicators from 2006 to February 2017 

In addition, exhibit 5.5. illustrates that consumers have gained confidence toward their private economy  

since the financial crisis, and households have enjoyed increasing real disposable income in recent years. 

Sources: Eurostat, Statistisk Sentralbyrå and own calculations 
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These are favourable trends for the furniture industry since customers are more likely to purchase durable 

goods when disposable income is increasing and households have a more positive view on their economy. 

Generally, low inflation combined with higher real disposable income will increase consumers’ purchasing 

power – and even though inflation is expected to increase (if the ECB is to reach its inflation target of 2 

pct.), the purchasing power is expected to increase as wages increase relatively faster. From 2009 to 2015, 

the compensation of European employees have increased at a CAGR of 2.6 pct. (ec.europa.eu). 

Taking the overall improvement in the labour market, i.e. lower unemployment and wage growth, 

(exhibit 5.6. below) and improvements in financial expectations among consumers into consideration, private 

consumption is expected to grow in the coming years (ECB, 2017). Also, the general favourable bank lending 

conditions within the EU is expected to support growth in private consumption as it redistributes households 

from net savers to net borrowers. Conversely, expectations for higher interest rates are expected to have a 

negative impact on the furniture industry.  

If we look at the general economic indicator, real GDP growth (exhibit 5.6. below), it is clear that the 

EU have not achieved significant GDP growth since the financial crisis, and forecasts (illustrated as the 

dashed line) remains slightly below 2 pct., mainly driven by higher private consumption expectations.  

 

Exhibit 5.6. EU real GDP growth and unemployment rate  

Technological factors 

Refer to appendix 6. For a discussion around technological factors and expected gains from technological 

development. 

Source: Eurostat and ECB 
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 Competitive forces 

To assess the future profitability and ability to create value in the furniture industry, an analysis of the 

competing forces and rivalry is carried out through Porters’ competitive framework (2008), known as porters 

five forces. 

 Porters five forces 

The power of buyers 

When assessing the negotiation power of buyers it is important to ditinguish between actual buyers and end-

customers. Most furniture manufacturers use third-party retailers to distribute its products, such as 

independent retailers and furniture chains, and for the majority of players in the industry, independent 

retailers are the relevant buyers to asess. However, the largest player in the industry, IKEA, covers the entire 

value chain internally. A typical furniture manufacturer also carries out marketing and branding activities for 

their products –retailers main function is to distribute products to end-users (which is private consumers). 

Further, it is important to bear in mind that end-consumers ultimately determines the products that are 

demanded, thereby having a direct effect on retailers’ demand on furniture from manufacturers. Generally, 

manufacturers can increase the attractiveness of their products by increasing retailers’ profitability from 

selling furniture.  

If we divide the market into discount furniture and differentiated, branded furniture, the price sensitivity 

of customers tends to vary greatly. In addition, we distinguish between suppliers who distribute its products 

internally and through third-party retailers. For discount players distributing its products directly to end-

customers, buyers generally have little negotaition power as they have little financial muscle and such players 

are rarely affected when individual consumers switch supplier. On the other hand, buyers of discount 

furniture are extremely price sensitive, which tend increase their negotiation power. Adding on to a relatively 

high buyer power is the low switching costs from choosing other products.  

Regarding differentiated, branded furniture, which is long-term purchases as it digs rather deep into 

consumers disposable income, buyers are more likely to shop around for several alternatives in terms of 

price, quality and design rather than brand loyalty (MarketLine, 2016). However, the ability to differentiate 

and create a preference for its products is essential to attract customers and increase brand loyalty – thereby 

reducing buyer power. In a survey by Renda et al. (2014), 66 pct. of respondants state design to be the most 

important aspect when buying furniture while 66 pct. states brand to be least important. In the same survey, 

60 pct. answered that a reasonable price is the second most important aspect when choosing furniture. 
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When looking at furniture manufacturers supplying its products through independent retailers, the 

negotiation power of buyers further increases since the number of buyers is reduced significantly. In this 

case, retailers have full control in terms of what products to include in its offering – and it is up to 

manufacturers to develop products which ensure the right incentive to distribute them. End-customers are 

key to address retailers objectives as they ultimately determines which products retailers are able to sell at 

prices that allow acceptable profitability for the manufacturer as well as the retailer. To provide an example, 

Ekornes has for several years had the stated goal to deliver the best level of profibatility for distributors. This 

makes logical sense because if distributors enjoy high margins on their products, it is in their own best interest 

to promote those products.  

The general change in consumer behaviour towards buying durable goods online is causing even higher 

negotiation power of buyers as the number of alternatives is increased significantly and switching costs are 

further reduced.  

Conclusively, buyers have high negtioation power. 

The power of suppliers 

The majority of furniture manufacturers rely on independent suppliers of input materials. Most important 

raw materials for producing upholstered furniture include solid wood, wood-based panels (particleboards 

and MDF etc.), plastics, metal, fabrics, leather and glass (ABG Research, p. 7). Prices of such raw inputs have 

trended downwards recently, however they typically constitute the major cost component for manufacturers 

(together with labor costs). 

As input materials constitute the majority of operating costs, it is important to identify suppliers of such 

inputs who are able to deliver the best prices to increase manufacturers’ profitability. On the other hand, the 

quality of input materials is of high importance to end-customers, which tend to create long-term 

relationships between manufacturers and suppliers – increasing supplier negotiation power. 

Some players in the industry, including e.g. IKEA, covers the entire value chain internally, which reduces 

suppliers bargaining power. The threat from backward integration in the perspective of suppliers, i.e. that 

manufacturers acquires suppliers or expand production to such activities, significantly reduces suppliers 

bargaining power. Keeping in mind that the furniture industry is highly fragmented, it seems unlikely that 

players integrate backwards as it requires a certain production volume due to EoS. 
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The threat from forward integration, i.e. that e.g. sawmills integrate into furniture production, is low 

since most furniture manufacturers are concentrated toward specific product lines – such as recliners, beds 

or sofas etc. – and the production of such products requires significant expertise and know-how. 

Further, considering the fact that such products are relatively undifferentiated, pulls toward a low 

bargaining power of suppliers. Additionally, switching costs are argued to be low as suppliers of raw inputs 

tend to compete on price. 

The EU and its Member States have taken steps in order to promote wood as the preferred fuel in 

production of biomass energy and as a result, the European wood energy market has continued to expand. 

Wood harvested for fuels witnessed an average increase of 4.6 pct. from 2009 to 2011 (Renda et al., 2014). 

The increased demand for woody biomass from the renewable energy sector has not been matched by 

corresponding increase in the wood supply, leading to higher prices and negotiation power of wood suppliers 

(Renda et al., 2014).  

Conclusively, suppliers have moderate negotiation power. 

Threat from new entrants 

The general lack of brand strength among most manufacturers means that new entrants have the opportunity 

to enter the market on the cost of existing players. However, since design and price are of particular 

importance to end-customers, new entrants are met with high requirements in their capabilities to develop 

and market products of compelling design at reasonable price levels. The price element is particularly true 

for undifferentiated products, such as Ikea’s, since such customers tend to focus on price to a higher extend. 

Adding on to this, discount manufacturers have the main advantage of benefitting from large EoS, which is 

a major entry barrier – making it difficult for new entrants to enter this market segment profitably. In 

addition, Ikea is a dominant player in this segment and its brand enjoys strong reputation and recognition 

among customers in the EU (MarketLine, 2016). Interestingly, Italy is an exception to this. Despite Ikea’s 

presence in the country, the furniture market is more fragmented than many other European countries, 

though with players like Semeraro and Modo Conecenienza as major players, which may offer an opportunity 

for new players to enter Italy and expand into other European countries at a later stage since low EoS 

minimise entry barriers. 

 Distribution channels constitute a significant barrier of entry for manufacturers, and new entrants would 

have to convince retailers that it would be profitable to include their products in retailers’ offering. On the 

other, as e-commerce within furniture further increases, new entrants will see eased access to consumers. 
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Adding on to the pressure from new entrants, EU competition law on vertical agreements, defined as 

agreements entered into between companies operating at different levels of the production or distribution 

chain, restricts formal agreements between manufacturers and distributers – thereby promoting new players 

to enter (European Union, 2010). Additionally, negligible switching costs for buyers encourage new entrants 

to the market.  

Table 5.1. below provides an overview of relevant key statistics to assess the attractiveness as well as the 

development in the European furniture industry. Both total revenue in the industry as well as number of 

enterprises have declined as compared to pre-crisis levels, indicating some degree of consolidation in the 

market. However, the number of enterprises have declined less than total revenue in the industry, resulting 

in a declined revenue per store of EUR 0.74m per company in 2013 compared to EUR 0.91m in 2006. In 

addition, the overall EBITDA margin have declined significantly from the peak of 11 pct. in 2008 to 6 pct. 

in 2013. Generally, the statistics in table 5.1. indicate that the European furniture industry is relatively 

unattractive for the average manufacturer, hence little incentive to enter the market. The sluggish growth in 

the European furniture market, which grew at a CAGR of 0.8 pct. from 2011 to 2015, further reduces the 

threat from new entrants.  

Conclusively, the threat from new entrants is moderate to high. 

 

Table 5.1. European (EU28) furniture manufacturers – key overview statistics  

Threat from substitutes 

Generally, few obvious substitutes for furniture exist. Some items, e.g. tables, can be home-made, however 

this constitute a rather weak threat of substitution as it can be highly time-consuming and few consumers 

have the required skills to make furniture of the necessary quality and design. 

Source: Eurostat and ABG Research 

Key statistics 2006 2007 2008 2009 2010 2011 2012 2013

Number of enterprises 134,210 134,854 128,000 125,000 130,000 125,000 126,000 123,774

Total revenue, EURm 121,528 115,240 90,000 95,000 90,000 94,000 93,345 91,656

Revenue per enterprise, EURm 0.91 0.85 0.7 0.76 0.69 0.75 0.74 0.74

Persons employed n.a. 1,277,800 1,206,800 1,093,100 1,040,000 1,000,000 1,000,000 998,700

Average employees per enterprisen.a. 9.5 9.4 8.7 8 8 7.9 8.1

Revenue per person employed n.a. 0.09 0.07 0.09 0.09 0.09 0.09 0.09

Personnel costs / revenue 20% 22% 28% 23% 24% n.a. 23% 23%

Industry EBITDA margin 9% 11% 11% 7% 8% 8% 6% 6%

CAPEX / revenue n.a. n.a. n.a. n.a. n.a. n.a. 2.90% 3.20%
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One of the more obvious substitutes is the purchases of second-hand furniture – and well-known online 

platforms such as eBay, and local online as well as offline retailers of second-hand furniture constitute the 

biggest threat from substituting products. However, the threat from such substitutes are greatest for discount 

furniture and close to negligible for the mid to upper price segment as customers in this segment are unlikely 

to purchase pre-used furniture (MarketLine, 2016). Customers in the mid to upper segment are more likely 

to search for retailers specialised in offering demo furniture from, e.g. showrooms, however the volume of 

these products is limited. Non-profit networks such as The Freecycle Network, with over 9m members 

worldwide, also constitute a valid substitute to purchasing from traditional retail shops or directly through 

manufacturer outlets. Such networks offer an alternative to offload furniture for free rather than into 

landfills. Considering the current trend toward recycling and increased environmental focus, this substitute 

may become more common in the future (and if furniture is renewed more frequently by consumers). 

Conclusively, the threat from new entrants is low to moderate 

Internal competitive rivalry 

As mentioned, the European furniture market is relatively fragmented with a large number of national and 

regional players with little market share, and some large players. According to CSIL research, 200 of the 

major furniture manufacturing companies provide approx. 20 pct. of total world furniture production, 

whereof 84 of those companies are headquartered in Europe (Renda et al., 2014). The significantly largest 

furniture manufacturer in Europe is Ikea, with EU accounting for 72 pct. of revenue in 2015 (excluding 

Russia). Regarding discount furniture, Ikea is dominating the market and enjoys great recognition in this 

price segment. Ikea’s production volume of ready-to-assemble furniture enables highly standardised 

production and considerable EoS. However, as the economy continue to improve and consumers’ 

purchasing power increases, small-scale discount furniture suppliers – e.g. Sofakompagniet which recently 

was acquired by Swedish PE firm Procuritas – may evolve to represent low-price furniture with attractive 

design, potentially challenging Ikea’s dominance on specific product lines such as sofas. 

Generally, the branded furniture market is characterised by a high number of enterprises most of which are 

small (~125,000 enterprises with an average turnover of less than EUR 1m, referring to table 5.1). This 

indicates fierce competition among players in the European furniture industry. Additionally, number of 

companies have declined relatively less than total revenue from 2006 to 2013, indicating increased 

competition. The industry average EBITDA margin of 6 pct. In 2013, which is low compared to historical 

pre crisis-levels of 11 pct., supports the fact that competition has increased.  
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Table 5.2. European (EU28) and world furniture consumption from 2003 to 2012 

One possible explanation of the decline in the European market is the shift in who consumes furniture. 

Table 5.2. depicts the development from 2003 to 2012 in European and global furniture consumption, which 

shows a declining European share of global consumption due to negative growth recent years whereas world 

consumption has grown considerably. In addition, pct. share of consumed by high income countries has 

fallen from 82 pct. in 2003 to 53 pct. in 2012 (Renda et al., 2014). 

 

Table 5.3. Furniture import / consumption ratio (% in 2012) by select regions  

Table 5.3. provides an overview of select regions’ furniture import / consumption ratios in 2012, showing 

that Europe is a relatively open market compared to developing markets such as Asia and Pacific and South 

America. It is argued that a trend toward more open markets would allow European companies to enjoy 

growing demand from those regions. This could potentially take off some of the competition pressure among 

European competitors as the competition for market share within EU will decrease. 

Though the industry generally is characterised by differentiated products, consumers are not very loyal 

to brands and tend to focus on quality, design and price, which intensifies competition in the market. Adding 

to a highly competitive landscape is the low switching costs and the fact that consumers are exposed to a 

diverse range of brands. Additionally, new entrants are likely to appear if they are able to develop appealing 

designs at reasonable prices, potentially causing even fiercer competition.  

Conclusively, the internal competition is high. 

Source: Renda et al., 2014 

Region ratio

Asia and Pacific 8%

North America 40%

EU28 47%

Norway, Switzerland, Iceland 76%

Other Europe outside the EU (incl. Russia) 33%

South America 10%

Middle East and Africa 49%

Consumers of furniture 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

EU28, EURm 80,566 84,508 87,422 92,418 97,695 95,402 81,171 83,082 82,789 80,337

Growth - 4.9% 3.4% 5.7% 5.7% -2.3% -14.9% 2.4% -0.4% -3.0%

World*, EURm 225,847 232,855 252,532 271,649 280,987 278,039 260,909 295,362 314,027 346,629

Growth - 3.1% 8.5% 7.6% 3.4% -1.0% -6.2% 13.2% 6.3% 10.4%

EU28 share, % 35.7% 36.3% 34.6% 34.0% 34.8% 34.3% 31.1% 28.1% 26.4% 23.2%

*Note: World estimates include 70 countries, which practically constitute world production 

Source: Renda et al., 2014 
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 Positioning 

As discussed in the competitive analysis in section 5.3, the internal competitiveness of the industry is intense 

and characterised by a large amount of SMEs and some dominant players. Design and quality are consumers’ 

main consideration, and therefore an obvious way for players to differentiate from competitors.  

It is difficult to single out direct competitors of Ekornes in regards of positioning as the company holds 

a rather wide product range. Some companies such as Himolla and Hellegjerde are considered key 

competitors as they offer products that directly compete with Ekornes. Since the competitive landscape 

reaches wide and is highly fragmented between geographical markets, we consider it inappropriate to single 

out competitors as it undermines the true competitive environment. Instead, we have selected some of the 

most relevant competitors in exhibit 5.7 below, which illustrates Ekornes’ market position in terms of quality 

and price. 

A part of Ekornes’ strategy is directly linked to its positioning in the market – the firm aim to be 

“Europe’s leading furniture producer and be renowned for its quality in all areas … and offering products 

to a price and with a design that addresses a broad range of consumers” (annual report, 2016, p. 4). Further, 

Ekornes aims to develop and produce products that are comfortable and functional, and to be the leader in 

the niche of Scandinavian reclining chairs, illustrating how the firm intends to position itself. The distribution 

strategy also emphasises branding of the products and aims to create the right perception by consumers by 

distributing through well-reputed and selectively chosen distribution channels. To provide an example, the 

company terminated a long-lasting distribution contract with Skeidar, a Norwegian furniture retail chain, and 

entered new contracts to enhance consumer exposure and ensure a more efficient distribution of its products. 

A part of the distribution strategy is to give select distributors exclusivity of product lines. In addition, 

Ekornes has sales offices in a range of countries to ensure that they maintain a quality composition of retailers 

(exhibit 4.1 provides an illustration of sales offices). 

We believe it is fair to place Ekornes’ products in terms of price and quality in the upper mid-range of 

the furniture industry. Regarding Ekornes’ main brand, Stressless, the firm seeks to stay ahead of competitors 

in relation to development and quality, and the company released a record of new models in 2016. While 

there has been a fairly moderate renewal of the product portfolio recent years, the company now seems to 

highlight the importance of innovation – and speeding up the pace of innovation is now a major focus in 

order to support future growth. Consumers are generally not very brand loyal and perceive design, quality 

and price as the most important feature when purchasing furniture. This highlights the importance of 
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developing appealing products of high quality in order to maintain its position in the market and follow 

consumer trends (see section 4.2.1.). Stressless is today the most well-known furniture brand in Europe and 

it is estimated that over 85m people worldwide recognise the brand name (annual report, 2016, p. 9).  

In line with Ekornes’ strategy, Svane has renewed its product portfolio quite heavily lately, where the 

brand has seen significant changes the last few years to improve the business. The market is characterised by 

little focus on differentiation, which has intensified price competition. The fierce competition is evident in 

Svanes profitability, which has been operating at a loss for several years until 2016 where EBIT reached 

NOK 1m. Ekornes has several patents in this market in order to protect the brand and support global 

success. Whilst IMG products are manufactured in Asia, the development and design process is carried out 

in Norway, ensuring the right Scandinavian design and quality. This segment aims at delivering high quality 

and functionality at reasonable price. 

 

Exhibit 5.7. Competitive positioning – perception of select competitors 

Exhibit 5.7 illustrates Ekornes product’s positioning against some of the major competitors – including key 

peers in the Stressless segment (marked by the circle). We believe Ekornes’ products lie in the top of the mid 

segment, producing products of high quality and fairly high priced in comparison to the general market. Both 

Stressless and Svane are argued to be classed upscale together with some of Ekornes’ main competitors such 

Source: own creation 
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as Himolla and Hellegjerde, whereas IMG is positioned slightly lower on both price and quality. Ikea and 

Jysk are pure-play discount furniture suppliers, hence placed in the lower left corner. The true high-end 

manufacturers such as Henredon, Edra and Christopher Guy, are still ahead of Ekornes when it comes to 

the perception of quality and price.  

 Market outlook 

According to MarketLine, the market performance is forecasted to improve further in future years at an 

estimated CAGR of 2.5 pct. from 2016 to 2020. Whilst the effects of Brexit remain uncertain it is believed 

to affect the U.K. negatively – however still expected to grow at a CAGR of 3 pct. from 2015 to 2020. The 

U.K. constitute 14 pct. of the total European market. The German market, which constitutes roughly 20 pct. 

of the European market, is expected to grow by a CAGR of 2.5 pct. over the corresponding period. 

MarketLine estimates a total revenue for the European furniture market of EUR 150,984m in 2020 equal to 

an increase of 13 pct. since 2015. 

 

Exhibit 5.8. Historical and forecasted revenue in the European furniture market from 2011 to 2020 

Overall, the furniture market is deemed to be on the right track after some years of negative growth. Growth 

in the market is mainly driven by an expectation of an overall improvement in the European economy, 

including increasing household disposable income. 
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 Partial conclusion 

The furniture market is characterised by fierce competition with many suppliers combined with consumers’ 

bargaining power and competitors increasingly relocating production to the Far East, which puts significant 

pressure on earnings. The end customer ultimately determines industry trends and perceives design to be the 

most important factor when purchasing furniture, while brand is less important – further enhancing 

competition in the industry. Additionally, the global furniture market is highly correlated with economic 

cycles, private consumption and household disposable income. Especially the European furniture industry 

experienced a downturn in the late 2000’s and the market is still yet to catch up from its peak in 2008, 

however, market outlook seems bright as a result of expected economic improvements. 

The analysis of select competitors revealed that Ekornes’ products are positioned in the mid-end segment, 

whereas the company markets its products in the higher end. Further, Ekornes’ innovation pace has been 

too slow historically, which has been deemed to suppress revenue growth, especially in the Stressless 

segment. However, the acquisition of IMG naturally led to revenue expansion in 2015. 

While struggling to maintain market shares, Ekornes maintains robust cash flow generation which is highly 

attractive in PE ownership. General performance in ROIC is solid when we compare with peers – and ROIC 

is mainly driven by operating margins, while turnover on invested capital is lower than peers’ – under pressure 

from low revenue growth. 

6. Financial analysis 

 Reformulation of financial statements 

The reported financial statements are reformulated for the purpose of the financial analysis. It is essential to 

isolate operating items from financing items since the company’s operations are the primary driver behind 

value creation. Further, it provides valuable insight into the true operational performance and how the 

operations are financed (Petersen & Plenborg, 2012, p. 69). Transitory items, i.e. non-recurring, are classified 

separately from recurring accounting items as it provides a more accurate picture of the true historical 

profitability. A distinction between operating and financing activities generally depend upon Ekornes’ 

business model and the characteristics of the firm. Below, we highlight the items in the financial statements 

that deserve elaboration. Refer to appendix 7. and 8. for the reported and analytical (or “reformulated”) 

financial statements respectively, including comments regarding the reformulation.  
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 Profitability analysis 

When analysing Ekornes’ profitability we evaluate overall historical performance measures that affect value, 

followed by the Du Pont model as described in section 2. The profitability analysis is based on the 

reformulated statements in appendix 8. 

 

Exhibit 6.1. ROIC and growth drivers of value 

Overall, the amount of value a company creates is ultimately governed by its ROIC, revenue growth and of 

course its ability to sustain both over time (Koller et al., 2010, p. 18). Exhibit 6.1. illustrates this core principle 

of value creation. 

 Overall performance 

As described in the market analysis (section 5.1.1.), the European furniture market slumped from 2008 until 

it slowly started picking up in 2014. This trend is also evident in Ekornes’ revenue growth – however the 

main trigger behind Ekornes’ revenue growth in 2015 was the acquisition of IMG in late 2014, which now 

accounts for ~14 pct. of the total revenue in Ekornes (see an overview of IMG in section 4.3.). Exhibit 6.2. 

below displays the revenue trend for the entire group and corresponding adjusted Earnings Before Interests, 

Tax, Depreciations and Amortisations (“EBITDA”) margin (left) and EBIT for the individual business 

segments (right). 

 

Return on 

invested capital

Revenue growth

Cash flow

Cost of  capital

Value

Source: Koller et al., 2012 
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Exhibit 6.2. Revenue growth and adjusted EBITDA margin (left) and revenue by segment (right) 

Refer to appendix 9. for a historical revenue development by segment from 2005 to 2016. Overall, Ekornes 

has struggled with decreasing revenue until 2014 when the company started to regain by increasing revenue 

by 4.7 pct. (remembering that 2014 revenue include IMG revenue for November and December). In 2015, 

the full effect from IMG is evident, which generated a revenue growth of 18.3 pct. – and in 2016, revenue 

decreased by 0.9 pct. 2016 revenue was negatively affected by NOK 50m by a periodisation in Stressless 

revenue (annual report 2016, p. 43). As discussed earlier, Ekornes initiated an efficiency improvement 

program in 2014 which aimed to shave the groups’ 2014 cost base by NOK 150m – and is expected to show 

off in the EBITDA margin in 2017. Referring to exhibit 6.2. above, the adjusted EBITDA margin decreased 

from 17.5 pct. in 2012 to 14.9 pct. in 2014. In 2015, Ekornes generated adjusted EBITDA margin slightly 

below the level in 2012, however falling to 14.9 pct. in 2016. The main reason for the increase in EBITDA 

margin in 2015 is our re-classification of a hedging loss of NOK 93.3, which was included in “other operating 

expenses”, referring to the reformulated financial statements and related comments in appendix 8. 

When EBIT is decomposed by business segment, we see that both Stressless, Contract and Svane 

margins are significantly below IMG in all years (we are limited to analyse 2014 to 2016 due to limited 

segment information – see exhibit 6.3. below). Note that these numbers are reported figures since we do not 

have the information to reformulate on a segment basis. This is believed to be a consequence of the IMG 

production being located in low cost countries (Vietnam and Thailand). In 2014, Svane affected reported 

EBIT by NOK -13m, whereas 2015 and 2016 was close to unaffected by the segment (EBIT of NOK 0m 

and 1m respectively). We believe the positive development in Svane is related to the co-location of 

production to facilitate ‘leaner’ production. 

Sources: annual reports and own calculations 
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 Exhibit 6.3. Reported and adjusted EBIT by segment from 2014 to 2016 

 Decomposition of return on invested capital – Du Pont model 

The main objective of analysing Ekornes’ profitability is to assess the underlying operational performance 

and gain a better understanding of Ekornes’ operating profitability. Profitability is often measured as the 

ROIC, which measures operating earnings relative to invested capital in the company. A company with a 

higher ROIC will, ceteris paribus, receive a higher valuation and can typically obtain cheaper financing 

(Petersen & Plenborg, 2012, p. 94). 

 

Exhibit 6.4. Development in ROIC against WACC (left) and decomposition of ROIC (right)  

In section 9.2., WACC is calculated to be 7.92 pct., which is used for assessing the historical level of ROIC 

above. ROIC can be calculated on an after and before tax basis: 

Sources: Annual reports, Bloomberg (16.04.2017) and own calculations 
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ROIC (after tax) = 
NOPAT

average invested capital
* 100 = NOPAT margin * turnover rateIC 

ROIC (before tax) = 
EBIT

average invested capital
* 100 = EBIT margin * turnover rateIC 

where turnover rateIC is the turnover rate of the invested capital (Revenue / average invested capital) and 

NOPAT and EBIT margin is NOPAT / Revenue and EBIT / Revenue respectively.  

We prefer to use ROIC after tax above since WACC is on an after tax basis. ROIC before tax is used in 

the forthcoming peer benchmarking below due to differences in tax rates which may distort the picture 

(peers are less comparable when tax rates differ). 

As the left figure above illustrates, ROIC regained momentum after two years of negative development, 

declining from 14.7 pct. to 10.2 pct. from 2012 to 2014 – and remained roughly constant hereafter. The fall 

in 2014 is quite intuitive since all assets and goodwill from the acquisition of IMG has entered invested 

capital, while NOPAT includes November and December only. In 2015, ROIC reached impressive 15.1 pct., 

however falling to 10.0 pct. in 2016. Note that Ekornes generates Economic Value Added8 all years in the 

analysed period, meaning ROIC > WACC – thereby creating value for shareholders. This trend is somewhat 

recognisable in the general furniture industry development, which picked up the pace in 2014 (see exhibit 

5.8). 

To better understand Ekornes’ profitability and its drivers, ROIC is further decomposed to NOPAT 

margin * turnover rate on above right figure (the right most equation in the formulas above). From the right 

graph in exhibit 6.4. above, we see that the turnover rate on invested capital fell from 2.0x in 2013 to 1.7x in 

2014. This trend is caused by a relative higher increase in invested capital to revenue (as a consequence of 

the IMG acquisition), which is evident in exhibit 6.5. below. The decline in turnover rate affected ROIC 

negatively – however, a significant increase in the NOPAT margin contributed to the high ROIC in 2015 of 

15.1 pct.  

When we carry out a trend analysis (appendix 10 – see also exhibit 6.5.) of invested capital, we see that 

the increase in invested capital in 2014 and 2015 is largely related to the acquisition of IMG, where goodwill 

(as a result of paying a price above the book value of assets) and customer relations entered the balance 

sheets. In addition, deferred tax assets increased significantly as a consequence of a difference between the 

__________________ 

8 EVA = (ROIC - WACC) * invested capital  
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reported tax bill and tax calculated for tax purposes – keeping in mind that such assets require a great deal 

of management judgement and depends on future taxable profits (Petersen & Plenborg, 2012, p. 357). 

Adding to the increase in invested capital, operating liabilities, which reduces the need for financing operating 

assets (hence the term “net operating assets”) declined from 2014 to 2015, effectively increasing invested 

capital. On the positive side, operating liabilities increased significantly from 2015 to 2016, which contributed 

to an increase in the turnover rate of 1.6x in 2015 yo 1.7x in 2017. However, as evident above, the decrease 

in the NOPAT margin from 9.2 to 5.8 pct. resulted in a ROIC of 10.0 pct. In 2016 – down from 15.1 pct. 

in 2015.  

 

Turnover rate on invested capital The turnover rate on invested capital, which indicates a company’s 

ability to utilise the invested capital (generating revenue from invested capital), is relatively high in the 

furniture industry compared to more asset-heavy industries such as shipping and oil.  This intuitively means 

that a company in the furniture industry need to invest relatively less to generate turnover. Remember, 

though, that manufacturing of furniture generally not is an asset-light business as it requires certain 

investments in PP&E. Everything else being equal, technological manufacturing advancements aim to 

increase manufacturing efficiency and such innovations will both show off in the turnover rate and operating 

margin. As evident from the target analysis, Ekornes has invested heavily in advanced manufacturing 

technology and automation. From the trend analysis, we see that machinery and equipment increased in ny 

13 pct. points in 2014, and when we look at the common size analysis in appendix 11. machinery & 

equipment constituted 14 pct. of invested capital in 2014. Hence, the increase in machinery and equipment 

caused a significant increase in invested capital in 2014, contributing to the decline in the turnover rate of 

invested capital. We believe the slight increase in the turnover rate from 1.6x to 1.7x in 2015 to 2016 reflects 

a higher utilisation in IMG. 

A high turnover rate is often combined with relatively lower operating margins compared to more capital 

intensive industries (Petersen & Plenborg, 2012, p. 108). Ekornes has experienced decreasing turnover rate 

over the analysed period, which generally displays a lower increase in revenue between 2012 and 2016 

compared with the increase in invested capital. The invested capital development is, as discussed, related to 

the acquisition of IMG, where the increased revenue from IMG as of now is too low to justify the increase 

in invested capital. 
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Exhibit 6.5. Decomposition of turnover rate on invested capital (left) and trend analysis (right)   

Exhibit 6.5. illustrates a further decomposition of the turnover rate on invested capital9. The relationship 

between the two ratios indicates that an increase in the turnover rate on operating assets is positive for the 

turnover rate on invested capital, while an increase in invested capital relative to operating assets is negative. 

When we combine the invested capital / operating assets (left) with the indexation of operating liabilities and 

assets (right), we find that operating assets slightly declined and operating liabilities increased in 2016, which 

contributed to a decrease in invested capital – and a minor increase of the turnover rate on operating assets 

of 2.5x to 2.6x. The decrease in invested capital compared to operating assets in 2016 is attributed to Ekornes 

obtaining more operating liabilities combined with relatively stable operating assets from 2015 to 2016. The 

increase in operating liabilities is related to an earn-out in relation to the acquisition of IMG. 

 

Operating margins In order to better grasp the operating margins, a common size and trend analysis of the 

analytical income statement is conducted (see appendix 10. & 11.). As evident from appendix 10, cost of 

goods sold correlates with revenue but increases relatively more than revenue in 2015, resulting in decrease 

in the gross margin from 74 pct. in 2014 to 73 pct. in 2015 (see appendix 11). While the gross margin 

decreased, the EBITDA margin increased from 15 pct. in 2013 to 17 pct. in 2015 where personnel expenses 

has increased relatively less than revenue, which is a consequence of lower personnel expenses in IMG and 

a higher operating margin in this business segment, resulting in an increase in the group’s EBITDA margin. 

The reduction in EBITDA to 15 pct. in 2016 translates to lower EBIT and NOPAT margin in 2016 – 

__________________ 

9Turnover on invested capital = turnover on operating assets * 1 / (invested capital / operating assets) 

Sources: Annual reports and own calculations 
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stemming from a rise in cost of goods sold and other operating expenses. Note that other operating expenses 

included a loss on forward currency contracts which was excluded as an operating cost (in 2016, the loss on 

forward contracts was reported on a separate line item – see appendix 7. and 8.). In appendix 11, we see that 

the increase in both NOPAT and EBIT margin was a direct consequence of lower payroll expenses relative 

to revenue in both 2015 and 2016, which we believe is attributed to IMG. Lower payroll expenses were, 

however, contradicted by an increase in other operating expenses in 2016, causing the EBIT and NOPAT 

margin to decline to 9.8 and 5.8 pct. respectively. 

 Peer group benchmarking 

To assess Ekornes’ financial development we benchmark performance against comparable companies. In 

order to make financial key metrics of the peer group comparable to those from Ekornes, we have 

reformulated the financial statements of the selected companies to match Ekornes’ reformulated statements. 

One major difference between US GAAP and IFRS is the treatment of goodwill. US GAAP allows goodwill 

to be depreciated, whereas goodwill is tasked for impairment in IFRS. To obtain comparability, we have 

excluded goodwill depreciation for Tempur Sealy International (only US peer with goodwill on the balance 

sheet) in the reformulated financial statements. 

It is particularly interesting to analyse whether Ekornes fluctuations in revenue and general performance 

also is displayed in peers. We have generally chosen Western listed peers from the home furnishing industry 

with Europe and the U.S. as their main market since those companies are exposed to the same market factors 

and broadly have the same characteristics as Ekornes.  Chosen peers are Fabryki Mebli Forte (“Forte”), 

Tempur Sealy International (“Tempur”), La-Z-Boy, Hooker furniture and Dogtas Kelebek Mobilya 

(“Dogtas”). Peers’ analytical income statements and balance sheets are found in appendix 12 to 16.  

 Return on invested capital 

By applying EBIT as the earnings measure, peers are more comparable as it excludes the difference in 

corporate tax rates. As selected peers originate from different countries and their respective corporate tax 

rates varies from 40 (U.S.) to 19 pct. (Poland), applying NOPAT would distort the picture. 

In exhibit 6.6., we depict ROIC for Ekornes and the respective peers: 

 



67 
 

Exhibit 6.6. Peer return on invested capital before tax from 2012 to 2016 

Apart from Dogtas – and excluding Tempur’s 2012 ROIC – peers improve ROIC over the analysed period; 

this is somewhat consistent with the positive industry trend in the furniture industry. The average ROIC 

seem to be quite stable across peers, where Ekornes in 2012, 2013 and 2015 delivered ROIC above the 

average (and median), which is broadly in line with the identified trend in real disposable income, consumer 

confidence and the general development in the European furniture market (see exhibit 5.5 and 5.8). 

Ekornes’ 2012 ROIC is quite impressive compared to peers – apart from Tempur who performed 

extraordinarily well in 2012. In 2013 to 2016, Ekornes’ ROIC lies roughly around the average peer ROIC, 

however falling below average in 2016. Interestingly, only Tempur peforms better than Ekornes.  

 

Exhibit 6.7. Peer EBIT margins from 2012 to 2016  
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Ekornes’ EBIT margin displays roughly the same trend as ROIC with 2014 and 2016 as the best performing 

years. This should come as no surprise since the operating margin is the major contributor to fluctuations as 

the turnover rate of invested capital is roughly constant, cf. the discussion above.  

When compared to peers, Ekornes displays higher operating margins than the average peer, illustrating 

that the company have delivered fairly solid margins as opposed to most of its Western peers. Especially La-

Z-Boy, Hooker Furniture and Dogtas have struggled with low operating margins, while Forte and Tempur 

are slightly below and above Ekornes respectively. Interestingly, we see that Tempur’s high ROIC in 2012 is 

derived from an unusual high operating margin in this year (turnover rate on invested capital is roughly 

constant – see exhibit 6.8. below).  

As Norway is a high labour cost country compared to the rest of the world, Ekornes’ performance in 

terms of operating margin is quite impressive. However, we believe opportunities for further margin 

expansion exists which will be analysed in section 7.  

When we analyse the turnover rate on invested capital, we get the following output: 

 

Exhibit 6.8. Peer invested capital turnover rates from 2012 to 2016 

The turnover rate is quite uniform around 2x for all peer companies except for La-Z-Boy, which has a 

turnover rate significantly above the average peer. Ekornes generates a turnover rate below average, which 

indicate that the company struggle to utilise the invested capital compared to peers. When we benchmark 

against specific peers, we see that Ekornes performs better than Forte, Tempur and Dogtas. 

Sources: annual reports and own calculations 
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 Top-line performance and EBITDA margin 

Ekornes revenue growth fluctuated significantly from 2013 to 2015. As evident from the right graph in 

exhibit 6.2., revenue growth stems from the acquisition of IMG and minor improvements in Svane – both 

Stressless and Contract showed negative growth. All peers have posted stronger top-line growth in 2016 than 

Ekornes. Since Ekornes’ revenue growth on average is lower than peers – except for Hooker Furniture – the 

company has lost market shares over the analysed period – referring to exhibit 6.9. below:  

 

Exhibit 6.9. Peer revenue growth from 2013 to 2016 

When revenue growth is benchmarked against peers, it is evident that the level is unsatisfactory. Note that 

Tempur’s growth in 2013 of 75 pct. (which has been cropped out of the graph) is related to the acquisition 

of Sealy Corporation in 2012 from the US PE fund KKR in a deal valuing the company 8.3x and 10.6 

EBITDA and EBIT respectively (mergermarket.com). 

 

Sources: annual reports and own calculations 
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Exhibit 6.10. Peer EBITDA margin development from 2013 to 2016 

Ekornes has historically performed above peer average in terms of operating margins, indicating efficient 

production. While La-Z-Boy, Hooker and Dogtas has endeavoured low margins, Both Forte and Tempur 

Sealy are close to level and outperforms Ekornes’ EBITDA margin in 2016. Especially Forte’s performance 

seem strong as the company has increased their operating margin while growing revenue significantly.  

 Free cash flow to firm analysis 

Exhibit 6.11. below depicts the free cash flow to firm (“FCFF”) and cash conversion based on FCFF and 

adjusted EBITDA (from the reformulated financial statements) – refer to appendix 7. and 8. for the free 

cash flow statements. Note that “EBITDA after tax” below is adjusted EBITDA, hence excluding transitory 

items having a cash flow effect since we believe it blurs the picture to include such items. Thereby, the 

calculated FCFF below differs from reported FCFF by the net effect from hedging instruments. FCFF in 

portfolio companies is focal for PE firms as this ultimately determines the ability to amortise debt and 

generate value for the fund.  

In 2012 and 2013, Ekornes generated high free cash flow with a cash conversion of 47.8 pct. and 46.7 

pct. respectively. Generally, ROIC and growth in revenue are the main drivers behind FCFF (Koller et al., 

2010, p. 18). The decrease in FCFF and cash flow conversion is recognisable in the development in both 

ROIC and revenue growth (see exhibit 6.2. and 6.4.). 2014 cash flows were affected by significant investments 

in PP&E related to the acquisition of IMG, resulting in a cash conversion of -69.5 pct. In 2015 and 2016 

Sources: annual reports and own calculations 
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cash conversion reaches even higher levels compared to pre-acquisition cash conversion. Overall, Ekornes 

delivers solid cash flows – illustrated by a cash conversion ranging from ~70 to ~65 pct. in 2015 and 2016 

respectively.  

 

Exhibit 6.11. Development in free cash flow and cash (NOKm) conversion (pct.) from 2012 to 2016 

 

7. Value creation potential in Ekornes 

A PE fund may create value through financial structuring, increasing operational efficiency and strategic 

decisions. In the following we extend the analysis by assessing potential value creation in Ekornes through 

an LBO. Further, the forecasts in section 8 and bull, bear and management scenarios (section 11.2.) in the 

LBO is partly based on this section – as well as the strategic and financial analysis. 

 What makes Ekornes an interesting PE target 

According to Berg and Gottschalg (2003), PE funds aim to double operating earnings throughout the holding 

period. The focus on margin expansions is a major factor in the selection process since a considerable 

proportion of the buyout is financed by debt which requires significant cash flow generation. In relation to 

generating cash flows, one could argue that a leading market position and solid business model is an 

important factor PE funds consider (Gompers et al., 2015). Sustainable business models with proven 

products also constitute typical synonymous with a stable cash flows – of course depending on capex 

requirements for business maintenance / expansion. 

Note: Cash conversion = FCFF / adjusted EBITDA 
Sources: annual reports and own calculations 
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As evident form the cash flow analysis in section 6, Ekornes generates impressive and stable FCFF 

(though 2014 FCFF was affected by the acquisition of IMG) and Stressless holds a relatively strong position 

within recliner niche market. The combination of solid cash flow generation and a strong market position 

typically constitutes an interesting target for PE firms. In the financial analysis, we found that IMG has 

significantly higher margins than Stressless – indicating room for margin improvements. The market analysis 

revealed that the furniture market is highly correlated with households’ disposable income, and with this in 

mind, we consider Ekornes as an obvious target for a PE firm with appetite for a cyclical play.  

In addition, Ekornes’ stock price has remained relatively stable since 2012 and Ekornes is valued 

significantly below the median peer when we look at EV / EBITDA and EV / EBIT multiples (see table 

10.1). The stock trades at 6.7x and 8.9x 2017E EBITDA and EBIT respectively, whereas peers median 

trading multiples are 8.4x and 12.1x 2017E EBITDA and EBIT. Hence, we see an opportunity for exploiting 

a rather flat development in the stock price and pursue value creation, which we will discuss below. 

 Management assessment  

In the following section, we provide an assessment of Ekornes’ management, since a capable management 

team is focal for a successfull LBO. A strong management team – and one that is well-aligned with the 

owners – typically reduces agency costs during the holding period. Refer to appendix 17. for a description 

around Group Management, including select experience and education. The Group Management consist of 

both well-educated and experienced members – all of which have either extensive experience at Ekornes or 

experience from other management positions and/or consultancy. 

Current CEO, Olav Holst-Dyrnes (1970), holds a Master’s degree in engineering and was formerly CEO 

at the listed Norwegian seafood company Havfisk, Sourcing Manager at Stokke and has 10 years of 

experience in the Nowegian Armed Forces. However, he has no theoretical background from business 

administration or economics. On the other hand, Holst-Dyrnes has relevant education in relation to 

manufacturing which is believed to be valuable as CEO of a manufacturing company. CFO, Trine-Marie 

Hagen (1977), holds a Master’s degree from the Norwegian School of Economics and was previously CFO 

at Mentor Medier, Norske Skog and consultant at Intentia. The CEO and CFO, which constitute top 

management, is believed to be the ultimate decision-makers (of course with the CEO having the final word) 

and generally complement each other very well in terms of education and experience – both having the 

needed experience in top positions at respected Norwegian companies. 
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Allocating more production to Asia is currently not on the agenda as management believes the current 

setup is the most profitable (ABG Research, 2016, p. 7). As mentioned in the target analysis, Ekornes 

management has initiated a co-location of production and invested heavily in technology and automation. 

We believe that this has been deemed necessary in order to maintain competitiveness on manufacturing costs 

as most competitors manufacturing processes has been either outsourced or offshored to low-cost countries. 

IKEA has most of its production in Poland while Tempur Sealy and Hooker Furniture has its production in 

the Far East. 

Keeping Ekornes’ Norwegian roots in mind – which dates back to 1934 when Ekornes started producing 

springs – we believe it is important for management to maintain the Norwegian heritage. While we agree 

that Ekornes stands out as Nordic high-quality furniture, we firmly disagree that current production setup is 

ideal in terms of profitability. By combining Ekornes’ considerable know-how and manufacturing experience 

with low-cost labour in e.g. Thailand and Vietnam (where IMG production is located), operating margins 

could – in our view – be improved. In light of the conducted financial analysis, IMG operates with 

considerably higher EBIT margins than Stressless (~31 vs. ~16 pct. in 2016 – see exhibit 6.3.), which is 

believed to be a function of lower labour cost. According to US Bureau of Labour Statistics, Norway has the 

highest average hourly compensation cost in manufacturing globally (BLS, 2013, p. 1). Additionally, Norway 

has experienced one of the top growing hourly compensation costs in the researched period. Assuming that 

shareholders have a long-term perspective (which is a reasonable assumption, considering the majority of 

the largest shareholders are financial investors – see appendix 18), we do not believe that management acts 

in the best interest of shareholders by maintaining production in Norway. Rather, we see an opportunity for 

a PE fund in creating value by moving production to low-cost countries with the intention of margin 

expansion. 

An obvious choice for a PE fund would be to co-locate all production in Vietnam and Thailand, however 

this would be contrary to the management’s view of the ideal production setup. If necessary, we believe a 

PE fund would replace the management with a team that has the right mind-set in terms of relocating the 

group’s manufacturing processes. 

 Strategic initiatives 

We earlier found that the furniture industry is under pressure from intensive competition with many a large 

amount of players, both of a larger and smaller scale. Additionally, customers have a high degree of 
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negotiation power over the manufacturers as the brand of a product is less important when purchasing a 

product according to research. This unfolds a highly competitive sector, and if we focus on the European 

market, we find an even more competitive environment where manufacturing is moved towards the Far East 

Asia and Eastern European countries with low production costs. On the other hand, globalisation increases 

the potential customer base and possibilities to introduce local products in new geographical markets since 

globalisation tend to bring a convergence in taste as customers are exposed to a wider – and international – 

product range (Levitt, 1983). Additionally, trade agreements are trending towards a reduction in export costs 

and import tariffs, supporting market expansion. The market analysis revealed that the general industry has 

been picking up in terms of growth lately, after experiencing a downturn following the global financial crisis. 

In general, the trend within PE have changed from generating value from financial engineering and multiple 

expansion towards value creation through operational and strategic initiatives. Today, PE funds find it more 

difficult to create value from cost-cutting, which is a result of relentless cost-cutting focus post the financial 

crisis, pushing financial sponsors to increasingly create value from top-line (see section 3.) 

Ansoffs growth matrix provides four strategic directions to develop growth in a business (appendix 19.). 

These include: (1) market penetration, (2) market development, (3) product development and (4) 

diversification to completely new markets with new products. Ekornes is a well-known brand globally, 

however we believe that historical branding has failed to materialise the full potential. In addition, expansion 

into favourable markets should provide revenue growth. The company is already expanding the IMG brand 

and intends to increase its market exposure in Europe, and we believe that IMG is well-positioned for global 

expansion. Ekornes currently executes a refocus of Ekornes Contract, which historically targeted the 

offshore market, to new B2B markets such as the hotel industry.  

 Alignment of management 

As discussed in chapter 3.3.2. concerning agency costs, aligning the management’s and owner’s interests are 

often facilitated by an equity ownership – hereof the term MBOs. The directorate need sufficient incentive 

to carry out decisions which are in the best interest of the owners, i.e. the PE fund. Muscarella and 

Vetsuypens (1990) found that managers hold significant equity stakes before a potential reverse buyout (a 

PE firm exiting through an IPO), which support the concept of PE firms increasing management incentives. 

There is a clear business rationale in managers holding significant equity stakes as it – in addition to 

providing upside potential – brings a downside risk, hence increasing managers’ personal costs from 

inefficient decisions. Another well-known compensation plan for public companies is the use of stock call 
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options for senior executives. However, a major drawback of such compensation plans is that it only provides 

upside potential – managers are simply not hurt by bad decisions if the stock price is too far from the call 

price (the fixed price at which the owner can buy the stock at some point in the future). This alternately 

encourage excessive risk-taking by managers (Brealey et al., 2011, p. 298). For example, suppose the current 

stock price is far below the call price and management is offered a risky deal with a potential high payoff if 

the deal succeeds, which increases the possibility of the option expiring in-the-money10 (remembering the 

risk-reward relationship; higher risk is associated with higher payoff). In this situation, the manager has little 

to no incentive to reject the deal although not being in the owners’ best interest since owners receive dividend 

after debt providers in the case of default. In addition to the excessive risk-issue, option-based compensation 

(as well as other accounting-based compensation plans) may create sub optimisation where managers 

optimise until the option (bonus) expires, whereas an equity ownership throughout the PE funds’ holding 

period minimises such sub optimisation by management. 

In fact, Ekornes established a share-option scheme for senior executives in 2016. This would, however, 

be irrelevant in the case of an LBO since the company is delisted and shares would not be traded on the 

exchange. Instead, we expect the PE fund to require the top management, including the CEO and CFO, to 

have an equity stake of at least a year’s salary – in line with BCG recommendations (Meerkatt & Liechtenstein, 

2010, p. 10). 

In addition to ensuring that top management has a significant equity stake in the company, we assess 

that a PE fund will appoint an effective Board of Directors with ‘firepower’ as PE firms have significant 

resources to support the activities of their boards. The broad magnitude of resources within a PE funds 

reach include acquiring external industry and functional expertise and engage a broad network of advisors. 

An effective Board with firepower and sufficient resources, platforms and systems to gain deep 

understanding of the business is critical to creating a quantum leap strategy forward. 

  Market penetration 

Ekornes has recently experienced issues in maintaining their market share (excluding IMG) which is likely to 

be one of the main concerns for a PE firm. After reducing operating costs recent years, growth will have 

higher attention going forward, although management state that they are not finished looking into their cost 

base. We believe growth should be the main focus, and that the company’s strategic distribution transition 

__________________ 

10 An in-the-money call option has a value above 0 since the call price is below the current stock price, equal to a positive payoff 
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aims to provide results in this matter. While IMG are growing rapidly, Ekornes has found themselves in a 

difficult situation regarding Stressless, especially related to the French and Austrian markets (Ekornes 

webcast Q4 2016). The need for turning around the development in Stressless is clear – and innovation and 

development of new products have been identified as key in this matter (which is a new point of attention 

when we investigate historical annual reports). A low number of new product lines are believed to have 

affected Ekornes negatively over the last decade, where continuous upgrades and product improvements, 

together with new innovative solutions, are essential to maintaining market share and eventually turn 

Stressless revenue growth around. More importantly, we believe that innovation of new designs is key to 

attracting new customers and regain some of the losses within Stressless. 

Our strategic analysis revealed that Ekornes, although having quality products at relatively high prices, 

is not believed to be a high-end brand. We draw the conclusion that Ekornes perceive Stressless products to 

be of higher quality than consumers’ perception of the brand. We believe the distribution strategy has been 

approached incorrectly by signalling high-end products through exclusive distribution. A PE fund could 

therefore pursue a change in branding, with focus on less exclusivity and wider distribution and customer 

exposure. How to address this issue will be further discussed later in this section. 

 

Dedicated focus on attractive markets Ekornes distributes its brands on a global scale, albeit the 

European market remains the company’s main market. However, the group’s main brands have struggled 

lately with lower market shares and a difficult competitive situation in some markets. The exhibit belos 

illustrates total turnover development segmented on geographic markets: 

 



77 
 

Exhibit 7.1. Indexation of geographic segments from Q1 2011 to Q4 2016 

As evident, the last five years have displayed a rather constant trend – some markets increasing slightly and 

some developing negatively over the period, which supports managements’ concerns about recent revenue 

development. In Q1 2015, the full effect from the IMG is evident in Norwegian revenue as sales increases 

to a higher level (remembering Norway is IMG’s top market). Japan, which comprise one of Ekornes bigger 

markets, stands out by showing a clear positive trend (together with “other markets” hereof Asian countries, 

as well as Australia/New Zealand and “USA/Canada/Mexico” from Q1 2014 and onwards). The general 

furniture market upturn combined with a negative trend for Ekornes display a worrying scenario and is likely 

a consequence of increased competition in the furniture industry. 

To obtain the future growth required by a PE firm, management must reconsider how to employ its 

resources. This will include allocating more resources to geographic markets where the best opportunities 

for sustainable growth lie while exiting less attractive markets. Trimming operations in Southern Europe as 

well as in markets with extraordinary fierce competition, such as Austria (section 4.4.), and allocate more 

resources to growing markets will help Ekornes to materialise growth. Consumer’s taste ultimately 

determines what products are in demand, and we believe the development in Austria and Southern Europe 

(including e.g. Belgium, France and Italy) is a combined effect of fiercer competition and demand for other 

designs. Hence, we deem it unfavourable for Ekornes to maintain operations in such. As evident from the 

market analysis in section 6. Ikea’s general dominance in Europe is not evident in the Italian market, where 

local furniture manufacturers dominate the market. We believe this is a reflection of a differentiated Italian 

taste among consumers. 

Source: Ekornes Q4 fact sheet, 2016 
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The German and North American markets have on the contrary experienced growth, where the North 

American market has experienced solid growth and is now almost back to its peak in 2006 before the financial 

crisis replaced years of significant economic growth. However, Stressless is still losing shares in this market. 

We believe rebranding and further innovation, supplemented with enhanced consumer exposure are key to 

exploit such opportunities and facilitate revenue expansion.  

Downscaling Ekornes’ business in the southern European market and Austria are necessary actions in 

order to free-up resources to allocate more resources towards more promising markets with the result of 

proportionately stronger performance. Further penetration in major global furniture markets – which per 

2016 is the Asia pacific, Western Europe and North America11 according to Euromonitor (appendix 20.) – 

should facilitate future growth and profitability. In addition, Argentina is projected to be the fastest growing 

market from 2016 to 2021, referring to appendix 20. Since Ekornes is not currently present in the 

Argentinean market, we see a potential for entering this market. Complementing an increase in distributors 

and refocusing resources, a renewal of Ekornes’ marketing and business profile are applicable opportunities 

in which a PE fund will consider. 

 

Change in branding The distribution exclusivity at distributors limits customer exposure and instead signals 

high-end products. While exclusivity of entire brands has been phased out, some distributors still have 

geographic exclusivity on defined product ranges. When running a business with high-end products, a 

strategy including exclusivity is well-known branding tool, however, we find Ekornes’ brands to be below 

this particular segment (section 6.4.). Since Ekornes’ products are non-exclusive, the company is expected to 

be positively affected by increased customer exposure, suggesting that the exclusivity on certain product lines 

should be discontinued. Although this is believed to benefit the company, there exists some clear drawbacks 

from rebranding; distributors’ loss of exclusivity means less incentive to push Ekornes products in stores 

and a risk of lower perceived status and quality on products. 

Interestingly, the general improving market in the US furniture market is largely led by the development 

of the lower priced Ekornes segment (annual report, 2016). This development is an indication of the positive 

effect Ekornes should obtain from a brand change (assuming other markets display similar characteristics).  

__________________ 

11 Region definitions is found in appendix 20. 



79 
 

 Delisting and value of control 

The value of control ultimately lies in a PE fund acquiring Ekornes with the belief that the company will be 

operated differently (and better) from the way it operates today. The expected value of control is the product 

of two variables; (1) the change in value from changing the way the firm is operated and (2) the probability 

that such changes will occur (Damodaran, 2012, p. 714). Regarding the first, this is difficult to estimate and 

requires a high level of subjectivity in terms of future expected operations and profitability. One way to 

estimate this is an analysis of historical public-to-private transactions, i.e. delistings, and the acquisition 

premium paid in such transactions. However, this implicitly assumes that the PE fund that acquires Ekornes 

will obtain the same value from control as the analysed public-to-private transactions. We will carry out a 

control premium analysis in section 10. Regarding the second variable, the probability of these changes is 

deemed extremely high since it often constitutes the major rationale for acquiring the target. 

In section 3.3.2., we found that delisting and PE control create agile organisations in terms of efficiency 

in decision-making when responding to a transforming and developing environment. Combined with 

incentivised management through a significant equity stake in the company, the value of more efficient 

command lines and control over the company is substantial. Also, PE backed companies are characterised 

by efficient boards as their backers have an extensive network of resources, such as consultants and industry 

experts, as well as experience in business strategy development. In section 3.5, we found that one of the clear 

cut comparative advantages is the swiftness and execution from boards, where our discussion above imply 

that management may be replaced with a new management team with the right drive to pursue profitability 

through necessary reforming decisions. It is difficult to estimate the exact value a PE fund can create from 

control as part of a delisting, however, control would contribute to a new strategic direction with 

uncompromised focus on optimisation and profitability – including reforming the manufacturing setup as 

discussed later in this section.  

 M&A 

Acquisitions often constitute an effective way of driving top-line growth as well as margin expansion by 

realising synergies. Recent research from BCG provides evidence that many PE firms (in particular) are 

enhancing the value of their portfolio companies through add-on acquisitions and that M&A constitute the 

most common approach of improving the operational value, used by 91 pct. of the firms surveyed (Brigl et 

al., 2016). In fact, BCG research shows that so-called buy-and-build strategies outperforms standalone PE 

deals, generating an average IRR of 31.6 pct. from entry to exit, combined with an IRR of 23.1 pct. for 
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standalone deals (Brigl et al., 2016). Another interesting finding in the study revealed that deals that are 

crossing borders create more value than both domestic buy-and-build and standalone deals – an IRR of 38.2 

pct. vs. 27.3 pct. and 23.1 pct. respectively. In addition, add-ons which increase the targets presence in a 

particular industry outperformed deals to diversify business lines. Since bolt-on acquisitions is well-known 

practice among PE firms, PE managers often have extensive experience in approaching and negotiating such 

deals as well as integrating companies. 

  The finding by BCG that add-ons which deepens existing product lines – as opposed to diversification 

(widening of product lines) – is in line with our view that acquisitions should be within seating furniture 

manufacturers. We have searched the market for potential add-ons to Ekornes and found two interesting 

targets; Slettvold (Norway) and Alstons (U.K.). Slettvold is particularly interesting since the brand would add 

nicely to existing sofa and recliner assortment – with a different design which may appeal and attract new 

customers. Slettvold generated revenue of NOK 163m, EBITDA of NOK 15m and EBIT of NOK 13m – 

and operates with margins somewhat below Ekornes. However, Slettvold has generated an impressive 

CAGR of 14 pct. in revenue from 2011 to 2015 (vs. 10 pct. from 2006 to 2015). The precedent transaction 

analysis of global furniture deals in section 10 indicates an enterprise value (“EV”) of NOK ~182m (equal 

to 10x expected LTM EBITDA assuming bolt-on acquisition in 2018). Slettvold products are sold only in 

Norway and Sweden (and has the same Norwegian heritage as Ekornes) and we see significant potential in 

exploiting Ekornes existing global sales offices. Additionally, Slettvold products are manufactured in Western 

Norway, and following the same intuition as for Ekornes, we see potential for operating margin expansion 

by moving production to low-cost countries. The other potential add-on, Alstons, is a U.K. manufacturer of 

mid-end sofas – also fitting nicely into Ekornes existing product portfolio. Alstons generated a revenue of 

GBP 31m, EBITDA of GBP 3.8m and EBIT of 3.1m (orbis.bvdinfo.com). This indicates an EV of NOK 

~380m, i.e. a slightly bigger add-on than Slettvold. Alstons’ production remains in the U.K. – again, we see 

an opportunity for reducing production costs in Alstons and increase operating margins by moving 

production to low-cost countries. Note that Alstons in 2014 was acquired by a Chinese carpet manufacturer 

at a deal that valued Alstons to 7.4x EBIT – however we believe that Ekornes would be able to pay a higher 

multiple which may provide the right incentive to sell the company (we expect higher synergies between 

Ekornes and Alstons as compared to a carpet manufacturer). Both acquisitions may be financed by the 

facilitated revolver credit or cash holdings, considering the relatively small nature of the add-on targets. 

Based on the above discussion we find Slettvoll to be the best strategic fit for Ekornes, and believe a PE 

fund should consider the company as an add-on to Ekornes. 
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 Operational initiatives 

One of the more common operational initiatives PE funds initiate is cost-cutting programs and, as 

highlighted earlier, cost-cutting is a natural part of the buyout transaction in itself as increased debt lead to 

stricter spending policies (referring to section 3.3.1.). Supplementary, tighter control of the working capital 

(thereby affecting the invested capital) are usual value generating approaches. Tighter NWC management 

also have the benefit of freeing up capital, essentially increasing FCFF. We will base the evaluation of these 

possibilities through the adjusted financial statements, before assessing the quantitative effects on operating 

margins in section 8 regarding forecasting. 

 Further efficiency initiatives 

Ekornes finished the cost-cutting program at the end of 2016 and the effect on Stressless EBIT margins was 

an increase from 12 in 2014 to 15.6 pct. in 2016 (see exhibit 6.3.), while the IMG and Contract margins 

increased from 29 to 31 pct. and to 9 pct. respectively.  

A research paper based on lean manufacturing principles assessing Ekornes manufacturing identified 

substantial potential for further cost reductions in the company’s production processes (Vartdal, 2016). 

According to Wilson (2015), the origin of lean manufacturing is found in Toyotas production system. Liker 

& Meier (2006) states that Toyota identified seven different activities in manufacturing that added no value 

and can be implemented in a number of different businesses (appendix 21.). The research paper used these 

findings as the foundation for the efficiency and productivity in Ekornes sewing department in the factory 

in Sykkylven. The outcome from the paper assessed an efficiency improvement between 21 pct. and 85 pct. 

(a rather broad range), depending on which initiatives Ekornes implemented. Among other weaknesses, 

Ekornes were missing standardised work methods and maintenance (the complete score matrix can be found 

in appendix 22). In conclusion, we asses further room for productivity improvements exists, although it is 

worth noting that the research ended before Ekornes finished the cost-cutting program. While growth is 

more important than ever for PE funds, cost-reduction remain an integral ingredient to increase the 

fundamental value of its target. 

Our financial analysis reveals that Ekornes experienced a decrease in operating margins as well as 

turnover on invested capital. A PE fund should be able to increase their margins to match the level Ekornes 

had at an earlier stage, especially after including the acquisition of IMG, which is an adjusted EBITDA 

margin of ~16-18 pct. (adjusted EBIT margin of ~13-10 pct.). Management also states that they are 

unsatisfied with the current situation, and believe there exists upside potential to current margins.  
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 Relocating manufacturing facilities 

The trend in manufacturing have for a long time been relocating production facilities to e.g. Far East Asia. 

This has also been common practice in the furniture industry, where China now accounts for close to 40 pct. 

of all furniture manufacturing in the world (section 5.2.). China is the world’s most competitive 

manufacturing nation based on factors such as including talent, innovation cost competitiveness and physical 

infrastructure according to the Global Manufacturing Competitiveness Rankings for 2016 (Deloitte, 2016). 

However, a new trend has surfaced, where manufacturing companies have started to move production 

facilities from China and other parts of the world towards Southeast Asia. The Chinese manufacturing 

industry is trending in favour of goods of a higher value, and labour costs have increased relatively more 

than other low-cost countries. Consequently, manufacturing companies have been looking for the “New 

China”, and with the low minimum wages in countries like Vietnam and Indonesia, China is being priced-

out by its fellow continental companions (PWC, 2011). 

Ekornes’ values and local history suggest the group take great pride in their local community and has 

outed that they indeed want to remain as a vital part of the region in the Western Norway. While Ekornes’ 

manufacturing is highly associated with Norway and Sykkylven, it would be instinctive for a PE fund to 

consider moving the production from Norway to a low-cost country, which again would lead to the 

advantage of lower labour costs and improved operating margins. With the acquisition of IMG in 2014, 

Ekornes now have manufacturing facilities in both Vietnam and Thailand, which brings the advantage of 

experience and insight in manufacturing in these countries in the case of a relocation of the other brands. 

A disadvantage of relocating manufacturing is the loss of connection with the Norwegian community 

and the Norwegian legacy. However, we do not believe that a PE fund would put much emphasis on the 

Norwegian history – rather have uncompromised focus on harvesting any possibilities of value creation, 

including moving production. In fact, we deem new owners – and, as discussed, possibly a new management 

team – necessary to bring up the decision to move production. We believe the development in production 

within the furniture industry to be a clear signal to Ekornes of moving production to maintain 

competitiveness. 
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Exhibit 7.2. Development in manufacturing labour cost (USD/hour) from 2005 to 2015 

 

The figure above (exhibit 7.2.) illustrates the rapid growth in China’s labour cost compared to its Southeast 

Asian competitors. Manufacturing costs in China are now close to double what it is in Vietnam and five 

times the level in Indonesia. As mentioned, the obvious choice would be to expand the manufacturing plants 

in Vietnam and Thailand, which experience a lower labour cost growth. Personnel costs can be reduced 

substantially as Norway is the country in the world with the highest labour costs in manufacturing (see 

appendix 23).  

To ensure the acquisition of new facilities, capex is required and we believe Ekornes will generate 

sufficient FCFF to finance the relocation internally. 

Before finalising the decision to offshore manufacturing, it is imperative to consider all viable outcomes 

regarding freight and the complexity of shipping bigger goods such as sofas since big and odd shaped objects 

naturally would be more expensive to ship across the continent. The suggested relocation would lead to 

Europe being farer away from the production facilities, which implies higher shipping costs and higher 

inventory levels. However, the immense increase in production from the Far East suggests that such issues 

do not prevent competitors from relocating production. Additionally, some of Ekornes peers have succeeded 

with the same decision, e.g. Hooker Furniture and Tempur Sealy. 

It would be imperative for Ekornes to copy current manufacturing processes in order to keep the 

standard in quality and automation Ekornes have today, and many of today’s manufacturing practices could 

easily be replicated in Thailand / Vietnam. Payroll expenses have the last five years accounted for close to 

30 pct. of the revenue, and as the managements payroll account for approx. 2 pct. of the total group payroll, 
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we estimate that total payroll expenses can be reduced by as much as ~20 pct. (which will be included in the 

bull case scenario – see section 11 for a reasoning behind the estimate). 

 NWC management 

Tight inventory and trade receivables control are common and effective features of buyouts to reduce the 

capital tied up in such NWC components and increasing FCFF12. As evident from the footnote, the change in 

NWC affects cash flows since less capital is invested in such items – and PE firms typically initiate NWC 

management such as renegotiating supplier payment terms (longer credit terms), tight control of inventory 

levels and reducing trade receivables. 

Referring to exhibit 6.11., the change in NWC was reduced significantly from 2015 to 2016 as a result 

of a significant increase in other current liabilities (related to the earn-out in relation to the IMG acquisition). 

The intuition behind earn-outs having positive FCFF effect follows that some of the acquisition price is 

‘postponed’ and paid at a later stage if IMG meets certain operating metrics. Hence, the earn-out functions 

as a source of financing. Average inventory increased from 12 pct. of revenue in 2013 to 15 pct. in 2016, and 

we see a potential for improvements in inventory levels. Also affecting NWC negatively was an increase in 

average trade receivables from 13 pct. of revenue in 2013 to 14 pct. in 2015 (both items have significant 

NWC effect since they constituted 28 pct. and 26 pct. of invested capital in 2016). Trade payables have 

remained rather constant in the period analysed. 

 Partial conclusion 

Conclusively, we deem management to have an opposing view on the proposed relocation of production, 

which may be contrary to a PE funds’ decision to pursue value creation through operating initiatives. Since 

a well-aligned management team is focal in a successful LBO, it may lead to the PE fund replacing the 

management with a new management team – which will be aligned through significant equity stakes to ensure 

incentives for carrying out profitable decisions. 

Markets such as Southern Europe and Austria are currently developing negatively in terms of revenue 

growth and exiting such markets and a determined focus on attractive markets are likely to be value creating 

for Ekornes. Ekornes currently markets its products in the higher end in terms of price and quality through 

__________________ 

12FCFF = EBIT * (1 - T) + Adjustments for items with no cash effects (e.g. depreciation, provisions) + ∆NWC + ∆Capex 
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exclusive distribution. We believe a renewal of the distribution strategy is necessary to enhance consumer 

exposure and increase sales. 

Two interesting targets for bolt-on acquisitions have been identified; Alstons and Slettvoll. Particularly 

Slettvoll seems interesting with historical revenue CAGR of 14 pct. from 2011 to 2015 while maintaining 

acceptable EBITDA margins. We see a potential for realising synergies in an acquisition of Slettvoll, which 

would add nicely to the existing brand portfolio. Additionally, relocating production to Vietnam or Thialand 

with significantly lower manufacturing labour costs is likely to yield margin expansion throughout the holding 

period. 

8. Forecasting 

The financial and strategic value drivers have been analysed with the ultimate purpose of estimating future 

performance and forecast the financial statements (“pro forma statements”) to assess the return a PE fund 

can obtain in an LBO of Ekornes. Pro forma statements are developed with attention to the reformulated 

statements were operating activities have been separated from financing activities. In the context of an LBO, 

it does not make much sense to analyse historical financing activities since the buyout is associated with 

significant changes in the capital structure. Instead, current credit availability and costs tend to have a 

substantial impact on the economics of the LBO since it ultimately determines debt levels and financing 

costs. This naturally puts the main point of attention towards operating activities and forecasting those. 

This section is based on a so-called base case forecast, whereas section 11.2. adjusts the base case to a 

downside and two upside cases (bull case 1.0 and 2.0) based on select strategic value creation opportunities. 

The base case insinuate a moderate view of the value creation potential applied from section 7 – and of 

course with consideration to historical performance and expected competitive situation. 

We forecast revenue, EBITDA margin, NWC, capex, and depreciation and amortisation (“D&A”) – the 

last three in pct. of revenue. Revenue is forecasted based on the four business segments; Stressless, IMG, 

Svane and Ekornes Contract. Further, the EBITDA margin is forecasted with consideration to specific PE 

value creation factors as well as Ekornes / peer performance and industry competition. NWC forecasts are 

highly linked to expected PE improvements in such items, and capex is expected to develop somewhat 

constant throughout the holding period (though bull cases will require higher capex as described later).  

The potential value creation from obtaining a controlling interest in the target is found through strategic 

and operational initiatives, thereby directly affecting forecasts. Note that goodwill – which arises from 
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acquiring Ekornes above its market – is no longer amortised according to IFRS but tested for impairments. 

Hence, we do not amortise goodwill in the forecasted P&L, and we expect goodwill to have a negative effect 

on ROIC since ROIC with goodwill and acquired intangibles measures the company’s ability to generate 

value after paying acquisition premiums (Koller et al., 2010, p. 143).  

Since transitory items, such as hedging and currency fluctuations, are unexpected in the future and close 

to impossible to estimate and are excluded in our forecast model. Refer to appendix 24. for the complete 

forecast overview. 

 Revenue forecasts 

We mainly estimate the development in Stressless, IMG, Svane and Ekornes Contract based on market 

positions, market outlook and PE initiatives in terms of exiting less profitable markets and accelerate market 

penetration in geographic areas with attractive outlook (see section 4.4. and 7.3.2.). 

 

Stressless The future of Stressless in PE ownership will focus on attractive markets while phasing out select 

markets with fierce competition. Aligned with a change in branding of Stressless to increase consumer 

expossure, a PE fund is expected to gradually gain market shares in selected markets, thereby increasing 

revenue over time. On the other hand, exiting markets (e.g. Southern Europe and Austria), which account 

for approximately 9 pct. of Ekornes’ total revenue, is expected to decrease revenue in the short term – 

contradicted by increasing sales in attractive markets. We estimate a 4 pct. decrease in Stressless revenue H2 

2017 (remembering that the acquisition is assumed ultimo H1 2017). Additionally, we expect the already 

changed distributions network to yield positive results from 2017 and forward. The market exits will also 

affect 2018E negatively as revenue from H1 2018 relative to H1 2017 are affected by a reduction in markets. 

However, the new branding strategy and an aggressive market penetration should increase Stressless’ market 

shares in key markets, which are estimated to display robust growth rates. We estimate a growth in Stressless 

revenue of 0 pct. in 2018E and 2 pct. in 2019E, reaching a constant level onwards of 2.5 pct., supported by 

renewal of product designs and product development within seating furniture combined with general outlook 

in the furniture industry. The combination of improved consumer confidence and real disposable income is 

expected to further support the development in capital goods such as Stressless product.  
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IMG will continue to be Ekornes’ growth main driver of growth along with the business segment expanding 

to new markets and gaining a foothold in those markets. IMG has experienced severe growth the recent 

years, where the segment presented a growth of 4.7 pct. from 2015 to 2016. Solid activity in the North 

America after implementing several initiatives in 2016 yielded positive results, combined with strong markets 

in Scandinavia and Australia, we believe IMG will continue their growth with a total of 6 pct. in 2017E and 

2018E, which is in line with ABG research, before decreasing to an excess growth 1.5 pct. above the expected 

market growth of 2.5 pct. during the holding period. We believe IMG will capitalise on continued 

implementation into the Ekornes Group combined with accelerated market penetration and expansion. 

 

Svane A 13 pct. revenue increase in 2016 compared with 2015 which was a welcoming development from 

Svane considering the weak historical results in the segment – although not justifying extremely low margins. 

After the improved full year result in 2016, we expect Svane to continue its positive development on a lower 

level of 5 pct. in 2017E and 2018E as a result of the Norwegian market, approximately 75 pct. of total sales, 

looks slightly weaker. Thereafter we expect a constant growth of 2.5 pct. and onwards as a result of market 

expansion and healthy-looking markets outside Scandinavia – and it seems obvious for a PE fund to utilise 

a relatively well-reputed brand outside the Scandinavian borders. 

 

Ekornes Contract The smallest business segment of the Ekornes Group, constituting ~2 pct. of sales, 

experienced a marginal top-line increase in 2016 and the recently launched strategy of diversifying the 

customer base to new industries is expected to have a positive impact on revenue. Focus on new projects is 

the primary driver for Ekornes Contract as its traditional business within offshore and the maritime industry 

is in a challenging market situation. Deliveries to major individual projects within the hotel industry and the 

public sector have proved healthy growth of 8.5 pct. in 2016 – and we expect this to continue where the 

segment will experience a revenue growth of 4 pct. in 2017. Continued expansion will further allow the 

segment to surpass general market growth. Ekornes Contract are estimated to grow its top-line with 3 pct. 

in the foreseeing future, which is 0.5 pct. above our market expectations. This growth is also supported by a 

general belief in the maritime industry which eventually (long-term) should pick up its pace again as well as 

speeding up product development.  

 

Further remarks on revenue development Combined with the backing of a PE fund with an aligned and 

clear growth and efficiency strategy, we believe Ekornes will manage to turn the negative development in 
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Stressless around as well as continue growing the other segments throughout our forecast period. While we 

saw a negative market development in Norway during 2016 due to weakened household consumption, there 

has been an optimistic development in most of the company’s markets. The markets in which Ekornes are 

aggressively expanding display supportive signs and Norway is now back to a flat growth from what has been 

a weakening market. Additionally, the company’s expected enhanced product innovation pace should 

support demand for products, however affect margins negatively due to higher production complexity 

(though a marginal effect since focus remains on developing standardised modules). Our estimates suggest 

a low single digit growth throughout the forecasted period, except for 2017 where we see a negative growth 

of ~1.5 pct. as a consequence of Stressless refocusing its resources as described above. 

 EBITDA margins 

EBITDA margins are forecasted with consideration to revenue growth, which is expected to be associated 

with margin pressure, and an assessment of the efficiency potential such as reducing overhead costs as well 

as strategic and operational initiatives identified section 7. Ekornes completed their productivity 

enhancement program which led to a slight increase in the EBITDA margin in 2015 though falling some in 

2016 (see exhibit 6.2.), however, with the uncompromised efficiency drive to materialise on a short-term 

basis (1-2 years ahead), is incorporated as marginal improvements in operating margins. The historical 

improvements in margins have partly been achieved by letting go of 50 full-time positions. Efficiency 

initiatives in production processes (section 7.4.1.) support operating margins in the long-term (rest of the 

holding period), where empirical research provide evidence that PE backed companies are awarded 

significant resources to improve efficiency, through either new production processes/management and 

external consultancy. As mentioned, a PE fund will drive further innovation in Ekornes’ manufacturing 

processes continuing to develop and automate its facilities. 

Additionally, the buyout is expected to be followed by strategic initiatives such as alignment of 

management which will affect operating margins positively (see section 7.3.1.). Through significant equity 

stakes, management will be directly incentivised to promote margin expansion and cash flow generation as 

they are personally rewarded from such improvements. A clear and well-aligned strategy between the Board 

of Directors, the management team and owners tend to create more efficient decision-making as well as clear 

strategic directions – which should result in further margin expansion. 
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We expect Ekornes to increase operating margin already in 2017E to 17.5 pct., which is a flat 

development from 2015 (while 2016 was a disappointing year). This is due to the efficiency program 

materialising, contradicted by growth initiatives, exiting markets and fierce competition in the market causing 

margin pressure. A gradual increase in EBITDA margins is expected as efficiency measures start to show 

off, leading to a yearly 0.5 pct.-point improvement – reaching an EBITDA margin of 20 pct. in 2022E. 

Personnel costs decreased from a level of ~31 pct. of revenue in 2013 to ~28 pct. in 2016, which we 

believe to be a combination of laid-off employees and IMG having lower payroll expenses. We believe this 

trend to continue (though in reduced speed) because of the relentless focus on optimising production 

processes and automation – potentially leading to a reduction in employees related to manufacturing (see 

appendix 11.). Tighter cost control associated with the LBOs will further support improvements in operating 

expenses combined with a renewal of the corporate culture.  

 Net working capital and capex 

Cash flow generation constitute one of the major drivers of IRR acceleration and is ultimately derived from 

revenue growth, increasing profitability and tying less capital in e.g. NWC and PP&E13. Tight NWC 

management is an efficient way of freeing up cash flows for debt amortisation (or dividends) and NWC 

optimisation is well-known practice among PE managers. The four primary components of net working 

capital are inventory, trade receivables, other receivables, trade payables and other payables, which are 

forecasted relative to total revenue. As evident from the cash flow analysis in section 7., PE funds typically 

concentrate on improving the net working capital by maintaining lower inventory levels, i.e. tying less capital 

in inventory, as well as reducing trade receivables. 

Our estimations include a drop in the inventory level to 14 pct. of revenue in 2017E as we expect the 

‘PE effect’ to show off quickly in inventory levels. This improvement is followed by a yearly improvement 

of 0.5 pct.-point, reaching a constant level of 12 pct. in 2021E since we believe furniture manufacturers must 

maintain certain inventory levels. Working in the opposite direction of improved inventory is the exit of 

certain markets. However, this is not believed to affect inventory significantly since Ekornes operates with 

order-driven production.  

__________________ 

13 FCFF = EBIT * (1 - T) + Depreciation and other non-cash opex - capex - ∆ NWC 
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As for receivables they are expected to drop to 11.8 pct. of revenue in 2017E (compared to 13.6 pct. in 

2016) and a gradual improvement of 0.5 pct. throughout the holding period is deemed appropriate. Other 

receivables, trade payable and other payables are forecasted to be constant at slightly improved levels of 2, 5 

and 10 pct. respectively. 

By calculating turnover on net working capital, we find the liquidity cycle14 which indicates the short-

term liquidity risk through the number of days needed to convert NWC to cash (Petersen & Plenborg, 2012, 

p. 153). Our base case suggests that Ekornes will use 47 days to convert their net working capital to turnover 

in 2017, and throughout the holding period, the PE fund will manage to decrease the number of days to 34. 

PE ownership is correlated with less sizable investments in PP&E as it counteracts the FCFF generation 

and may require further debt (see section 3.3.1.). Hence, the estimated capex in pct. of revenue is slightly 

below historical levels and a capital expenditure expected of 2 pct. of sales during the holding period. This is 

somewhat below the industry average of 3.2 pct. (in 2013) identified in section 5.4. Depreciation is committed 

as a constant percentage of sales, which is argued to be fair as the driver of non-current assets – capital 

expenditures – is derived from the development in Ekornes’ revenue (assets generates revenue). 

From NWC, capex and depreciation we calculate future invested capital as evident from the forecasted 

financial statements in appendix 24. 

 Tax considerations and further cases 

The proposed Norwegian budget include a corporate tax rate reduction in 2017 to 24 pct. from 25 pct. in 

2016. Following this, we will tax Ekornes’ income with 24 pct. and apply the same corporate tax rate on 

operating income and financial expenses (Petersen & Plenborg, 2012, p. 203). 

Potential value creating drivers, including relocating production facilities and M&A activity will be 

described in section 11.2, where two potential upside cases and one downside scenario. Firstly, relocating 

manufacturing facilities to Southeast Asia are represented in both upside cases, as this is an immediate 

possibility a PE fund could consider since Norway has the world’s highest manufacturing costs. The possible 

bolt-on acquisitions (discussed in section 7.3.4.) will be added to bull case 2.0, where potential synergies are 

expected to cause higher EBITDA margins. 

__________________ 

14 Liquidity cycle (NWC) = 365/turnover rate of net working capital 
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9. Cost of capital 

We calculate two cost of capitals in this thesis. One for assessing the historical performance and one for the 

return a PE fund will require in an LBO of Ekornes. This sections’ analysis and discussions will provide basis 

for both calculations – starting with the cost of capital in section 9.1. to 9.2., then analysing the cost of capital 

in an LBO of Ekornes after leverage and fees to GPs in section 9.3. 

The cost of capital is the expected return on a portfolio of all the company’s existing securities and the 

opportunity cost of capital for an investment in the firm’s assets. The cost of capital (or required return) 

depends on the riskiness of the firm. The formula for calculating the after-tax weighted average cost of capital 

(“WACC”) is defined as; 

WACC = (1 - Tc) * rd * 
D

V
 + re * 

E

V
 

where rd denotes the company’s cost of debt, TC is the tax rate, re is the cost of equity and D / V and E / V 

are the relative market values of the firm’s debt and equity to enterprise value (Brealey et al., 2011, p. 216).  

 Cost of equity – CAPM 

The cost of equity is the return investors require on an equity investment in a firm. The cost of capital is 

built on three factors; the risk-free rate, the market risk premium and a company-specific risk adjustment 

(“beta”). The most common model to estimate the cost of capital is the capital asset pricing model 

(“CAPM”), which defines a stock’s risk as its sensitivity to the stock market.  Other models include Fama-

French three-factor model, which defines risk as a stock’s sensitivity to three portfolios; the stock market, 

firm size and book-to-market ratios (Koller et al., 2010, p. 239). Fama & French (1992) argues that the 

average stock return not necessarily is positively related to beta, but we need more factors to describe 

sensitivity. However, for our calculations the CAPM is sufficient;  

SML = re = rf + β
e
 + (rm - rf) 

Where rf is the risk-free rate, βe is the systemic risk on equity (levered beta) and rm is the return on the 

market portfolio. The risk premium is based on the return on the market portfolio and risk-free rate; (rm - rf) 

(Plenborg and Petersen, 2012, p. 249). 



92 
 

Estimation of the risk-free rate 

We use a Norwegian zero coupon government bond, also known as stripped bonds, as a proxy for the risk-

free rate. Ideally, we constructed a zero-β portfolio, i.e. a portfolio with no systemic-risk, and used the 

expected return on this portfolio as the risk-free rate. However, due to cost and problems in constructing 

such a portfolio, we use the Norwegian zero coupon government bond. We choose the zero coupon bonds 

since government bonds make interim interest payments, making the effective maturity shorter than the 

stated maturity. Additionally, the Norwegian government bonds have high liquidity and low credit risk. It is 

crucial to use NOK denominated bonds since the cash flows analysed are NOK-denominated – by doing 

this, we ensure that inflation is modelled consistently between cash flows and the discount rate (Koller et al., 

2010, p. 241). 

Norwegian zero coupon bonds are issued at maturities ranging from three months to 30 years, which 

raises the question what maturity to apply; Ideally, each cash flow should be discounted using a government 

bond with the same maturity (Koller et al., 2010, p. 241). Plenborg and Petersen suggest to use a government 

bond that matches the cash flows being analysed (Plenborg and Petersen, 2012, p. 250). Since the typical 

holding period for PE funds ranges from five to seven years, the seven year zero coupon bond is applied. 

Historical Norwegian zero coupon government bonds are depicted in exhibit 9.1. below: 

 

Exhibit 9.1. Historical yields on Norwegian seven year zero coupon government bonds  

It seems natural to ask whether the current interest level is a reasonable assumption about the future. When 

we look at historical averages, the rate has been significantly higher – even up to 3.8 pct. If the interest rate 

is expected to increase, a gradual increase in the applied risk-free rate should be implemented.  

Sources: Bloomberg (15.04.2017) and own calculations 
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OECD (2017) currently expects the long-term Norwegian interest rates to increase – in line with our 

expectations. Further, Fernandez Ortiz and Acin (2015) find that Norwegian respondents used an average 

1.4 pct. risk-free rate at the end of 2015, where the zero coupon bond was 1.3 pct. (Bloomberg, 15.04.2017). 

With the above in mind, it is deemed reasonable to apply a 2 pct. risk-free interest rate. 

Estimation of the market risk premium 

Finance literature suggests various ways of estimating the equity market risk premium, including historical 

(ex-post) and future (ex-ante) approaches. The idea behind ex-post approaches is to analyse an appropriate 

stock markets’ historical excess return above risk-free government bonds. If this approach is applied, it is 

implicitly assumed that the future will behave as the historical average (Koller et al., 2010, p. 242-243). The 

alternative – ex-ante – aims to estimate the implicit risk premium in the current market.  

 

Ex-post – historical market risk premium in Norway When calculating the ex-post market risk premium, 

literature suggest to calculate the premium relative to long-term government bonds, apply the longest period 

possible and use an arithmetic average of longer-dated intervals (Koller et al., 2010, p. 242-243). In the 

calculations in table 9.1. below, we use the Norwegian seven year zero coupon government bond and the 

OBX index (the 25 most liquid stocks on the Oslo Stock Exchange) which dates back to 1996. This period 

is believed to be sufficient for our estimates. Additionally, we use the arithmetic average (in contrast to the 

geometric mean15) since this is recognised to be the best unbiased predictor for a security’s expected one-period 

return within statistical literature (Koller et al., 2010, p. 244). However, a one-period risk premium cannot 

discount multiple-period cash flows and instead must be discounted with a compounded rate of return. But 

when compounded, the arithmetic average will estimate an upward biased discount factor due to (1) 

estimation error and (2) negative autocorrelation in stock returns, i.e. that one periods positive return tends 

to be followed by a negative return. Marshall Blume proposes the following correction (Koller et al., 2010, 

p. 245)16: 

r = (
T - N

T - 1
) * ra+ (

N - 1

T - 1
) * rg 

__________________ 

15 Arithmetic mean =
1

𝑇
∗ ∑

1+𝑟𝑚(𝑡)

1+𝑟𝑓(𝑡)

1

𝑇
− 1𝑇

𝑡=1 ; geometric mean: = (∏
1+𝑟𝑚(𝑡)

1+𝑟𝑓(𝑡)
𝑇
𝑡=1 )

1

𝑇
− 1 

16 Where ra = arithmetic mean; rg = geometric mean; T = # historical observations; N = # forecasted periods being discounted 
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where ra is the arithmetic mean, rg is the geometric mean; T is the number of historical observations and N 

the number of forecasted periods being discounted. 

Blume’s correction estimates the yearly return based on the time horizon cash flows are discounted. The 

calculations are carried out in the rightmost column in table 9.1. at varying holding periods.  

As evident from the table, the historical risk premium is 4.49 pct. according to our estimations: 

 

Table 9.1. Historical market risk premiums at different holding periods 

Ex-ante – implicit market risk premium The implicit market risk premium generally follows fundamental 

valuation principles by rearranging equations for the markets expected return. By using this approach, we 

overcome issues such as survivorship bias (Koller et al., 2010, p. 246-247). However, the approach is based 

on analyst estimates, implicitly assuming that analysts’ estimates display the average investors’ expectation. 

The analysis can be done with respect to cash flows to equity holders (“FCFE”) or dividends (Koller et al., 

2010, p. 247-248). We know the following relation between constantly growing FCFE and the cost of equity, 

re (Damodaran, 2012, p. 359): 

Price0 = 
FCFE1

re - g
 → re=

FCFE1

Price0

+ g 

where g is the long-term growth in FCFE and dividends respectively (Koller et al., 2010, p. 248). Further, we 

know that: 

FCFE = Earnings * (1 - 
g

ROE
)  → re = 

Earnings * (1 - 
g

ROE
)

Price
 + g 

where ROE is return on equity. 

Based on this formula, we used the estimated long-run GDP growth of 1.8 pct. for Norway (oecd.org, 

16.04.2017). GDP growth expectation was used for the growth rate, since analyst estimates on growth tend 

to be short-term focused and upward biased (Koller et al., 2010, p. 247). ROE for the OBX index (market 

Sources: Bloomberg (15.04.2017) and own calculations 

Holding 

period

Norwegian stocks 

(OBX return)

Norwegian seven 

year gvt. bond

Market risk 

premium

Market risk 

premium
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3 years 24.29% 10.64% 13.65% 4.36% 4.22%

5 years 39.23% 16.63% 22.60% 4.16% 3.96%

10 years 72.24% 28.76% 43.48% 3.68% 3.42%

Average cumulative returns (arithmetic) Annualised returns
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cap weighted) was 5.03 pct. in 2016 – significantly lower than the average ROE from 2006 to 2016 of 11.08 

pct. (Bloomberg, 15.04.2017). The arithmetic historical average ROE is deemed a better estimate, when the 

estimate for the market risk premium is long term. The median of analysts’ estimate for OBX 2017 EPS is 

NOK 41.7 while the current index value is NOK 626.3 (Bloomberg, 15.04.2017). This gives a P/E NTM 

(Price / Earnings next twelve months) of 15.02x. Hence, the implied cost of capital can be calculated as: 

re = rm = 
1

15.02
 * (1 - 

0.018

0.1108
) + 0.018 = 7.38 pct. 

When we apply the risk-free interest rate of 2 pct., we get the following market risk premium (“MRP”); 

MRP = rm - rf = 0.0738 - 0.02 = 5.38 pct. 

An implied market risk premium of 5.38 pct. is significantly above the calculated ex-post of 4.49 pct. 

Historically, the implied market risk premium has developed as follows from exhibit 9.2.: 

 

Exhibit 9.2. Development in implicit market risk premium and its components (Norway) 

The implicit expected market return has remained below 10 pct. since 2011, while the zero coupon rate has 

been low since 2010, effectively increasing the implied market risk premium if we compare with levels before 

2010.  

As mentioned, the expected dividend model comprises an alternative way of estimating the market risk 

premium. The general approach is the same as above, however with focus on expected dividends: 

Price0 = 
Dividend1

re - g
 → re=

Dividend1

Equity value0

+ g 

Analysts’ expected 2017 dividend for OBX is NOK 27.3 and the OBX index value is NOK 626.3 

(Bloomberg, 15.04.2017). With regard to this, a risk-free rate of 2 pct. and a growth of 1.8 pct., the estimated 

market risk premium is estimated to be: 

Sources: Bloomberg (15.04.2017) and own calculations 
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re = rm =
27.3

626.3
+ 0.018 = 6.16 pct. 

MRP = rm - rf = 0.0616 - 0.02 = 4.16 pct. 

which is significantly lower than the implicit market risk premium estimated by the FCFE model. However, 

the dividend model has several critics, including Koller et al., who argues the model is too simple. With this 

in mind, we intend to use the FCFE model (Koller et al., 2010, p. 247). 

Thereby, we estimate an implied market risk premium between 5.38 pct. and 4.16 pct., which is in line 

with the historical 4.49 pct. When we hold this up against finance literature, our estimates seem to be 

consistent with e.g. Damodaran and a survey by Fernandez et al. (2016) who estimate Norway’s equity risk 

premium to be 5.69 and 5.0 respectively. Forthcoming, we apply the estimated 5.38 pct. risk premium.   

Systemic risk  

According to CAPM, a company’s expected return is driven by a stock’s co-movement with the market 

portfolio – using OBX as a proxy for the market portfolio – known as the systemic risk and measured by 

beta. The security market line (“SML” – see equation above) is a relative pricing model showing the 

equilibrium between the risk premium of a company and the risk premium of the market portfolio (Plenborg 

and Petersen, 2012, p. 249). 

 

Regression beta The theoretical recommended approach to estimate beta is by regressing the historical 

return on the stock against the proxy for the market portfolio (Koller et al., 2010, p. 249). Exhibit 9.3. plots 

Ekornes’ return against the market from 1997 to 2017 (222 data points): 
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Exhibit 9.3. Estimation of regression beta (monthly data from 1997 to 2017)  

We estimate a raw beta of 0.4835, when regressing Ekornes against the market proxy. In comparison, 

Bloomberg estimates a raw beta of 0.55 (Bloomberg, 15.04.2017). Hereafter, beta is adjusted for extreme 

observations (adjusted beta17) to be 0.65. 

 

Estimating beta from comparables The adjusted beta is often improved by calculating a beta based on 

peers in the industry. This is preferable as the regression only yields a R-squared of 13 pct. Since beta is a 

function of (1) the type of business, (2) the degree of operating leverage and (3) the firm’s financial leverage, 

we further adjust beta for financial gearing (asset beta) and operational gearing (Damodaran, 2012, p. 193-

194). However, measuring the degree of operating leverage, i.e. the relative relationship between fixed costs 

and total costs, brings a certain issue since variable and fixed costs are often aggregated in the income 

statements (Damodaran, 2012, p. 194). Instead, we assume that the selected peers have the same operating 

leverage (Koller et al., 2010, p. 256).  

Since observed peer betas are levered betas (also known as equity betas since equity holders receive 

income after debt holders), each beta is unlevered (asset beta, β
a
) in appendix 25. According to Modigliani 

and Miller, the weighted average risk of a company’s financial claims equals the weighted average risk of the 

company’s assets. When we use beta to represent risk, we get the following relationship: 

__________________ 

17 β
adjusted

= 0.33 + 0.67 * β
raw

– controlling for extreme observations (Koller et al., 2010, p. 257) 

Sources: Bloomberg (15.04.2017) and own calculations 
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β
a 

= 
D

D + E
 * β

d 
+ 

E

D + E
 * β

e 
 

where D is the market value of the company’s net debt and E is the market value of the company’s equity. 

The equation is then rearranged to solve for equity beta18 (Koller et al., 2010, p. 255). To further simplify 

the formula, two additional restrictions are imposed. First, since debt claims have first priority, beta of debt 

tend to be low, and thus it is generally accepted to assume a beta of 0 (Koller et al., 2010, p. 255). Second, if 

we assume the company maintains a constant capital structure, the value of tax shields will fluctuate with the 

value of operating assets, effectively causing the beta of tax shields to be equal to the equity (unlevered) beta. 

Setting β
txa

 equal to β
a
removes the last term in the formula in footnote 4: 

β
e
 = β

a
 * (1 + 

D

E
) → β

a
=

β
e

(1 + 
D
E

)
 

Thereby, a company’s equity beta equals the company’s asset beta times the leverage factor. Note that this 

equation assumes continuous rebalancing of capital structures, which is a reasonable assumption since errors 

introduced by annual rebalancing are very small and can be ignored for practical purposes (Brealey et al., 

2011, p. 484-485). As unlevered betas focus solely on operational risk, they can be averaged across peers 

(bearing in mind that we assume peers have similar operating characteristics). The calculations are done in 

appendix 25. and the average asset beta for peers is estimated to 1.12. The industry average asset (unlevered) 

beta is then relevered to Ekornes’ capital structure (Plenborg and Petersen, 2012, p. 255). Koller et al. suggest 

to apply a company’s target capital structure. Damodaran (2017) estimates the European average market D / 

E to be 20.15 pct., which could be applied as a target for Ekornes. However, we do not believe this is 

appropriate when looking at the annual report. In the 2016 annual report, management states that they 

continuously assess Ekornes’ capital structure – which led to a repayment of close to all interest-bearing debt. 

Hence, the current capital structure is deemed a good proxy for the target capital structure: 

β
e
= 1.12 * (1+

-16

3,922
) = 1.11 

Hence, we calculate Ekornes’ beta to be 1.11, which is considerably higher than the regression beta of 0.48, 

and higher than the average market beta of 1. Considering the cyclical business of Ekornes, we believe a beta 

somewhat above the market risk is reasonable. 

__________________ 

18 β
e
= β

a
+

D

E
 * (β

a
- β

d
) -

Vtxa

E
*(β

a
- β

txa
), where Vtxa is the value of tax shields and β

txa
is beta of the tax shield 



99 
 

As a finale note to the beta calculation, we stress the fact that such calculations are not unproblematic. 

In addition to the general regression estimation issues, it is required that peers have the same risk profile – 

which is not necessarily the case. Some peers may adopt more flexible cost structures, which, everything else 

being equal, lowers the operating risk and causes different risk profiles (Plenborg and Petersen, 2012, p. 255). 

Cost of equity 

Referring to the calculations above, the cost of equity can be calculated as, cf. the formula on page 89: 

re= 0.02 + 1.11 * 0.0538 = 7.92 pct. 

 The weighted average cost of capital – WACC 

As mentioned above, Ekornes currently operates with a net debt close to zero, which is believed to be 

consistent with the target capital structure. Hence, the WACC is equal to the cost of equity, since operations 

are 100 pct. equity-financed and the cost of debt can be disregarded in the calculation: 

WACC = re = 7.92 pct. 

 Cost of capital in an LBO of Ekornes 

In a historical perspective, PE funds have enjoyed IRR on investments around 25 to 30 pct., which have led 

to an expectation among investors that funds maintain such IRRs (Olsen et al., 2002, p. 1). Gompers et al. 

(2015) find that PE investors historically and currently target a median IRR of 25 pct. both (Gompers et al., 

2015, p. 16). This contradicts traditional portfolio theory which dictates that the required rate of return 

depends on the riskiness of the asset (Koller et al., 2010, p. 239). 

The CAPM will be used for calculating the required return in an LBO of Ekornes. However, since GPs 

charge fees, the CAPM cannot be applied as a plug and play model. Therefore, we extend the calculated cost 

of equity by adjusting for gearing and fees below.  

 Historical private equity returns 

An analysis carried out by CapitalDynamics and CEFS (2014), including 701 PE exits from 1900 to 2013, 

find that PE funds globally achieved an IRR of 42.6 pct. on investments with entry in 2005 to 2008 and 44.6 

pct. on investments entered in 2001 to 2004., i.e. a decline of 2 pct. However, it is important to keep in mind 

that such analyses may be encumbered with measuring errors – right-skewed return distribution since PE 
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funds report their own IRRs. When we analyse the historical IRR of PE transactions in the perspective of 

LPs, i.e. IRRs net of fees expenses and carried interest, the trend of declining IRRs seems to be confirmed 

(however a small rebound in global net IRRs in Q3 2016): 

 

Exhibit 9.4. Global and U.S. net IRRs (one-year horizon from Q3 1990 to and including Q3 2016) 

The graph displays a one-year horizon IRR based on beginning net asset value (“NAV”), cash flows in the 

period and ending NAV – hence we overcome the ‘delay’ as in in IRRs since vintage.  

As evident from exhibit 9.4, realised net IRR by global and U.S. PE funds has recently lied around the 

historical median of 17 pct. – declining to around 10 pct. in Q3 2016. Note that this trend is broadly in line 

with the expected market return (exhibit 9.4. above). Still, net IRRs must be interpreted with precautions due 

to the risk of measuring errors.  

When we look at IRR since vintage, it is evident that recent returns have been lower historical levels; 

  

Source: Cambridge Associates (2016) – data as of September 30 2016 

-20%

-10%

0%

10%

20%

30%

40%

Q
3

 1
99

0

Q
3

 1
99

2

Q
3

 1
99

4

Q
3

 1
99

6

Q
3

 1
99

8

Q
3

 2
00

0

Q
3

 2
00

2

Q
3

 2
00

4

Q
3

 2
00

6

Q
3

 2
00

8

Q
3

 2
01

0

Q
3

 2
01

2

Q
3

 2
01

4

Q
3

 2
01

6

Global U.S. Median

17 pct.



101 
 

Exhibit 9.5. Global net IRR and mPME19 from 1986 to and including 2010 

Net IRR has fallen from historical high levels and the spread between PE IRR and mPME IRR (modified 

Public Market Equivalent IRR) has tightened to close to zero in recent years. If we look at the 15-year global 

historical average, Cambridge Associates estimates a risk-adjusted excess return of just 4.75 pct. (Cambridge 

Associates, 2016, p. 42). 

Regarding Nordic PE funds’ performance, available data is highly limited. CapitalDynamics and CEFS 

(2011) carried out an analysis of 44 Danish LBOs until 2010, which estimates an average gross IRR of 37.7 

pct. (median of 29.9 pct.), compared to the global average gross IRR of 41 pct. from 1990 to 2013 

(CapitalDynamics and CEFS, 2014). Even though the period is not directly comparable, the historical average 

IRR is lower in Denmark. Further, CapitalDynamics and CEFS (2011) estimates a Danish risk-adjusted 

excess return of 6 pct. 

Conclusively, there has recently been a downward trend in in LBO IRRs. The latest available data 

provides evidence of a global net IRR of around 15 pct. (since vintage), whereas the global median one-year 

horizon IRR is 17 pct. in a historical perspective – with recent levels lying roughly on the long-term historical 

median. In comparison, it seems that Danish IRRs are somewhat lower (though highly limited data available 

on the Nordic region). With this in mind, it is deemed reasonable to question the industry consensus of a 25 

pct. (see section 9.3. above). 

__________________ 

19 mPME is a modified public equivalent PE benchmark made by Cambridge Associates 

Source: Cambridge Associates (2016) – data as of September 30 2016 
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 Cost of capital after leverage and fees 

The different inputs for calculating the cost of capital has been estimated above. Cf. section 9.1. the risk-free 

rate is 2 pct., the asset beta is 1.12 and the market risk premium is 5.38 pct. These input are not affected by 

a PE acquisition of Ekornes – and provide basis for the calculations below. 

 

Cost of equity after leverage In order to calculate equity beta in an LBO, we must determine an appropriate 

capital structure in the transaction. Net debt / EBITDA is often used for this purpose as it takes earnings 

into account – in contrast to Net debt / Equity. Generally, leverage levels tend to follow the market; 

increasing leverage in periods with economic growth and vice versa. In a Danish perspective, historical 

median Net debt / EBITDA (entry) has been 3.9x and median Net debt / Equity of 1.7x (average of 1.3x) 

(which is deemed comparable to Norway) (CapitalDynamics and CEFS, 2011, p. 5). In a global perspective, 

historical leverage has been as follows in exhibit 9.6.: 

 

Exhibit 9.6. Historical leverage in LBOs  

In Europe, the median leverage from 2005 to June 30 2016 was 4.9x EBITDA. The decrease from 2015 and 

onwards may be a signal of less cheap debt financing available for PE funds. Corporate finance advisor and 

Debt capital market (“DCM”) expert, Kenneth Egdal Dyrlund (“Kenneth”), states that Nordic PE funds 

can leverage about 5x EBITDA for a manufacturing company like Ekornes (Interview, 2017 – see appendix 

26.). This is of course dependent on the targets’ risk and cash flows. 

Note: Left graph shows Net debt / EBITDA for European LBOs, right graph shows global LBOs  

Sources: S&P Capital IQ LCD (left) and PitchBook, 2016 (right) 
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Additionally, Kenneth states that the vast majority of PE funds maintain a constant cost of capital during 

the holding period when estimating the cost of equity, i.e. no adjustments for decreasing leverage (Interview, 

2017). In a survey by Petersen et al. (2006), 14 out of 15 PE respondents state that no adjustments for varying 

capital structure are done. Levin and Olsson (1995) show that the effect on the valuation from adjusting the 

cost of capital for changing capital structure is insignificant and can be neglected for practical purposes. 

Hence, we feel confident in maintaining a constant capital structure and cost of capital throughout the 

analysed period. 

 With this in mind, we estimate leverage to be 5x adjusted LTM EBITDA (an equal weighted EBITDA 

of 2016A and 2017E since we assume takeover mid-2017) of NOK 504m, corresponding to a total debt of 

NOK 2,520m in an LBO of Ekornes. We use the LTM EBITDA as this is general practice within leverage 

finance, according to Kenneth. Considering Ekornes significant cash flow generation, this is deemed likely 

in today’s credit market. As estimated in section 10.2., the expected takeover premium (or control premium) 

is 30 pct., which corresponds to a total enterprise value on debt-free basis of NOK 5,266m (share price as 

of May 5 2017 of NOK 110 multiplied by 1.3 and then multiplied by number of shares – assuming a constant 

share price until mid-2017). 

Kenneth further states that PE transaction costs typically make up NOK 20 to 25m – depending on if 

the PE fund uses advisors and the type of debt instruments in the transaction. Hence, we apply a transaction 

cost of NOK 25m. The levered (equity) beta can be calculated using to following formula; 

β
e
= β

a
 * (1 + (1 - TC) * 

D

E
) 

which assumes a constant debt level (as opposed to the formula in section 10.1 that assumes a constant D / 

E ratio). Since debt is converted to equity throughout the holding period, the D / E ratio will obviously 

change. Hence we prefer to assume a constant debt level, and using the Norwegian corporate tax rate in 

2017 of 24 pct., we get the following equity beta; 

β
e
= 1.12 * (1 + (1 - 0.24) * 

2,520

2,771
) = 1.89  

For comparison, we estimate the systemic risk for the STOXX Europe Private Equity 20, which is an index 

over the 20 biggest listed PE firms in Europe. We run a regression against quarterly and yearly returns on 

the MSCI Europe. Since PE funds have a long-term investment horizon, one could argue that this should 

be reflected in the frequency of observations; 
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Exhibit 9.7. Beta values for STOXX Europe Private Equity 20 – quarterly and yearly from 2005 to now 

The beta for STOXX Europe Private Equity 20 lies between 1.3 and 1.7, depending on the frequency of 

measurement (quarterly vs. yearly returns) and the calculated equity beta of 1.89 lies somewhat above this 

interval. 

Using the calculated beta, we estimate a cost of equity before fees of; 

re= 0.02 +1.89 * 0.0538 = 12.19 pct. 

Thereby, the cost of equity a PE fund will apply in an LBO of Ekornes is 12.19 pct. – significantly higher 

than the cost of equity of 7.92 pct. used for assessing historical performance. Note that this estimate assumes 

a constant capital structure – in accordance with general practice in the PE industry.  

 

Cost of equity after fees Since LPs are charged with a fee from GPs, we calculate the cost of equity in the 

perspective of LPs by taking the GPs’ compensation (fees) into account. General practice in the PE industry 

is a so-called ‘2/20’ fee structure (as discussed in section 3.2.). Briefly explained, the idea behind the 2/20 is 

that GPs charge a fixed 2 pct. management fee and a 20 pct. performance fee (or carried interest) (Sorensen 

et al., 2012, p. 1978). According to Gompers et al. (2015), a gross IRR of 25 pct. (30 pct.) equals approx. a 

net IRR of 20 pct. (25 pct.). Said differently, GPs charge a total fee of approx. 500 basis points (“bps”) on 

an IRR of 25 to 30 pct. Sorensen et al. (2012) estimates that GPs charge 23 pct. of the return, hereof 15 pct. 

in management fee and 8 pct. in carried interest (Sorensen et al., 2012). With a gross IRR of 25 pct., this 

corresponds to a net IRR of 19.25 pct. 
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Under the assumption that net IRR is 12.19 pct., equal to the cost of equity a PE fund will require before 

fees, we are able to calculate the cash flow (“CF”) an LP will receive at the end of year 5 (assuming a holding 

period of 5 years). This is done by solving for the CF LP in year 5 that gives a net present value (“NPV”) of 

0 (using net IRR of 12.19 pct.). To calculate this, we use the estimated initial equity investment of NOK 

2,771m as the enterprise value minus the debt used in the transaction (NOK 5,266m plus 25m transaction 

costs minus NOK 2,520m);  

0 = -2,771 - 55.42 * (1+ 0,1219)-1 - 55.42 * (1 + 0,1219)-2 - 55.42 * (1 + 0,1219)-3 - 55.42 * 

(1 + 0,1219)-4 + CFLP * (1 + 0,1219)-5 

→ CFLP = 5,223,05 (using Excel's solver function) 

where NOK 55.42m is the yearly management fee of the initial equity investment of NOK 2,771m. Now we 

know the entire GP cash flows and the following relation each year; 

CF fund - CF GP = CF  LP 

where CF fund – CF GP in year 5 can be rewritten as; 

CF fundt=5 - [(CF fundt=5 + CF fundt=0) * performance fee in pct. + management feet=5] 

Thereby, we have the following equation from which we isolate gross IRR; 

2,771 * (1 + IRRgross)
5
 – [(2,771 * (1 + IRRgross)

5
 + (-2,771)) * 0.2 + 55.46] 

→ IRRgross= 16.34 pct.    
Equal to 431 bps above the net IRR. We get the following cash flows for five and seven year holding 
periods respectively: 
 
Table 9.2. Calculation of gross IRR based on net IRR and 2/20 fee structure 

Hence, 16.34 pct. is the required rate of return a PE fund will have at an LBO of Ekornes with a holding 

period of five years (15.85 pct. for a seven year holding period). However, note that this calculation assumes 

Source: own creation 

Year Cash flow – fond Cash flow – GP Cash flow – LP Year Cash flow – fond Cash flow – GP Cash flow – LP

0 -2,771 0.00 -2,771.00 0 -2,771 0.00 -2,771.00

1 0 55.42 -55.42 1 0 55.42 -55.42

2 0 55.42 -55.42 2 0 55.42 -55.42

3 0 55.42 -55.42 3 0 55.42 -55.42

4 0 55.42 -55.42 4 0 55.42 -55.42

5 5,905 682.28 5,223.05 5 0 55.42 -55.42

6 0 55.42 -55.42

7 7,759 1,053 6,706.01

IRR 16.34% 12.19% IRR 15.85% 12.19%
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that no cash flows go to or from the fund during the holding period. The gross IRRs are 415 and bps 366 

higher than net IRR for a five and seven year holding period respectively. 

 Debt financing 

Debt financing is expected to be 5x last twelve months (“LTM”) EBITDA, cf. the discussion above. 

According to Kenneth, debt sources in a typical Nordic LBO comprise of 100 pct. senior debt, unless the 

transaction is financed with ‘very high’ leverage. Senior debt is typically issued as 30 to 40 pct. as a straight-

line amortisation term loan tranche and the remaining as a non-amortising bullet loan with repayment at 

maturity (Interview, 2017). Of course the combination between amortising and non-amortising term tranches 

depends on the portfolio company’s cash flow generation and ability to meet debt obligations. Considering 

Ekornes’ cash flow generation (analysed in section 6.4.), we assume that 40 pct. of the debt financing 

constitute the straight-line amortisation loan (“Term Loan A” or “TLA”) and the rest, i.e. 60 pct., is financed 

by non-amortising term loan (“Term Loan B” or “TLB”). This is equal to a 2x LTM EBITDA for TLA and 

3x for TLB. 

Nordic PE funds rarely make use of junior-ranked debt (Interview, 2017). In addition, senior debt 

includes a ‘super senior’ working capital facility (“revolver credit” or “RCF”) for continuous use throughout 

the holding period – and with an agreed maximum credit line of 10 pct. of the issued amount (Interview, 

2017). 

Further, Kenneth estimate that a manufacturing company within consumer goods and with retail 

exposure can obtain a cost of debt of approx. 5 to 6 pct. on the bond – depending on the risk and cash flow 

in the case (Interview, 2017). We assume that Term Loan A and Term Loan B have a cost of capital of 6 pct. 

and maturity of 5 years. However, the amortising term loan might have lower cost of capital compared to 

non-amortising since the tranche is amortised throughout the holding period, i.e. lower credit risk. As 

discussed in chapter 3, PE funds can obtain favourable credit terms since they are returning customers in 

the credit market – which, everything else being equal, reduces agency costs between the creditor and the 

borrower. 
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10. Acquisition price 

 Stock market valuation 

From exhibit 10.1., we see that Ekornes’ stock price has developed roughly in the level of NOK 80 to NOK 

100 from the beginning of 2012 to May 2017 – though moving slightly out of this interval in some periods. 

From mid-2016 and onwards, it seems that the stock price remains slightly above the highlighted interval in 

the level of NOK ~110. As evident from the graph, Ekornes announced a dividend of NOK 25 per share 

in April 2017 (of which NOK 6 is ordinary dividend and 19 is an extraordinary dividend), which caused the 

price to increase to NOK 122 and further increasing to NOK 137 at the maximum point – equal to a NOK 

28 gain. Following the logic of efficient market theory, the price should increase approximately by the amount 

of the dividend discounted to time zero (today or “t0”) and fall by NOK 25 when the stock goes ex-dividend 

date – from a theoretical point of view (Brealey et al., 2011, p. 400). This is what causes the sudden price 

increase and subsequent ‘normalisation’ of the price. Interestingly, the market shows a sign of some 

inefficiency by not increasing to the NOK 25 higher level immediately; it increases immediately by ~50 pct. 

of the dividend payment and then gradually increases the last ~50 pct. (and even further) – known as 

semistrong market efficiency (however this is out of the scope of this thesis) (Braeley et al., 2011, p. 318).   

 

Exhibit 10.1 Recent stock price development in Ekornes (NOK) from 2012 to May 2017 

The graph tells a story of a rather constant stock market view on the stock over the past five years. The most 

recent stock price (as of May 6 2017) is NOK 110 per share – on which we base our calculation of the 

expected acquisition price of Ekornes. Assuming that a PE fund acquires Ekornes on July 3 2017 (which is 

Sources: Bloomberg (06.05.2017) and own contribution 
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the first trading day after first half of 2017) – and assuming that the price remains constant as of May 6 2017 

to the acquisition date, we base the calculations below on the current price of NOK 110 per share. 

 Acquisition premium 

Koller et al. (2012), Damodaran (2012) and Plenborg and Petersen (2012) all suggest to apply an acquisition 

premium when a controlling interest in a company is acquired. An investor is typically willing to pay a 

premium for such controlling interests as it allows the investor (PE vehicle) to execute changes in the 

operating activities with the ultimate objective of improving firm value (Plenborg & Petersen, 2012, p. 234). 

Damodaran argues that the value of wresting control of a firm with incumbent management is inversely 

proportional to the perceived quality of that management and its capacity to maximize firm value 

(Damodaran, 2012, p. 714). The value of control will be greater for companies with poor management – and 

thereby substantial opportunity for creating value from control – than for a well-managed firm20. 

Koller et al. describe how acquisitions can create value when cash flows of the combined companies are 

greater combined than they would have otherwise been. If the acquirer does not pay too much for the 

acquisition, some of the value will accrue to the acquirer’s shareholders, i.e. the LPs, GPs and management 

(assuming an MBO as discussed in section 7) (Koller et al., 2012, p. 446). Both Koller et al. (2012) and 

Plenborg and Petersen (2012) suggest using a control premium of 30 pct. (based on historical premiums 

paid).   

The important question in this context is how much a PE firm is expected to pay in connection with the 

buyout of Ekornes. To provide a realistic assessment of the acquisition premium, we carry out an empirical 

analysis of Norwegian as well as Nordic public-to-private transactions. The analysis covers acquisition 

premiums paid by strategic and financial buyers in the period from 2004 to 2016. We feel confident in using 

this period as it covers the economic growth from 2004 to 2008 and the following credit crisis (and following 

recession) since the effects from paying higher values of control in periods with economic growth and 

correspondingly lower premiums in an economic downturn is smoothed out. The output is found in exhibit 

10.2 below: 

 

__________________ 

20 Value of control = Value of firm optimally managed – value of firm with current management 
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Exhibit 10.2 Nordic acquisition premiums in public-to-private transactions from 2004 to 2016 

The analysis provides evidence of historical acquisition premiums somewhat in line with Koller et al.  and 

Petersen and Plenborg. In the left table, transactions have been segmented by target size and we see no clear 

cut correlation between target size and premium paid, though large cap companies with market cap above 

EUR 1bn (NOK ~9.5bn) seem to have higher average and median premiums. Further, premiums have been 

calculated relative to the stock price 30 days before the offer was announced (“t-30) and one day before (“t-

1”). We see that premiums tend to fall slightly the closer we get to the expiry of the offer. This may be a 

consequence of potential rumours about the attempt to acquire the target, which causes a buy-pressure and 

drives up the target’s stock price. In fact, some hedge funds bet on such events after the announcement 

(known as merger arbitrage) since this is extremely difficult to anticipate before the announcement and those 

who really know about the deal could end up in jail for insider trading (Pedersen, 2015, p. 294). 

We prefer to look at the average and median Nordic mid cap premiums (left table) and average premium 

paid by financial buyers in Norwegian as well as Nordic public-to-private transactions (right table) since these 

are the relevant transactions in relation to the LBO of Ekornes. Based on the highlighted premiums, we 

deem a control premium of 30 pct. for a financial sponsor to be likely. 

When we apply a control premium of 30 pct. to the share price as of May 5 2017 of NOK 110, we get 

an acquisition price of NOK 143 per share, equal to an EV of NOK 5,266m21, equal to 10.7x LTM EBITDA. 

This implicitly assumes that the share price at acquisition is equal to the share price with a cut-off point at 

__________________ 

21 As of December 31 2017: # shares = 36,826,753, net debt = NOK -15.647m. EV = 143 * 36,826,753 – 15.647 = NOK 5,266m 

Nordic takeover premiums segmented by target size Takeover premiums in Norway and the Nordics (buyer type)

Small cap Mid cap Large cap Norway The Nordics

< EUR 150m EUR 150m - 1bn > EUR 1bn Market cap (avg.) EUR 440m EUR 580m

Deals (#) 93 71 15 Market cap (median) EUR 222m EUR 199m

Premiums Industrial deals (#) 60 124

Average (t-30) 36.2% 31.8% 42.7% Financial deals (#) 18 47

Median (t-30) 31.6% 27.1% 38.2%

Premiums - buyer type

Average (t-1) 30.8% 32.0% 38.6% Avg. premium, industrial 38.9% 36.5%

Median (t-1) 27.3% 25.0% 32.1% Avg. premium, financial 26.8% 30.7%

Sources: FactSet (24.04.2017) and own calculations 
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May 5 2017(which is fairly reasonable given that the share price has developed rather constant historically 

and slightly above the five-year historical price range in recent months as analysed in section 10.1). 

 Precedent transactions 

The furniture sector has experienced robust M&A activity recently, however not all deal values are disclosed 

in such transactions. Companies in the furniture industry are based on a relative peer valuation, using EV / 

EBITDA (based on Nordea, ABG Sundal Collier and JP Morgan analyst reports of Ekornes and peers). 

Hence, we use the EV / EBITDA approach to analyse precedent transactions. Note that the precedent 

transaction analysis uses last twelve months (“LTM”) EBITDA (Rosenbaum & Pearl, 2013, p. 125). 

When valuing companies on the relative valuation approach, it is important to be consistent in the 

numerator and denominator, meaning that for a EV multiple, an earnings measure available for equity and 

debt holders is applied – such as EBIT or EBITDA.  

Appendix 27. depicts the most relevant furniture transactions in relation to Ekornes from 2001 to April 

2017 including a brief description of the target. Further, we have highlighted (grey rows) the transactions 

that are directly comparable to Ekornes since they have substantial overlap in terms of business model and 

risk exposure. We place most emphasis on the transactions that are truly comparable (Rosenbaum & Pearl, 

2013, p. 125). One advantage of the precedent transaction analysis – as opposed to a relative valuation – is 

that it includes the acquisition premiums paid in such transactions (Rosenbaum & Pearl, 2013, p. 125). 

When analysing the most comparable transactions, we get a median LTM EV/EBITDA of 9.8x. We 

prefer to use the median as it is less affected by outliers, and as evident from appendix 27., the average is 

unreasonably high (12.3x). This has led us to establish a multiple valuation range from 9.5x to 10x LTM 

EBITDA, equal to an implied EV of NOK ~4,665m to ~4,910m – using the LTM EBITDA22, which is 

slightly below the EV of NOK 5,099m calculated using the control premium. 

 Comparable companies analysis – trading multiples 

In addition to the analysis of precedent transactions and expected takeover premium in a delisting of 

Ekornes, we carry out an analysis of trading multiples of comparable companies (”comps”) within the 

__________________ 

22 LTM EBITDA = 0.5 * EBITDA 2016A + 0.5 * EBITDA 2017E = 0.5 * 467,059 + 0.5 * 515,121 = 491,090. This calculation 
assumes that the LBO happens exactly at mid-2017. 
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furniture industry in table 10.1. below. The analysis is built on the premise that similar companies provide a 

highly relevant reference point for valuing Ekornes (Rosenbaum & Pearl, 2013, p. 11). 

Current trading multiples are based on consensus earnings estimates from brokers (retrieved from 

FactSet). We generally put most emphasis on the EV / EBITDA and EV / EBIT multiples since those 

comprise the most frequently applied relative valuation metrics when valuing furniture companies – based 

on broker reports of selected listed peers. Comps have been selected on the basis of business and financial 

characteristics such as growth, profitability and risk. Since it was evident from the financial analysis that 

Dogtas operates with lower ROIC and somewhat higher growth than peers (when we disregard the 

acquisition effect in Tempur in 2013), we have excluded Dogtas from the comps analysis.  

 

Table 10.1 Trading multiples of comps within furniture 

This implies a valuation of Ekornes of NOK ~4,500m when we apply the median EV/ EBITDA 2017E 

and NOK ~4,310m when we apply EV / EBITDA 2017E (adjusted EBITDA and EBIT respectively for 

2017E). Both implied valuations lie somewhat lower than the valuation range of NOK ~4,665m to ~4,910m 

from precedent transactions. This is highly expected since trading multiples do not include acquisition 

premiums as precedent transactions do.  

 

 

 

 

 

Sources: FactSet (05.05.2017) and own calculations 

EV MCAP

Company name EURm EURm 2016A 2017E 2018E 2019E 2016A 2017E 2018E 2019E 2016A 2017E 2018E 2019E

Furniture exposure

Tempur 4,007 2,350 1.4x 1.5x 1.5x 1.5x 8.4x 10.3x 10.1x 10.1x 10.4x 13.6x 12.5x 12.4x

La-Z-Boy 1,173 1,285 0.8x 0.8x 0.8x 0.8x 8.5x 8.2x 7.2x 6.4x neg. n.m. 96.1x 7.7x

DFS Furniture 862 704 0.9x 0.9x 0.9x n.a. 7.7x 7.5x 7.2x n.a. 9.6x 9.5x 9.1x n.a.

Ethan Allen Interiors 751 781 1.1x 1.0x 1.0x 1.0x 8.5x 8.7x 7.8x 7.3x 10.5x 10.7x 8.5x 7.2x

Forte 529 451 2.0x 1.9x 1.8x 1.6x 13.3x 12.7x 11.6x 10.5x 16.1x 15.0x 14.6x 13.8x

Hooker Furniture 488 481 1.0x 0.9x 0.8x n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Basset Furniture 259 298 0.7x 0.6x n.a. n.a. 7.1x 7.0x n.a. n.a. 10.1x 10.5x n.a. n.a.

Dixie Group 168 58 0.5x 0.4x 0.4x 0.4x n.a. n.a. n.a. n.a. neg. 20.0x 15.6x 12.2x

Median 640 592 1.0x 0.9x 0.9x 1.0x 8.4x 8.4x 7.8x 8.7x 10.4x 12.1x 13.6x 12.2x

Average 1,030 801 1.0x 1.0x 1.0x 1.0x 8.9x 9.1x 8.8x 8.6x 11.3x 13.2x 26.1x 10.7x

Ekornes

Ekornes 406 429 1.2x 1.2x 1.2x 1.1x 7.7x 6.7x 6.0x 5.9x 8.3x 8.9x 7.3x 7.1x

EV/Sales EV/EBITDA EV/EBIT
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11. Ekornes as a portfolio company 

 The LBO model  

Key assumptions underlying the model and financial statement adjustments 

An overview of underlying assumptions is found in appendix 28. Pro forma financial statements and 

adjustments in relation to the LBO are found in appendix 29. 

The LBO is assumed to happen at June 30 2017, i.e. mid-2017, and all balance sheet and income 

statement items as of December 31 2016 are assumed to remain constant until the acquisition. Hence, we 

have made the necessary mid-year adjustments for the first period (“6m’17E”). 

Regarding the pro forma income statement, we have applied half-year revenue, EBITDA etc. for the 

6m’17E period based on the full-year 2017E estimates (highlighted by the grey cells in the pro forma income 

statements in appendix 29.). Note that 2017E in the income statement is for illustrative purposes only. Half-

year capex and D&A are then added and subtracted from opening total non-current assets to arrive at total 

non-current asset end of period (the same procedure follows for full-year future periods). No adjustments 

are made to the income statement as a consequence of the LBO (Rosenbaum & Pearl, 2009, p. 199-201).  

In connection with the acquisition, goodwill enters the balance sheet (as a positive adjustment to 

goodwill – see appendix 29.) as total equity purchase price less existing book value of equity. Existing equity 

on the balance sheet is eliminated as a consequence of the LBO and the newly contributed equity enters the 

balance sheet. We assume that cash is maintained and not used for repaying debt immediately after the 

acquisition23. Existing interest-bearing debt is repaid using cash and the new debt financing enters the balance 

sheets. Since existing debt is refinanced, historical finance expenses and debt are irrelevant in the context of 

an LBO. 

__________________ 

23 This implies that the equity adjustment on the balance sheet differ from the calculated equity value at entry (EV - net debt = 
equity at entry – see section exhibit 10.2 “Equity, entry” below), since equity at entry assumes cash can be paid out as dividend or 
used for repaying debt (hence classified as net debt, effectively increasing equity value). However, on the accounts cash holdings 
should be classified as cash – and correspondingly less equity on the balance sheet. 



113 
 

 Exit price 

Exit strategy 

Typical PE exit strategies have been described in section 3.4. Generally, three exits from PE ownership exists; 

secondary buyout, trade sale and IPO (or re-IPO). Apart from these, other exits can be structured such as 

partly sales of the brands, MBO etc. 

Considering the need for consolidation in the industry, we believe a trade sale is the most realistic exit 

route at this point. The potential synergies from EoS a competitor can obtain by acquiring Ekornes further 

support a trade sale. However, a re-introduction to the stock exchange or a secondary buyout also constitute 

likely exit scenarios. 

Exit multiple 

One way of estimating the exit multiple is to analyse the historical multiple cycle of listed peers from a period 

covering pre the financial crisis until today and then try to estimate where on the cycle a PE will be when 

exiting in mid-2022. However, this implies that we are able to forecast economic cycles and the derived 

multiples in such cycles. It is close to impossible to predict the future development in stock markets and we 

generally do not believe that historical stock price valuations can explain future developments – known as a 

random walk (Fama, 1995, p. 76). Therefore, we exclude an analysis of historical multiple cycles. 

When we look at historical multiple expansion, it is clear that expansion has varied substantially over 

time. In Danish PE exits, only 4 pct. of the value creation was caused by multiple expansion, whereas 

operational effects comprised ~60 pct. of the value created (CapitalDynamics & CEFS, 2011, p. 6). The 

effect from multiple expansion in global PE was 18 pct., where deals made during the buyout boom (2005-

2008) enhanced the shift towards operational drivers and away from multiple expansion (CapitalDynamics 

& CEFS, 2014, p. 3-4). This supports our finding in section 3.5. that post financial crisis trends have caused 

operational initiatives to become increasingly important for PE value creation. 

With this in mind, we apply a constant multiple throughout the holding period (entry = exit) as our best, 

and unbiased, estimate of the value at exit in all scenarios. Focus will then be on the operational initiatives 

to increase IRR. 
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 Scenarios 

 Base case 

Our base case is based on a moderate view on the value creation LBO, referring to section 8. We get the 

following LBO output: 

 

Exhibit 11.1 Base case LBO output 

 

 

NOKm 2017E 6m 17E 2018E 2019E 2020E 2021E 2022E 2023E
DKKm 2016E 6m'16 2017E 2018E 2019E 2020E 2021E 2022E

Revenue 3,091,830 1,545,915 3,213,085 3,303,191 3,395,922 3,481,160 3,568,539 3,658,113

Growth -2% - 4% 3% 3% 3% 3% 3%

EBITDA 541,070 270,535 594,421 627,606 662,205 696,232 731,550 749,913

EBITDA margin (pct.) 18% 18% 19% 19% 20% 20% 21% 21%

Depreciation & amortisation -185,510 -92,755 -192,785 -198,191 -203,755 -208,870 -214,112 -219,487

In pct. of  revenue (pct.) 6% 6% 6% 6% 6% 6% 6% 6%

EBIT 355,560 177,780 401,636 429,415 458,449 487,362 517,438 530,426

EBIT margin (pct.) 10% 10% 12% 10% 12% 12% 13% 13%

- Tax on operations -85,335 -42,667 -96,393 -103,060 -110,028 -116,967 -124,185 -127,302

NOPAT 270,226 135,113 305,243 326,355 348,422 370,395 393,253 403,124

+ Depreciations 185,510 92,755 192,785 198,191 203,755 208,870 214,112 219,487

+/- Δ NWC 105,513 52,757 16,137 22,722 22,850 24,408 -7,927 -8,126

- capex 61,837 30,918 62,732 64,262 66,064 67,918 69,623 71,371

Free cash flow to firm (FCFF) 499,412 249,706 451,433 483,007 508,963 535,754 529,815 543,114

- Revolver (commitment fee) - - - - - - -

- Cash interest - Term loan A -25,203 -45,366 -35,285 -25,203 -15,122 -5,041 -

- Cash interest - Term loan B -37,805 -75,610 -75,610 -75,610 -75,610 -75,610 -

+ Cash interest income - - - - - - -

Net cash financial expense -63,008 -120,976 -110,894 -100,813 -90,732 -80,650 -

Non-cash financial expense - - - - - - -

Dividends - - - - - - -

Tax shield 15,122 29,034 26,615 24,195 21,776 19,356 -

Cash flow before repayments 201,820 359,492 398,728 432,345 466,798 468,521 543,114

Repayment - Revolver - - - - - - -

Repayment - Term loan A -100,813 -201,626 -201,626 -201,626 -201,626 -100,813 -

Repayment - Term loan B - - - - - -1,512,194 -
Free cash flow to equity (FCFE) 101,007 157,866 197,102 230,719 265,173 -1,144,486 543,114

Cash, opening balance 218,366 319,373 477,239 674,341 905,060 1,170,233 25,747

+ Net cash flow 101,007 157,866 197,102 230,719 265,173 -1,144,486 543,114

Cash, closing balance 319,373 477,239 674,341 905,060 1,170,233 25,747 568,861

Net debt, beginning of period 2,301,957 2,100,137 1,740,645 1,341,917 909,572 442,774 -25,747

- Δ Net debt -201,820 -359,492 -398,728 -432,345 -466,798 -468,521 -543,114

Net debt, end of period 2,100,137 1,740,645 1,341,917 909,572 442,774 -25,747 -568,861
Sources: Rosenbaum & Pearl, 2009 and own calculations 
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IRR 

The base case gives and IRR of 20.2 pct., when we assume constant EV / EBITDA multiple during the 

holding period, equal to an excess return of 501 bps compared to the cost of equity of 16.34 pct.:  

 

Exhibit 11.2 Detailed base case IRR output  

where LTM EBITDA at exit is calculated as 6/12 * EBITDA 2021E + 6/12 * EBITDA 2022E since the 

PE fund is assumed to acquire mid-2017 (with a holding period of five years) and net debt at exit is calculated 

as net debt 2021E + 6/12 * FCFF 2022E. When we analyse the sensitivity on entry and exit multiples, we 

see that (base case) IRR is highly affected by marginal differences in multiples: 

 

Exhibit 11.3 Base case IRR sensitivity analysis on entry and exit multiple 

Sources: Rosenbaum & Pearl, 2009 and own calculations 

IRR – base case

Entry assumptions

Entry multiple 10.7x

LTM EBITDA 504,064.6

Acquisition price (EV) 5,405,345

Transaction costs 25,000

Total acquisition cost 5,430,345

Net debt, entry -2,301,957

Equity, entry 3,128,388

D/EV 42.4%

E/EV 57.6%

Exit assumptions

Exit multiple 10.7x

LTM EBITDA 713,891

Exit price (EV based on EBITDA multiple) 7,655,424

Net debt, exit 208,513

Equity, exit 7,863,937

Summary

x money invested 2.5x

Lenght of holding period (years) 5
IRR 20.2%

Source: own calculations 

9.7x 10.2x 10.7x 11.2x 11.7x

9.7x 22.2% 23.4% 24.5% 25.7% 26.7%

10.2x 20.0% 21.2% 22.3% 23.4% 24.4%

10.7x 18.0% 19.1% 20.2% 21.3% 22.4%

11.2x 16.2% 17.3% 18.4% 19.5% 20.5%

11.7x 14.5% 15.6% 16.7% 17.7% 18.8%

Exit multiple
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 Bull case 1.0 

Refer to appendix 30. for model output on bull case 1.0. 

Revenue  

Forecast assumptions regarding all cases are found in appendix 24.  

Bull case 1.0 includes an improvement of 2 pct. in revenue in all business segments (add-on to the base 

case). This effect stems from a successful market penetration from executing enhanced consumer exposure 

in e.g. Japan, Germany, North America combined with better-than-expected general economic development 

in these markets. The case includes no further initiatives that affect the company’s revenue since we assume 

the production relocation to have no effect on revenue. 

The upside case results in a NOK ~500m higher revenue than the base case in FY 2022E.   

Operating margin 

Bull case 1.0. applies a 0.5 pct. annual increase in operating margin during the forecast period as a 

consequence of the PE efficiency drive and cost focus. Additionally, the opportunity to move manufacturing 

to Vietnam is implemented, which means a substantial increase in the EBITDA margin. We argue that a 

relocation to Vietnam is the best viable option in terms of profitability, and recognise that some of the related 

issues regarding long distance freight of large goods are manageable (considering 40 pct. of all furniture 

production now is located in China – a clear indication of competitors’ willingness to move production). 

Payroll expenses constitute a major cost component of group earnings as the furniture industry is labour-

intensive. A production relocation could reduce the total labour costs drastically; Of Ekornes’ 2,146 

employees at year-end 2016, a total of 1,462 was employed within Ekornes and Ekornes Beds (equal to 68.1 

pct. of employees) – both having most of its production in Norway. Also, we know that management 

compensation sums to approx. 2 pct. of total payroll expenses. Our guestimate is that 40 pct. of the 1,462 

employees within Ekornes and Ekornes Beds are directly related to manufacturing, and these would be laid 

off and new employees in Vietnam will be hired. Further, Vietnamese workers are assumed to be paid one 

fifth of Ekornes’ Norwegian manufacturing-related staff costs (which, in our belief, is a conservative 
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estimate). This results in a yearly staff cost reduction of NOK 185m24, which will increase the operating 

margin by 5.9 pct. – yielding an EBIT margin below IMG’s EBIT margins. 

Net working capital and capex 

Relocating the manufacturing facilities to Southeast Asia means longer shipping time to Ekornes’ main 

markets, which will increase the liquidity cycle on inventory, thereby counteracting the expected LBO-related 

improvements in inventory levels. Our estimations of a 10 pct.-point increase in inventory levels yield an 

effect of a ~35-day increase in the inventory turnover liquidity cycle, which we believe is a fair estimate 

considering the expected shipping time of Ekornes’ products. 

The capital expenditure related to investing in new manufacturing facilities are estimated to be of 6 pct. 

relative to 2018E revenue. When we analyse Hooker Furniture, who carried out the same decision in 2007, 

this is roughly 2 pct. above their capex (~4 pct. of Hooker Furniture’s revenue). 

IRR  

IRR is estimated to be 28.4 pct. in bull case 1.0, which is ~8 pct. higher than the base case. The improvement 

in IRR is partly a result of higher margins from relocating production facilities combined with higher revenue 

growth. As evident from appendix 33., the relocation is associated with a significant increase in NWC and 

capex in 2018 which causes negative FCFE of NOK -196m. Hence, the cash holding is reduced accordingly. 

 Bull case 2.0 

Refer to appendix 31. for model output on bull case 2.0.  

The second upside case adds on to the estimations in bull case 1.0, where Ekornes conducts a bolt-on 

acquisition. Section 7.3.4. mentions two possible targets; Slettvoll and Alstons. Slettvoll is found particularly 

interesting with possibilities for differentiation within the sofa and recliner segment. Additionally, Slettvoll 

has grown at a CAGR of 10 pct. from 2006 to 2015. Even though Slettvolls operating margin is somewhat 

below operating margins in Ekornes, we believe the operational synergies such as EoS will ensure that the 

group’s EBITDA margin is marginally affected negatively by 0.5 pct.-points compared to bull case 1.0. The 

minor decrease is a consequence of more complex production. However, Slettvoll and Ekornes are expected 

__________________ 

24 Cost reduction = 1,462 / 2,146 * 0.4 * 0.98 * 0.8 = NOK 184.98m, assuming that Vietnamese manufacturing workers are paid 
one fifth of Norwegian manufacturing workers in Ekornes, i.e. 80 pct. of Ekornes’ manufacturing-related staff costs are eliminated. 
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to have roughly equal conditions for margin expansion since both have production located in home countries 

– Norway and U.K. 

The acquisition is assumed to be executed in 2018E and will imply an increase in revenue as well as 

capex (capex is partly accounted for in the revenue growth). Slettvoll has experienced a CAGR of 10 pct. 

(2006-2015) – well above the market growth, and we assume this growth continues throughout the holding 

period. An acquisition of Slettvoll will, as mentioned, include significant increase in capex where we apply 

the EV / EBITDA multiple from precedent furniture transactions of 10x expected LTM EBITDA in 2018E. 

The implied EV valuation is NOK 181.5m25, which is added as capex in 2018E. Hence, the increase in capex 

from revenue growth serves as a proxy for expected payment of synergies. 

IRR 

Bull case 2.0. result in an IRR 30.3 pct. (see appendix 33.), which is ~2 pct. higher than bull case 1.0 and ~10 

pct. higher than the base case. Bull case 2.0 generally represent a highly successful buyout of Ekornes, where 

the PE fund is able to relocate production, thereby gaining significant EBITDA margin expansion. The 

increase in EBITDA results in a higher EV valuation – and correspondingly higher equity valuation – at exit 

compared to bull case 1.0 and base case. Note that the FCFE in 2018E is significantly negative as a 

consequence of both higher NWC from a relocation and required capex in the acquisition of Slettvoll. Hence, 

the revolver is automatically ‘drawn’ until the cash balance reaches 0 (since we do not see the need for a 

minimum required cash holding as revolver comprise constant liquidity). 

 Bear case 

Refer to appendix 32. for model output on the bear case.  

In the bear case we apply a ‘bearish’ (pessimistic) view on the LBO. No relocation nor acquisition is 

assumed to happen and will generally follow a scenario with unfavourable economic trends and weak 

demand, combined with fierce competition in main markets. The competitive situation is evident by 

EBTIDA margins dropping 5 pct.-points from the base case. Revenue in Stressless is expected to decrease 

the first three years while IMG, Svane and Ekornes Contract is developing flat.  

__________________ 

25 Expected Slettvoll LTM EBITDA = 2015 EBITDA * 1.12. Implied EV at takeover = ~15.000 * 1.12 * 10 = NOK 181.5m. 
Note that this does not include expected synergies from integrating into Ekornes. When synergies are included, i.e. group EBITDA 
margin 2018E (cf. forecasts), the value is: Revenue 2018E * EBITDA margin * EBITDA multiple (217,194 * 0.234 * 10 = ~508m). 
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Capex is expected to increase by 0.5 pct.-point from the base case and NWC remains constant. 

IRR 

The bear case estimates an IRR of 15.1 pct., which is ~5 pct.-points lower than the base case and 280 bps 

below the required rate of return. The scenario should be viewed as a case with a global economic downturn, 

having significant negative impact on demand for Ekornes products and PE operating value creation 

opportunities. We argue that an economic downturn will have negative impact on the exit multiple and when 

we analyse the sensitivity on the exit multiple, we see that IRR falls to 13.2 pct. when the exit multiple declines 

by 1x (11.1 pct. for a 2x decline). Hence, a more likely scenario may be an IRR of 13.2 or below. 

 Return summary 

Exhibit 11.4 provides an overview of select return measures on the cases described above: 
 
 
Exhibit 11.4 Return overview on LBO cases26  27 

Depending on the successfulness of operational value creation, a PE fund can expect to yield solid returns 

on a buyout of Ekornes. Particularly bull case 1.0 and 2.0 with excess returns of 10.5 pct. and 12.4 pct. 

respectively yields highly attractive returns for a PE fund as a consequence of bolt-on acquisitions and 

relocation of production. On the other hand, an acquirer must be aware of fierce competition and a potential 

economic downturn, which may lead to depressed revenue growth and operating margins, causing the case 

to be less attractive in the view of an LP. 

__________________ 

26 (1 + IRR)5 
27 (1 + IRR)5 - 1 

Source: own creation 

Bear case Base case Bull case 1.0 Bull case 2.0

Estimated IRR 15.13% 21.35% 28.42% 30.30%

Cost of equity 16.34% 16.34% 16.34% 16.34%

Excess return -1.21% 5.01% 12.08% 13.97%

Money multiple
4

2.02x 2.63x 3.49x 3.76x

Value generation
5

1.02x 1.63x 2.49x 2.76x
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Following the logic by Gompers et al. (2015), the base case gross IRR of 21.35 pct. equals a net IRR of 

~16 pct., which is slightly below the global historical median of 17 pct. – and roughly 5 pct. above most 

recent global net IRR (see exhibit 9.4). 

 

Conclusion 

An LBO is a buyout of a target company using a considerable proportion of debt, usually up to 60 to 70 pct., 

to finance the acquisition. A PE firm raises equity capital through LPs to contribute the remaining equity 

proportion. PE value creation in LBOs is ultimately determined by the following variables; 

Equity value = valuation multiple * revenue * margin – net debt 

The most well-known means to enhance returns are revenue growth and margin improvements in order to 

accelerate cash flow generation to increase the equity value at exit. There has been identified a trend in the 

PE industry where value increasingly is created from operating measures, whereas the use of debt to minimise 

the equity contribution historically has been a significant source of value. 

A potential target of a buyout is the Norwegian listed company Ekornes, who manufactures furniture 

that are distributed globally through independent retailers. 

The furniture industry is characterised by being highly correlated with private consumption and real 

disposable income, indicating a cyclical industry that is expected to thrive from economic growth and 

conversely weaken significantly during recessions. From the industry analysis, it was clear that consumers 

perceive brands less important when purchasing furniture, while design constitute the major decision factor 

– causing fierce competition in the industry. Adding on to the competitive situation, the industry is 

characterised by a large amount of players combined with negative market growth rates since the financial 

crisis until 2014. These forces have caused furniture production to move towards the Far East, where China 

today accounts for 40 pct. of global furniture production. 

A decomposition of ROIC combined with a peer benchmark analysis revealed that Ekornes has been 

able to generate acceptable ROIC, mainly driven by a relatively high operating margin. Combining this with 

a high cash conversion and cash flow generation makes Ekornes an attractive PE target. However, recent 

revenue growth has been driven by the acquisition of IMG in late 2014 while organic growth has been 

negative or insignificant. 

Additionally, substantial opportunities for a PE fund to create value through a relocation of production 

to Vietnam and/or Thailand and realising synergies by acquiring Slettvoll have been identified. Among 
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others, these initiatives are expected to yield revenue growth and margin expansion, which have been 

forecasted in four LBO scenarios. Based on identified potential for value creation, we estimate an IRR on a 

buyout of Ekornes in the range of ~15 to ~30 pct., depending on the extent of value creation and initiatives 

applied throughout the holding period. This compares to a cost of equity after fees to GPs and expected 

leverage of ~18 pct., hence likely an attractive PE case. 

Perspective 

A significant part of this thesis focuses on a PE funds’ cost of capital since it is essential in the assessment 

of the investment and selection of portfolio companies. Here, it is assumed that different sources of debt, 

including bullet loans and amortising loans, carry the same risk since this is the general approach in both 

literature and practice. However, this is obviously not the case and it could be interesting to ease such 

assumptions by further analysing differences in risks in debt sources. Additionally, we could ease the 

assumption of a constant capital structure by recalibrating the cost of capital to reflect a changing capital 

structure in LBOs. 

Ekornes are not currently up for sale but with the current largest shareholders in mind, mainly financial 

investors including PE firm Nordstjernan (Sweden, 17.3 pct.), it is deemed likely that a PE firm could gain a 

controlling interest through a public offer. When we search for potential PE firms to be interested in 

Ekornes, Bridgepoint (UK) and Silverfleet Capital come up as potential acquirers. Both have experience 

within manufacturing and consumer products – and Ekornes lies in their sweet spot28. In this context, it 

could be interesting to test their view on the case and gain insight into their assessment on value creation 

potential. 

 
 
 
 
 
 
 
 
 
 

__________________ 

28 The target EV or revenue / earnings range at which a PE firm invests 
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Appendix 

Appendix 1. Value chain model (Porter) 

 

 

 

 

Appendix 2. Porters five forces 

 

Source: Porter, 1985 
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Appendix 3. Du Pont model 

Where IC is invested capital and D&A is depreciation and amortization. 

Appendix 4. Ekornes revenue by segment 
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Appendix 5. Dynamics shaping the furniture industry 

The furniture industry can be defined by splitting it up into several sub-sectors by the European NACE 

codes (European Commission a)1. The following sub-sectors are included in the overall furniture market; 

kitchen furniture, office furniture (Ekornes Contract), other furniture (Stressless and IMG) and 

beds/matrasses (Svane). The furniture industry is particularly labour-intensive and highly dynamic – which 

for long has been dominated by SMEs.2 The value chain is rather complex, covered by several players from 

sawmills to retailers – and with parts of the production process outsourced. The industry is believed to 

correlate heavily with household disposable income. The growth in today’s market mainly stems from 

developing economies due to local expansion in demand as well as foreign direct investments in such 

countries from advanced economies. Historically, the sector has been identified with a large amount of 

enterprises and local production all over the world. For instance, the top 200 companies in the world 

manufacture approx. 20 pct. of all furniture in the world; 80 pct. of world production is conducted in ten 

countries (Renda et al., 2014).  

 

The European furniture market 

The European furniture market has slowly recovered from a decline that started in 2008 to once again 

becoming a growing market 2014. In 2015, the European furniture market had a total turnover of EUR 

133,479m, representing a CAGR of 0.5% between 2011 and 2015 (MarketLine, 2016). Ikea remains as the 

dominant force in the market and is the biggest player in all of the major economies in Europe, where 

Germany constitute the biggest market (20 pct. of the region’s market value). The furniture industry in 

Europe experienced a negative development from 2009 to 2013, where slow-moving economies, less ideal 

credit conditions and high unemployment in some European countries restrained sales, especially in Italy, 

Portugal and Spain. However, we now have a more positive outlook, where countries are starting gain, 

however growing at a laver pace.  

The European furniture market generally has a positive reputation due the manufacturers being creative 

and receptive to consumer demands and trends. In addition, the European sector of the global industry is 

able to combine technology and innovation together with cultural heritage and style.  

__________________ 

1 NACE: Statistical classification of economic activities in Europe, from the French term “nomenclature statistique des activités 
économiques dans la Communauté européenne” 
2 SMEs: small and medium-sized enterprises 



 
 

The furniture market is extremely important to the European Union (“EU”) as it employs close to 1 

million workers and generate close to EUR 130b in annual turnover. Europe is also of significant value to 

the global market as it is a trend-setter in terms of style and innovation, as well as the world leader within the 

high-end segment of the global furniture market. Nearly two thirds of all high-end furniture sold worldwide 

are manufactured in Europe (European Commission b). 

As of now, the furniture industry in Europe is challenging, and was highly affected by the financial crisis. 

The industry has experienced intensified competition from Asia, especially China, where the Chinese 

manufacturing has increased significantly compared to the trend in Europe – and today accounts for ~50 

pct. of total furniture import in Europe. In addition, globalisation and fundamental economic challenges in 

Europe has created a highly competitive environment for European players as global manufacturers are 

increasingly price competitive. Design and innovation may become less unique with increased globalisation, 

while a maturing workforce and enhanced focus on education may shift the workforce toward more 

advanced jobs, hence creating a labour shortage in a highly labour-intensive industry. Less available workers 

for the manufacturing sector is likely to increase personnel costs in the furniture industry. Additionally, 

European manufacturers face increasing regulatory expenses on finished products, as well as higher 

operational costs occurring as a consequence of new standards in regard to the environment, sustainability, 

technicality and safety. On the other hand, measures to protect local companies and VAT from goods 

imported to EU tend to reduce the competitive rivalry from non-EU companies. 

The furniture industry in Europe has gone through significant changes in order to enhance 

competitiveness against developing countries such as China. This includes changes in terms of technological 

advances, business model innovations and restructurings (European Commission b). However, considerable 

opportunities still exist for the sector; European enterprises are well-known for their quality and special 

design, which provide the opportunity to access new high-end markets as well as taking on the emerging 

markets. 

The Norwegian furniture market is characterised by a high level of furniture consumption, which exceeds 

the average in Western Europe. It also differs significantly from the global average in terms of the import / 

consumption ratio, where Norway, Switzerland and Iceland import 76 pct. of total consumption whereas 

EU imports 47 pct. (refer to table 5.1.). Most of Norway’s import comes from its Scandinavian neighbours; 

Sweden and Denmark, who manufacture approximately 50 pct. of all furniture imports in Norway – which 

is likely to be a sign of a preference for Nordic-style furniture.   

 



 
 

Appendix 6. Technological factors 

The manufacturing industry constantly seeks to improve and be more effective. The two car manufacturers 

Ford and Toyota have both led the way in terms of streamlining processes in manufacturing. Ford with the 

assembly line concept and Toyota with lean manufacturing. While, we cannot compare the automotive 

industry directly with furniture manufacturing because of the difference in engineering and technology 

needed; however, the streamlining of manufacturing process raises an interesting point, manufacturing 

companies have their main cost base in their production facilities and an easy way of increasing profitability 

is to reduce costs by being more productive. We have seen a clear trend towards a drastic increase in the use 

of industrial robots the last couple of years. Opposed to for instance the automotive industry, the furniture 

manufacturing industry has traditionally been a resource and labour-intensive industry. The manufacturing 

industries where the wage of employees account for the highest portion of total costs are usually candidates 

for automation through robotics. According to Sirkin et al. (2015), the furniture industry is one of the 

industries that will benefit less from robotics based on the current available technology and manufacturing 

wages, and is regarded as a Laggard3. 

 

__________________ 

3 Laggards (BCG definition): Limited ability to automate and a negative deviation from the global average manufacturing wages. 
(Sirkin et al., 2015) 



 
 

Exhibit Likelihood of benefiting from robotics – sectors within manufacturing 

Another research report conducted by BCG found that 85 pct. of manufacturing managers they asked believe 

they could benefit from the ‘factory of the future’4, while 74 pct. said they would introduce this concept 

within five years (Küpper et al., 2016). Even though 74 pct. of production managers will introduce newer 

technology to their production plants it is important to note that the research conducted included answers 

from different sectors such as the automotive, engineering and process segments. Both analysis find that 

there are several segments that would benefit more from automation and robotics than the furniture industry. 

 

__________________ 

4 Factory of the future: Improve production by applying new design principles, implementing digital technology and integrating 
processes throughout the value chain (Küpper et al., 2016) 

Sources: own creation, U.S. Bureau of Labor Statistics and Boston Consulting Group 
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Distribution of home furnishings purchases in US. 

 

In addition to robotic streamlining in the industry, the internet and digital technologies transform a lot 

of industries, which also include the furniture industry. In 2015 Americans purchased a total of 10 pct. of 

their furniture online compared to a level of 5.7 pct. in 2010 (above table). This points towards a rapid 

increase in online sales over the coming years. This trend is expected to keep going where reports suggest a 

11.3% CAGR on the e-commerce revenue of furniture and homeware in Europe and a CAGR of 8.4 pct. 

and 15.8 pct in respectively the United States and China from 2016 to 2021 (Bohnhoff, 2016).  

 

Source: Euromonitor International 

% retail value rsp 2010 2011 2012 2013 2014 2015

Store-Based Retailing  90.5 89.6 88.9 88.3 87.5 86.8

  Grocery Retailers  9.6 9.8 10.2 10.2 10.4 10.4

   Supermarkets  0.3 0.3 0.3 0.3 0.3 0.3

   Hypermarkets  9.3 9.4 9.9 9.9 10.1 10.1

   Discounters  - - - - - -

   Other Grocery Retailers  - - - - - -

  Mixed Retailers  15.0 14.7 14.4 14.1 13.8 13.4

   Department Stores  6.6 6.5 6.3 6.1 6.0 5.8

   Mass Merchandisers  4.7 4.5 4.4 4.2 4.0 3.8

   Variety Stores  1.1 1.1 1.0 1.0 1.0 1.0

   Warehouse Clubs  2.6 2.6 2.7 2.7 2.8 2.9

  Non Grocery Specialists  65.9 65.1 64.3 64.0 63.3 63.0

   Home and Garden Specialist Retailers  61.0 60.3 60.2 59.9 59.5 59.3

    Home Improvement and Gardening Stores 6.1 6.1 5.9 5.9 5.7 5.6

    Homewares and Home Furnishing Stores 55.0 54.1 54.2 54.0 53.8 53.6

   Other Non Grocery Specialists  4.9 4.9 4.1 4.1 3.8 3.7

Non Store Retailing  9.5 10.4 11.1 11.7 12.5 13.2

  Homeshopping  2.8 2.7 2.6 2.4 2.3 2.2

  Internet Retailing  5.7 6.6 7.3 8.2 9.1 9.9

  Direct Selling  1.1 1.1 1.1 1.1 1.1 1.1

Total  100 100 100 100 100 100



 
 

Table Furniture and homeware growth outlook in selected regions 

The table above show the outlook of the furniture and homeware industry from 2016 to 2021 in selected 

regions, the outlook suggests a healthy growth in the e-commerce for all regions where the European market 

has a lot of potential.  

There has been a clear trend in distribution and transportation in the furniture industry, where flat-

packs and assembling the furniture in your home allows less local production. So-called ready-to-assemble 

(RTA) furniture has been a massive hit and companies like IKEA have stormed the market and become a 

global market leader. Once this segment was viewed as an inferior alternative to the well-known and 

traditional wood furniture, a lot of the RTA products in today’s market are off solid quality while still being 

a cheaper alternative. The segment is currently about between 10 to 15 pct. of the total furniture market in 

western Europe, where especially the Scandinavian countries show a high degree of specialisation within the 

RTA segment (Renda et al., 2014). The Scandinavian presence can to high degree be explained by the long 

history of RTA-production in these countries together with some of the leading manufacturers within the 

segment being from the region. The RTA-segment has required a lot of investments in automation, and is 

easier to transport and distribute and can therefore also be regarded as a cheaper production alternative, in 

addition, it requires one step less (assembly) in the production factories.  

 

 

Source: Statista 

Furniture and homeware (USDm) 2016 2017 2018 2019 2020 2021 CAGR

U.S. 28,390 32,621 36,453 39,458 41,653 42,445 8.4%

China 49,794 58,065 68,100 79,574 91,870 103,735 15.8%

Europe 22,975 25,994 29,338 32,822 36,270 39,295 11.3%



 
 

Appendix 7. Reported financial statements 

 

 

 

 

Source: annual reports 

Income statement (NOK'000) 2012 2013 2014 2015 2016

Revenue 2,712,378 2,611,300 2,689,280 3,171,840 3,143,372

Cost of goods sold -691,759 -648,193 -685,372 -852,676 -863,484

Payroll expenses -792,981 -782,451 -798,423 -892,544 -866,146

Depreciation and write downs -125,131 -133,775 -132,575 -146,729 -160,409

Other operating expenses -753,834 -733,976 -806,892 -978,638 -946,683

Net other gains/(losses) 0 0 0 0 137,615

Total operating expenses -2,363,705 -2,298,395 -2,423,262 -2,870,587 -2,699,107

Operating earnings 348,673 312,905 266,018 301,253 444,265

Financial income 2,582 2,602 2,612 6,334 4,636

Change in value of unrealised forward contracts 110,115 - - - -

Gains on realised forward contracts 50,330 - - - -

Net gains/losses on foreign exchange -21,897 22,429 -14,215 -14,655 7,444

Financial expense -5,779 -3,964 -5,947 -14,696 -10,243

Net financial items 135,351 21,067 -17,550 -23,017 1,837

Earnings before tax 484,024 333,972 248,468 278,236 446,102

Tax expense -148,950 -111,693 -88,401 -94,094 -125,835

Earnings for the year 335,074 222,279 160,067 184,142 320,267

Comprehensive income

Earnings for the year 335,074 222,279 160,067 184,142 320,267

Items not reclassified to profit and loss

Actuarial gains/losses on defined benefit plans -211 22 -797 - -

Change in deferred tax - pension 59 -6 215 - -

Items whcih may be reclassified to profit and loss

Cash flow hedges - -241,867 -278,255 -136,458 200,993

Change in deferred tax on cash flow hedges - 67,885 75,129 28,875 -48,274 

Translation differences - net financing subsidiaries -15,930 8,550 24,590 24,647 -7,803 

Change in deferred tax - net financing subsidiaries 4,460 -2,374 -6,639 -5,543 -3,521 

Translation differences -415 10,100 21,583 30,699 1,025

Total other comprehensive income for the period, net tax -12,037 -157,690 -164,174 -57,780 142,420

Total comprehensive income for the period 323,037 64,589 -4,107 126,362 462,687
Note: Minor differences from reported financial statements may appear due to rounding differences



 
 

 

 

 

 

 

 

 

 

Source: annual reports 

Balance sheet (NOK'000) 2011 2012 2013 2014 2015 2016

Assets

Non-current assets

Buildings and sites 633,214 605,188 587,666 604,372 587,181 532,946

Machinery and equipment 257,646 244,830 240,248 272,119 261,547 236,475

Operating movables, fixtures 51,925 45,505 45,695 29,250 35,099 23,444

Total property, plant & equipment 942,785 895,523 873,609 905,741 883,827 792,865

Software and licences 16,399 19,905 56,528 65,501 45,930 26,108

Goodwill - - - 204,572 208,012 208,012

Customer relations - - - 21,541 29,843 25,415

Deferred tax assets 3,508 4,351 5,421 65,286 111,182 78,674

Total non-current intangible assets 19,907 24,256 61,949 356,900 394,967 338,209

Other recivables and investments 15,855 12,882 12,524 22,373 20,813 26,959

Total non-current financial assets 15,855 12,882 12,524 22,373 20,813 26,959

Total non-current assets 978,547 932,661 948,082 1,285,014 1,299,607 1,158,033

Current assets

Inventory 264,892 315,952 305,004 482,779 494,896 465,016

Trade receivables 365,549 354,514 331,742 398,190 458,168 426,798

Other short-term receivables 44,711 52,374 45,603 81,784 78,015 80,889

Value of forward contracts 148,043 258,158 16,291 - - -

Cash and bank deposits 297,368 273,335 328,402 136,957 229,556 230,176

Total current assets 1,120,563 1,254,333 1,027,042 1,099,710 1,260,635 1,202,879

Total assets 2,099,110 2,186,994 1,975,124 2,384,724 2,560,242 2,360,912
Note: Minor differences from reported financial statements may appear due to rounding differences



 
 

 

 

Balance sheet (NOK'000) 2011 2012 2013 2014 2015 2016

Equity and liabilities

Contributed equity

Share capital 36,827 36,827 36,827 36,827 36,827 36,827

Treasury shares - - - - - -4

Premium paid 386,321 386,321 386,321 386,321 388,304 388,304

  - Other equity deposits 1,983 1,983 1,983 1,983 - -

Total contributed equity 425,131 425,131 425,131 425,131 425,131 425,127

Retained earnings

Hedging reserve - - 11,892 -191,234 -298,817 -146,098

Translation difference 19,841 7,956 24,232 63,766 113,569 103,269

Other equity 1,212,896 1,271,618 1,105,517 1,062,456 1,099,290 1,271,874

Total retained earnings 1,232,737 1,279,574 1,141,641 934,988 914,042 1,229,045

Total equity 1,657,868 1,704,705 1,566,772 1,360,119 1,339,173 1,654,172

Non-current liabilities

Pension liabilities 16,626 12,932 9,802 7,803 8,501 5,040

Provisions - - - 11,500 85,370 6,112

Deferred tax 40,484 65,309 6,308 232 168 128

  - Pensions - - - - - -

  - Currency forward contracts 41,452 72,284 4,399 - - -

  - Provisions - - - - - -

  - Deffered tax assets (Operational) -968 -6,975 1,909 232 168 128

Total non-current liabilities 57,110 78,241 16,110 19,535 94,039 11,280

Trade payables 93,505 95,336 118,029 128,907 143,289 124,220

Public charges payable 38,338 37,137 39,157 32,801 38,321 43,210

Tax payable 71,357 86,512 57,236 43,177 63,888 73,258

Currency forward contracts - - - 261,964 398,423 102,058

Interest-bearing loans - - - 333,147 308,661 11,810

Other current liabilities 180,933 185,062 177,819 205,073 174,448 340,904

Total current liabilities 384,133 404,047 392,241 1,005,069 1,127,030 695,460

Total liabilities 441,243 482,288 408,351 1,024,604 1,221,069 706,740

Total equity and liabilities 2,099,111 2,186,993 1,975,123 2,384,723 2,560,242 2,360,912
Note: Minor differences from reported financial statements may appear due to rounding differences

Source: annual reports 



 
 

 

 

 

 

 

 

 

Cash flow statement (NOK'000) 2012 2013 2014 2015 2016

Cash flow from operating activities

Earnings before tax (EBT) 373,910 333,971 248,468 278,236 446,102

Tax paid for the period -105,122 -134,194 -118,374 -101,439 -136,116

Profit from sale of non-current assets 588 1,226 -198 0 0

Depreciation and write downs 125,131 133,775 132,575 146,729 160,409

Change inventory -51,060 10,948 -73,437 -3,399 29,880

Change in trade receivables 11,035 22,772 -26,712 -51,528 31,370

Change in trade payables 1,831 22,693 -21,222 5,907 -19,069

Change in other accruals 0 0 71,561 107,479 -17,765

Diff. between pension cost and amount paid on pension scheme -3,905 -3,108 0 0 0

Effect of changes in exchange rates -15,688 17,450 0 0 0

Changes in other current balance sheet items -4,735 209 0 0 0

Net cash flow from operations 331,985 405,742 212,661 381,985 494,811

Cash flow from investing activities

Proceeds from sales of PP&E 12,462 1,820 1,173 0 2,775

Payments for purchase of PP&E -95,251 -150,334 -374,829 -94,529 -52,454

Net cash flow from investing activities 2,973 358 -120,150 -23,064 0

Net cash flow from investing activities -79,816 -148,156 -493,806 -117,593 -49,679

Free cash flow to firm (FCFF) 252,169 257,586 -281,145 264,392 445,132

Cash flow from financing activites

Change in treasury shares 0 0 0 0 -379

Payment of dividend -276,201 -202,520 -202,547 -147,308 -147,308

Change in net debt to credit institutions 0 0 292,247 -24,486 -296,851

Net cash flow from financing activites -276,201 -202,520 89,700 -171,794 -444,538

Free cash flow to equity (FCFE) -24,032 55,066 -191,445 92,598 594

Net change in cash and cash equivalents -24,032 55,066 -191,445 92,598 594

Cash and cash equivalents at the start of the period 297,368 273,335 328,402 136,957 229,556

Cash and cash equivalents at the close of the period 273,336 328,401 136,957 229,555 230,150
Note: Minor differences from reported financial statements may appear due to rounding differences

Source: annual reports 



 
 

Appendix 8. Analytical financial statements  

Source: annual reports and Petersen & Plenborg, 2012 

Analytical income statement (NOK'000) 2012 2013 2014 2015 2016

Revenue 2,712,378 2,561,300 2,681,280 3,171,840 3,143,372

Cost of goods sold -691,759 -648,193 -685,372 -852,676 -863,484

Gross profit 2,020,619 1,913,107 1,995,908 2,319,164 2,279,888

Gross margin (pct.) 74.5% 74.7% 74.4% 73.1% 72.5%

Personell expenses -792,981 -782,452 -798,422 -892,543 -866,146

Other operating expenses -753,834 -733,976 -806,892 -885,338 -946,683

Adjusted EBITDA 473,804 396,679 390,594 541,283 467,059

Adjusted EBITDA margin (pct.) 17.5% 15.5% 14.6% 17.1% 14.9%

Depreciation -125,131 -133,775 -132,215 -142,295 -155,981

Amortisation - - -359 -4,435 -4,428

Adjusted EBIT 348,673 262,904 258,020 394,553 306,650

Adjusted EBIT margin (pct.) 12.9% 10.3% 9.6% 12.4% 9.8%

Tax on operations -156,672 -104,647 -94,645 -101,878 -125,317

NOPAT 192,001 158,257 163,375 292,675 181,333

NOPAT margin (pct.) 7.1% 6.2% 6.1% 9.2% 5.8%

Transitory operating items

Net other gains/(losses) - 50,000 8,000 -93,300 137,615

Change in value of unrealised forward contracts - - - - -

Reported EBIT 348,673 312,904 266,020 301,253 444,265

Reported EBIT margin (pct.) 12.9% 12.2% 9.9% 9.5% 14.1%

Financial items

Financial income 2,582 2,602 2,612 6,334 4,636

Net gains/(losses) on foreign exchange -21,897 22,429 -14,215 -14,655 7,444

Financial expense -5,779 -3,964 -5,947 -14,696 -10,243

Net financial expense before tax -25,094 21,067 -17,550 -23,017 1,837

Transitory financial items

Net other gains/(losses) 50,330 - - - -

Change in value of unrealised forward contracts 110,115 - - - -

Corporate tax -148,950 -111,693 -88,401 -94,094 -125,835

Net earnings as reported 335,074 222,278 160,069 184,142 320,267

Profit margin (pct.) 12.4% 8.7% 6.0% 5.8% 10.2%

Dirty surplus items 174,629 172,278 152,069 277,442 182,652

Actuarial gains/losses on defined benefit plans -211 22 -797 - -

Change in deferred tax - pension 59 -6 215 - -

Cash flow hedges - -241,867 -278,255 -136,458 200,993

Change in deferred tax on cash flow hedges - 67,885 75,129 28,875 -48,274

Translation differences - net financing subsidiaries -15,930 8,550 24,590 24,647 -7,803

Change in deferred tax - net financing subsidiaries 4,460 -2,374 -6,639 -5,543 -3,521

Translation differences -415 10,100 21,583 30,699 1,025

Total dirty surplus items, net of tax -12,037 -157,690 -164,174 -57,780 142,420

Total comprehensive income 323,037 64,588 -4,105 126,362 462,687



 
 

 

Source: annual reports and Petersen & Plenborg, 2012 

Analytical balance sheet (NOK'000) 2011 2012 2013 2014 2015 2016

Non-current assets

Buildings and sites 633,214 605,188 587,666 604,372 587,181 532,946

Machinery and equipment 257,646 244,830 240,248 272,119 261,547 236,475

Operating movables, fixtures 51,925 45,505 45,695 29,250 35,099 23,444

Software and licences 16,399 19,905 56,528 65,501 45,930 26,108

Goodwill - - - 204,572 208,012 208,012

Customer relations - - - 21,541 29,843 25,415

Deffered tax assets 3,508 4,351 5,421 65,286 111,182 78,674

Total non-current assets 962,692 919,779 935,558 1,262,641 1,278,794 1,131,074

Current assets

Inventory 264,892 315,952 305,004 482,779 494,896 465,016

Trade receivables 365,549 354,514 331,742 398,190 458,168 426,798

Other short-term receivables 44,711 52,374 45,603 81,784 78,015 80,889

Total current assets 675,152 722,840 682,349 962,753 1,031,079 972,703

Operaing liabilites

Deferred tax liabilities 40,484 65,309 6,308 232 168 128

Trade payables 93,505 95,336 118,029 128,907 143,289 124,220

Other current liabilities 180,933 185,062 177,819 205,073 174,448 340,904

Total operating liabilities 314,922 345,707 302,156 334,212 317,905 465,252

Invested capital 1,322,922 1,296,912 1,315,751 1,891,182 1,991,968 1,638,525

Total equity 1,657,868 1,704,705 1,566,772 1,360,119 1,339,173 1,654,172

Interest-bearing debt

Pension liabilities 16,626 12,932 9,802 7,803 8,501 5,040

Public charges payable 38,338 37,137 39,157 32,801 38,321 43,210

Tax payable 71,357 86,512 57,236 43,177 63,888 73,258

Provisions - - - 11,500 85,370 6,112

Currency forward contracts - - - 261,964 398,423 102,058

Interest-bearing loans - - - 333,147 308,661 11,810

Interest-bearing debt 126,321 136,581 106,195 690,392 903,164 241,488

Interest-bearing assets

Other recivables and investments 15,855 12,882 12,524 22,373 20,813 26,959

Value of forward contracts 148,043 258,158 16,291 - - -

Cash and bank deposits 297,368 273,335 328,402 136,957 229,556 230,176

Interest-bearing assets 461,266 544,375 357,217 159,330 250,369 257,135

Net interest-bearing debt -334,945 -407,794 -251,022 531,062 652,795 -15,647

Invested capital 1,322,923 1,296,911 1,315,750 1,891,181 1,991,968 1,638,525



 
 

 

 

Comments regarding the reformulation 

Analytical balance sheet 

The analytical income statement generally aims to obtain insight into the different sources of value creation 

– such as operating profit which is a key measure as it shows the profit from Ekornes’ core business 

regardless of how it is financed. Operating profit before tax (“Adjusted EBIT”) and operating profit after 

tax on operations (“NOPAT”) are ‘cleaned’ for any transitory item since it provides a better picture of the 

true operating performance in Ekornes. 

In 2013 and 2014, “Net other gains/(losses)”, which includes gains/losses from changes in value of 

realised forward currency hedging contracts (according to the notes), has been excluded from revenue and 

classified as a transitory financing item. Since Ekornes’ core business is furniture manufacturing, effects from 

currency hedging should not be included as operating items – nor are they recurring. Ekornes changed 

accounting treatment of realised forward contracts – and in 2013 and onwards, the company started 

recognising gains/losses as operating costs/revenue. Hence, we have subtracted any gain from revenue since 

it distorts the true operating picture of Ekornes (the loss of NOK 93.3m has been subtracted from other 

operating expenses). However, in 2012 the gain of NOK 50.3m has not been included in revenue but was 

treated as financial income in the reported financial statements. 

Operating costs include cost of goods sold, personnel expenses, other operating expenses and 

depreciation, amortisation and impairment that relate to property plant and equipment and goodwill from 

the acquisition of IMG and customer relations. By reclassifying depreciation, amortisation and impairments, 

we are able to calculate adjusted earnings before interests, taxes, depreciation and amortisation (“Adjusted 

EBITDA”).  Regarding operating leases, which constituted NOK 21m in 2016 and had an average remaining 

life of three years, we have chosen not to capitalise these as they remain insignificant and a capitalisation 

would involve a high level of subjective judgement due to limited disclosed information. “Other operating 

Reformulated cash flow statement (NOK'000) 2012 2013 2014 2015 2016

Investments in PP&E -82.789 -148.51 -373.66 -94.529 -49.679

∆ other operating assets -21.355 14.909 -120.15 -23.064 0

∆ NWC -38.194 56.413 -49.81 58.459 24.416

EBITDA after tax 368.682 262.485 272.22 439.844 330.943

FCFF 226 185 -271 381 306

Source: annual reports and own calculations 



 
 

expenses” are all operating activities according to the notes and included as operating costs above EBITDA. 

In 2015, other operating costs included a loss on hedging of NOK 93m, which has been excluded from the 

item and placed under “Net other gains/(losses)” under transitory items. 

The tax shield from net financial expenses is calculated as the effective tax rate multiplied by recurring 

net financial expenses (Petersen & Plenborg, 2012, p. 73). The tax shield is added to the reported corporate 

tax to yield the actual taxes paid in operating activities (“Tax on operations”). By doing this, we are able to 

calculate NOPAT. An important note to the net financial expenses is that all gains/losses from financial 

derivatives (“Net other gains/(losses)”, “Change in value of unrealised forward contracts” and “Cash flow 

hedges”) has been excluded and classified as transitory items. Hedging items should not be included in the 

calculation of net financial items since they are transitory in nature (Petersen & Plenborg, 2012, p. 346). 

Generally, the decision to use hedging is a financial decision, hence a financing item. 

Other comprehensive income, i.e. dirty surplus accounting, such as actuarial gains and losses on benefit 

plans and translation differences are treated as transitory as they are believed to be non-recurring in nature. 

These items should be disregarded when assessing Ekornes’ operational performance. 

 

Analytical balance sheet 

The analytical balance sheet aim to determine the capital invested in operating activities (“invested capital or 

“net operating assets”) and equals the sum of operating assets minus operating liabilities. It is defined as “the 

amount a firm has invested in its operating activities and which requires a return” (Petersen & Plenborg, 2012, p. 74). 

The separation between operating and financial items on the balance sheet depend on whether the asset / 

liability is booked as mark-to-market and earn a fair return if we adjust for risk. If so, this item should be 

regarded as a financial activity. In addition, the analytical balance sheet must be consistent with the analytical 

income statement, i.e. if a certain item is classified as operating in the analytical income statement it must be 

classified consistently in the balance sheet as an operating asset. The invested capital is derived for each year 

from operating assets less operating liabilities, as these liabilities reduce the need for interest-bearing debt. 

The value of forward contracts and hedging-related activities is, as discussed related to the analytical 

income statement, a financial decision, classified as a financial activity. 

Customer relations arise from the acquisition of IMG, which includes in-house relations and 

maintenance of brand names as well as other intangible assets, and acquisitions of targets which adds to the 

core business – an operating item. 



 
 

We do not have the needed disclosure regarding cash and bank deposits to divide cash holdings into 

cash needed for operations (operating cash) and excess cash (financial item). We argue that cash could be 

used for debt repayment immediately (available for reducing debt). Additionally, cash is assumed to be swept 

daily into interest-bearing accounts (Penman, 2013, p. 295). In the light of this, it is reasonable to classify all 

cash holdings as a financial asset. 

Deferred tax is calculated on temporary differences between the recognised values of assets and liabilities 

in the financial statements and their value for tax purposes. The deferred tax related to pensions, currency 

forward contracts and provisions are regarded as financial assets, while the rest, e.g. inventory and PPE are 

classified as operational since they are derived from operations activities. 

Other current liabilities include “contingent considerations”, “restructuring”, “salaries”, “marketing”, 

“discounts”, “commission” and “misc. and bonus” – classified as operating activities since they are part of 

the natural business. Contingent considerations relate to the acquisition of IMG – a natural part of the core 

business (non-interest-bearing). Restructuring activity relate to the process of increasing operational 

efficiency to reduce the cost base. 

Other receivables and investments are classified by Ekornes as financial assets, and are outside of the 

company’s business scope, and includes investments such as ownership in Sykkylvsbrua (a bridge) – hence a 

financial asset. Tax payable is classified as a financial item as it is interest-bearing. 

 



 
 

Appendix 9. Historical revenue development by segment (NOKm) – from 2005 to 2016 
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Appendix 10. Trend analysis 

 

Analytical income statement 2012 2013 2014 2015 2016

Revenue 100           94            99            117           116           

Cost of goods sold 100          94            99            123          125          

Gross profit 100           95            99            115           113           

Personell expenses 100          99            101          113          109          

Payroll expenses 100          98            101          114          112          

National insurance contributions 100          99            101          98            99            

Contributions to defined contribution plans 100          109          107          87            58            

Expenses relating to defined benefit plans 100          79            34            104          318          

Other personnel costs 100          112          95            170          144          

Other operating expenses 100          97            107          117          126          

Adjusted EBITDA 100           84            82            114           99            

Depreciation 100          107          106          114          125          

Amortisation 100          1,235       1,233       

Adjusted EBIT 100           75            74            113           88            

Tax on operations 100          67            60            65            80            

NOPAT 100           82            85            152           94            

Transitory operating items

Net other gains/(losses) 100          16            187-          275          

Change in value of unrealised forward contracts

Reported EBIT 100           90            76            86            127           

Financial items

Financial income 100          101          101          245          180          

Net gains/(losses) on foreign exchange 100          102-          65            67            34-            

Financial expense 100          69            103          254          177          

Net financial expense before tax 100           84-            70            92            7-              

Transitory financial items

Net other gains/(losses) 100          

Change in value of unrealised forward contracts 100          

Corporate tax 100          75            59            63            84            

Net earnings as reported 100           66            48            55            96            
Source: annual reports and Petersen & Plenber, 2012 



 
 

 Analytical balance sheet (NOK'000) 2012 2013 2014 2015 2016

Non-current assets

Buildings and sites 100 97 100 97 88

Machinery and equipment 100 98 111 107 97

Operating movables, fixtures 100 100 64 77 52

Software and licences 100 284 329 231 131

Goodwill - - 100 102 103

Customer relations - - 100 139 163

Deffered tax assets 100 125 1500 2555 1808

Total non-current assets 100 102 137 139 123

Current assets

Inventory 100 97 153 157 147

Trade receivables 100 94 112 129 120

Other short-term receivables 100 87 156 149 154

Total current assets 100 94 133 143 135

Operaing liabilites

Deferred tax liabilities 100 10 0 0 0

Trade payables 100 124 135 150 130

Other current liabilities 100 96 111 94 184

Total operating liabilities 100 87 97 92 135

Invested capital 100 101 146 154 126

Total equity 100 92 80 79 97

Interest-bearing debt

Pension liabilities 100 76 60 66 39

Public charges payable 100 105 88 103 116

Tax payable 100 66 50 74 85

Provisions - - 100 742 395

Currency forward contracts - - 100 152 59

Interest-bearing loans - - 100 93 3

Interest-bearing debt 100 78 505 661 177

Interest-bearing assets

Other recivables and investments 100 97 174 162 209

Value of forward contracts 100 6 - - -

Cash and bank deposits 100 120 50 84 84

Interest-bearing assets 100 66 29 46 47

Net interest-bearing debt 100 62 -130 -160 4

Invested capital 100 101 146 154 126

Source: annual reports and Petersen & Plenber, 2012 



 
 

Appendix 11. Common-size analysis 

 

Analytical income statement 2012 2013 2014 2015 2016

Revenue 100.00% 100.00% 100.00% 100.00% 100.00%

Cost of goods sold -25.50% -25.31% -25.56% -26.88% -27.47%

Gross profit 74.50% 74.69% 74.44% 73.12% 72.53%

Personell expenses -29.24% -30.55% -29.78% -28.14% -27.55%

Payroll expenses -23.82% -24.68% -24.25% -23.29% -22.99%

National insurance contributions -3.61% -3.78% -3.68% -3.04% -3.09%

Contributions to defined contribution plans -1.11% -1.28% -1.21% -0.83% -0.56%

Expenses relating to defined benefit plans -0.04% -0.03% -0.01% -0.04% -0.11%

Other personnel costs -0.65% -0.78% -0.63% -0.95% -0.81%

Other operating expenses -27.79% -28.66% -30.09% -27.91% -30.12%

Adjusted EBITDA 17.47% 15.49% 14.57% 17.07% 14.86%

Depreciation -4.61% -5.22% -4.93% -4.49% -4.96%

Amortisation -0.01% -0.14% -0.14%

Adjusted EBIT 12.85% 10.26% 9.62% 12.44% 9.76%

0.00% 0.00% 0.00% 0.00% 0.00%

Tax on operations -5.78% -4.09% -3.53% -3.21% -3.99%

0.00% 0.00% 0.00% 0.00% 0.00%

NOPAT 7.08% 6.18% 6.09% 9.23% 5.77%

Transitory operating items 0.00% 0.00% 0.00% 0.00% 0.00%

Net other gains/(losses) 1.95% 0.30% -2.94% 4.38%

Change in value of unrealised forward contracts

Reported EBIT 12.85% 12.22% 9.92% 9.50% 14.13%

Financial items 0.00% 0.00% 0.00% 0.00% 0.00%

Financial income 0.10% 0.10% 0.10% 0.20% 0.15%

Net gains/(losses) on foreign exchange -0.81% 0.88% -0.53% -0.46% 0.24%

Financial expense -0.21% -0.15% -0.22% -0.46% -0.33%

Net financial expense before tax -0.93% 0.82% -0.65% -0.73% 0.06%

Transitory financial items 0.00% 0.00% 0.00% 0.00% 0.00%

Net other gains/(losses) 1.86%

Change in value of unrealised forward contracts 4.06%

Corporate tax -5.49% -4.36% -3.30% -2.97% -4.00%

Net earnings as reported 12.35% 8.68% 5.97% 5.81% 10.19%
Source: annual reports and Petersen & Plenber, 2012 



 
 

 

Analytical balance sheet (NOK'000) 2012 2013 2014 2015 2016

Non-current assets

Buildings and sites 46.7% 44.7% 32.0% 29.5% 32.5%

Machinery and equipment 18.9% 18.3% 14.4% 13.1% 14.4%

Operating movables, fixtures 3.5% 3.5% 1.5% 1.8% 1.4%

Software and licences 1.5% 4.3% 3.5% 2.3% 1.6%

Goodwill - - 10.8% 10.4% 12.7%

Customer relations - - 1.1% 1.5% 1.6%

Deffered tax assets 0.3% 0.4% 3.5% 5.6% 4.8%

Total non-current assets 70.9% 71.1% 66.8% 64.2% 69.0%

Current assets

Inventory 24.4% 23.2% 25.5% 24.8% 28.4%

Trade receivables 27.3% 25.2% 21.1% 23.0% 26.0%

Other short-term receivables 4.0% 3.5% 4.3% 3.9% 4.9%

Total current assets 55.7% 51.9% 50.9% 51.8% 59.4%

Operaing liabilites

Deferred tax liabilities 5.0% 0.5% 0.0% 0.0% 0.0%

Trade payables 7.4% 9.0% 6.8% 7.2% 7.6%

Other current liabilities 14.3% 13.5% 10.8% 8.8% 20.8%

Total operating liabilities 26.7% 23.0% 17.7% 16.0% 28.4%

Invested capital 100.0% 100.0% 100.0% 100.0% 100.0%

Total equity 131.4% 119.1% 71.9% 67.2% 101.0%

Interest-bearing debt

Pension liabilities 1.0% 0.7% 0.4% 0.4% 0.3%

Public charges payable 2.9% 3.0% 1.7% 1.9% 2.6%

Tax payable 6.7% 4.4% 2.3% 3.2% 4.5%

Provisions - - 0.6% 4.3% 0.4%

Currency forward contracts - - 13.9% 20.0% 6.2%

Interest-bearing loans - - 17.6% 15.5% 0.7%

Interest-bearing debt 10.5% 8.1% 36.5% 45.3% 14.7%

Interest-bearing assets

Other recivables and investments 1.0% 1.0% 1.2% 1.0% 1.6%

Value of forward contracts 19.9% 1.2% - - -

Cash and bank deposits 21.1% 25.0% 7.2% 11.5% 14.0%

Interest-bearing assets 42.0% 27.1% 8.4% 12.6% 15.7%

Net interest-bearing debt -31.4% -19.1% 28.1% 32.8% -1.0%

Invested capital 100.0% 100.0% 100.0% 100.0% 100.0%
Source: annual reports and Petersen & Plenber, 2012 



 
 

Appendix 12. Fabryki Mebli Forte reported and analytical financial statements 

 

 

 

 

 

 

 

 

Income statement (PLNm) 2010 2011 2012 2013 2014 2015 2016

Revenue 468.9 527.2 560.5 666.4 822.4 954.3 1,090.3

Cost of goods sold -305.9 -360.5 -378.7 -424.9 -524.3 -608.3 -663.4

Payroll expenses -125.2 -136.4 -137.7 -162.1 -201.4 -237.2 -277.0

Depreciation and write downs -16.6 -14.7 -16.4 -17.2 -16.8 -19.9 -25.4

Other operating profit 3.3 23.0 2.4 2.8 2.4 6.5 3.6

Other operating expenses -6.2 -5.2 -4.7 -9.8 -5.6 -17.2 -9.1

Net other gains/(losses)

Total operating expenses -434.0 -479.1 -518.7 -594.0 -728.9 -856.2 -945.9

Operating earnings 34.9 48.1 41.8 72.4 93.5 98.1 144.4

Financial income 1.0 1.1 1.4 1.3 1.7 1.3 0.8

Change in value of unrealised forward contracts

Gains on realised forward contracts

Net gains/losses on foreign exchange

Other financial items 0.0 0.0 0.0 0.6 1.8 2.3 0.1

Financial expense -1.7 -6.0 -1.4 -1.1 -2.2 -2.9 -6.1

Net financial items -0.7 -4.9 0.0 0.8 1.3 0.7 -5.2

Earnings before tax 34.2 43.2 41.8 73.2 94.8 98.8 139.2

Tax expense -8.8 -4.9 -6.6 -15.2 -19.8 -14.5 -28.8

Earnings for the year 25.4 38.3 35.2 58.0 75.0 84.3 110.4

Source: Bloomberg 



 
 

 

 

Source: Bloomberg 

Balance Sheet (PLNm) 2010 2011 2012 2013 2014 2015 2016

Assets

Non-current assets

PPE 169.6 188.8 188.8 188.6 217.0 259.4 362.0

Real estate investments 43.9 46.1 46.8 48.0 48.1 71.7 72.9

Other 2.5 1.9 1.3 0.9 0.5 0.5 158.1

Total property, plant & equipment 216.0 236.8 236.9 237.5 265.6 331.6 593.0

Net intangible assets 0.9 0.7 16.1 16.6 16.6 16.4 16.3

Goodwill

Deferred tax assets

Total non-current intangible assets 0.9 0.7 16.1 16.6 16.6 16.4 16.3

Other recivables and investments

Total non-current financial assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total non-current assets 216.9 237.5 253.0 254.1 282.2 348.0 609.3

Current assets

Inventory 105.8 110.3 99.1 113.1 149.0 139.0 143.7

Receivables 87.1 96.7 89.6 99.1 144.0 187.3 320.6

Tax receivables 0.1 1.8 0.0 0.0 0.0 0.3 0.1

Prepaid expenses 0.5 1.3 2.8 1.9 2.9 2.9 3.2

Derivateive assets 6.0 0.0 9.0 9.8 4.9 5.7 0.0

Other financial assets 0.6 0.8 0.7 0.7 0.0 0.1 1.2

Cash and bank deposits 7.3 25.5 30.0 76.1 55.7 55.0 95.9

Total current assets 207.4 236.4 231.2 300.7 356.5 390.3 564.7

Assets held for sale 43.1 0.0 0.0 0.0 0.0 0.0 0.0

Total assets 467.4 473.9 484.2 554.8 638.7 738.3 1,174.0

Source: Bloomberg 



 
 

 

 

Balance Sheet (PLNm) 2010 2011 2012 2013 2014 2015 2016

Equity and liabilities

Equity

Contributed equity

Share capital

Treasury shares

Premium paid 111.6 111.6 111.6 111.6 111.6 113.2 113.2

Minority interests 3.0 3.1 3.6 3.7 3.7 3.7 3.2

Common stock 23.8 23.8 23.8 23.8 23.8 23.9 23.9

Total contributed equity 138.4 138.5 139.0 139.1 139.1 140.8 140.3

Retained earnings

Retained earnings 55.5 51.8 64.5 90.3 108.5 118.4 151.5

Hedging reserve 4.0 -10.6 7.2 7.5 3.9 4.6 -9.3

Translation difference 0.3 0.8 0.4 0.4 0.6 0.7 0.8

Other equity 109.5 133.7 137.7 147.2 169.1 214.0 269.2

Total retained earnings 169.3 175.7 209.8 245.4 282.1 337.7 412.2

Total equity 307.7 314.2 348.8 384.5 421.2 478.5 552.5

Non-current liabilities

Pension liabilities 1.8 2.0 2.2 2.7 3.3 3.4 3.4

Provisions 0.1 0.1 0.0 0.0 0.0 0.0 0.0

Loans 28.5 73.0 29.9 58.2 86.7 29.3 391.3

Other non-current 3.5 0.8 2.0 2.2 2.7 1.2 1.8

Deferred tax 14.1 10.6 14.1 13.5 12.4 7.1 2.7

Total non-current liabilities 48.0 86.5 48.2 76.6 105.1 41.0 399.2

Trade payables 50.6 40.4 40.8 54.7 60.8 74.1 114.1

Other short-term current liabilties 2.3 2.4 1.1 0.8 1.2 1.0 1.1

Tax payable 2.0 0.0 0.5 11.0 12.7 3.8 10.2

Derivate liabilities 0.0 13.1 0.0 0.0 0.0 0.0 0.0

Interest-bearing loans 46.1 8.1 29.6 9.3 9.8 105.1 27.1

Other current liabilities 10.7 9.1 14.9 18.0 27.8 34.9 69.8

Total current liabilities 111.7 73.1 86.9 93.8 112.3 218.9 222.3

Total liabilities 159.7 159.6 135.1 170.4 217.4 259.9 621.5

Total equity and liabilities 467.4 473.8 483.9 554.9 638.6 738.4 1,174.0

Source: Bloomberg 



 
 

 

Analytical income statement (PLNm) 2010 2011 2012 2013 2014 2015 2016

Revenue 468.9 527.2 560.5 666.4 822.4 954.3 1,090.3

Cost of goods sold -305.9 -360.5 -378.7 -424.9 -524.3 -608.3 -663.4

Gross profit 163.0 166.7 181.8 241.5 298.1 346.0 426.9

Personell/Adm. expenses -108.6 -121.7 -121.3 -144.9 -184.6 -217.3 -251.6

Other operating profit 3.3 23.0 2.4 2.8 2.4 6.5 3.6

Other operating expenses -6.2 -5.2 -4.7 -9.8 -5.6 -17.2 -9.1

EBITDA 51.5 62.8 58.2 89.6 110.3 118.0 169.8

Depreciation -16.6 -14.7 -16.4 -17.2 -16.8 -19.9 -25.4

Amortisation 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Adjusted EBIT 34.9 48.1 41.8 72.4 93.5 98.1 144.4

Corporate tax -8.8 -4.9 -6.6 -15.2 -19.8 -14.5 -28.8

Tax shield, net financial expenses -0.2 -0.6 0.0 0.2 0.3 0.1 -1.1

NOPAT 25.9 42.6 35.2 57.4 74.0 83.7 114.5

Financial items

Financial income 1.0 1.1 1.4 1.3 1.7 1.3 0.8

Net gains/(losses) on foreign exchange 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other financial items 0.0 0.0 0.0 0.6 1.8 2.3 0.1

Financial expense -1.7 -6.0 -1.4 -1.1 -2.2 -2.9 -6.1

Net financial expense -0.7 -4.9 0.0 0.8 1.3 0.7 -5.2

Tax shield on net financial expenses -0.2 -0.6 0.0 0.2 0.3 0.1 -1.1

Net financial expense after tax -0.5 -4.3 0.0 0.6 1.0 0.6 -4.1

Net earnings 25.4 38.3 35.2 58.0 75.0 84.3 110.4

Source: Bloomberg 



 
 

 Balance Sheet (PLNm) 2010 2011 2012 2013 2014 2015 2016

Invested capital

Non-current assets

PPE 169.6 188.8 188.8 188.6 217.0 259.4 362.0

Real estate investments 43.9 46.1 46.8 48.0 48.1 71.7 72.9

Other 2.5 1.9 1.3 0.9 0.5 0.5 158.1

Net intangible assets 0.9 0.7 16.1 16.6 16.6 16.4 16.3

Total non-current assets 216.9 237.5 253.0 254.1 282.2 348.0 609.3

Current assets

Inventory 105.8 110.3 99.1 113.1 149.0 139.0 143.7

Receivables 87.1 96.7 89.6 99.1 144.0 187.3 320.6

Tax receivables 0.1 1.8 0.0 0.0 0.0 0.3 0.1

Prepaid expenses 0.5 1.3 2.8 1.9 2.9 2.9 3.2

Total current assets 193.5 210.1 191.5 214.1 295.9 329.5 467.6

Operaing liabilites

Deferred tax 14.1 10.6 14.1 13.5 12.4 7.1 2.7

Trade payables 50.6 40.4 40.8 54.7 60.8 74.1 114.1

Other current liabilities 10.7 9.1 14.9 18.0 27.8 34.9 69.8

Other short-term current liabilities 2.3 2.4 1.1 0.8 1.2 1.0 1.1

Total operating liabilities 77.7 62.5 70.9 87.0 102.2 117.1 187.7

Invested capital 332.7 385.1 373.6 381.2 475.9 560.4 889.2

Total equity 307.7 314.2 348.8 384.5 421.2 478.5 552.5

Interest-bearing debt

Pension liabilities 1.8 2.0 2.2 2.7 3.3 3.4 3.4

Provisions 0.1 0.1 0.0 0.0 0.0 0.0 0.0

Loans 28.5 73.0 29.9 58.2 86.7 29.3 391.3

Other non-current 3.5 0.8 2.0 2.2 2.7 1.2 1.8

Tax payable 2.0 0.0 0.5 11.0 12.7 3.8 10.2

Derivative liabilities 0.0 13.1 0.0 0.0 0.0 0.0 0.0

Interest-bearing loans 46.1 8.1 29.6 9.3 9.8 105.1 27.1

Interest-bearing debt 82.0 97.1 64.2 83.4 115.2 142.8 433.8

Interest-bearing assets

Derivateive assets 6.0 0.0 9.0 9.8 4.9 5.7 0.0

Other financial assets 0.6 0.8 0.7 0.7 0.0 0.1 1.2

Cash and bank deposits 7.3 25.5 30.0 76.1 55.7 55.0 95.9

Assets held for sale 43.1 0.0 0.0 0.0 0.0 0.0 0.0

Interest-bearing assets 57.0 26.3 39.7 86.6 60.6 60.8 97.1

Net interest-bearing debt 25.0 70.8 24.5 -3.2 54.6 82.0 336.7

Invested capital 332.7 385.0 373.3 381.3 475.8 560.5 889.2

Source: Bloomberg 



 
 

Appendix 13. Tempur Sealy International reported and analytical financial statements 

 

 

Income statement (USDm) 2010 2011 2012 2013 2014 2015 2016

Revenue 1,105.4 1,417.9 1,402.9 2,464.3 2,989.8 3,151.2 3,127.3

Cost of goods sold -550.0 -674.8 -688.3 -1,449.4 -1,839.4 -1,902.3 -1,817.9

Payroll expenses -309.5 -402.6 -466.3 -789.2 -900.5 -970.0 -926.7

Depreciation and write downs -32.4 -34.3 -36.3 -98.6 -89.7 -93.9 -89.5

Other operating profit 0.0 0.0 0.0 18.1 26.4 30.2 32.8

Other operating expenses 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net other gains/(losses)

Total operating expenses -859.5 -1,077.4 -1,154.6 -2,220.5 -2,713.5 -2,842.1 -2,711.8

Operating earnings 245.9 340.5 248.3 243.8 276.3 309.1 415.5

Financial income -0.5 -0.2 -0.3 -5.0 13.7 -12.9 0.2

Early debt exit 0.0 0.0 0.0 0.0 0.0 0.0 -47.2

Sale of business (non-core) 0.0 0.0 0.0 0.0 -23.2 0.0 0.0

Financial expense -14.5 -11.9 -18.8 -110.8 -91.9 -96.1 -85.2

Net financial items -15.0 -12.1 -19.1 -115.8 -101.4 -109.0 -132.2

Earnings before tax 230.9 328.4 229.2 128.0 174.9 200.1 283.3

Tax expense -73.7 -108.8 -122.4 -49.1 -64.9 -125.4 -86.8

Earnings for the year 157.2 219.6 106.8 78.9 110.0 74.7 196.5

Source: Bloomberg 



 
 

 

 

Balance Sheet (USDm) 2010 2011 2012 2013 2014 2015 2016

Assets

Non-current assets

PPE 159.8 160.5 186.0 411.6 355.6 361.7 422.2

Real estate investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other non-current assets 3.5 9.0 16.3 70.2 30.8 67.7 185.2

Total property, plant & equipment 163.3 169.5 202.3 481.8 386.4 429.4 607.4

Other intangible assets 68.7 66.5 63.1 750.1 727.1 695.4 678.7

Goodwill 212.5 213.3 216.1 759.6 736.5 709.4 722.5

Deferred tax assets 0.0 9.1 10.4 10.9 10.7 12.2 22.5

Total non-current intangible assets 281.2 288.9 289.6 1,520.6 1,474.3 1,417.0 1,423.7

Other recivables and investments

Total non-current financial assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total non-current assets 444.5 458.4 491.9 2,002.4 1,860.7 1,846.4 2,031.1

Current assets

Inventory 69.9 91.2 93.0 199.2 217.2 199.2 196.8

Receivables 115.6 142.4 136.3 349.2 385.8 379.4 345.1

Tax receivables 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Prepaid expenses 14.4 20.1 41.4 53.7 56.5 76.6 63.9

Derivateive assets

Other financial assets

Deferred income tax (current) 18.0 14.7 2.6 44.4 0.0 0.0 0.0

Cash and bank deposits 53.6 111.4 179.3 81.0 62.5 153.9 65.7

Other current assets 0.0 0.0 375.0 0.0 0.0 0.0 0.0

Total current assets 271.5 379.8 827.6 727.5 722.0 809.1 671.5

Total assets 716.0 838.2 1,319.5 2,729.9 2,582.7 2,655.5 2,702.6

Source: Bloomberg 

Source: Bloomberg 



 
 

 

 

Balance Sheet (USDm) 2010 2011 2012 2013 2014 2015 2016

Equity and liabilities

Equity -1,129.6 -1,196.3 -1,192.2 -1,182.9 -1,437.2

Contributed equity -1,059.8 -1,199.4 -1,193.1 -1,191.3 -1,174.4 -1,700.0

Share capital

Treasury shares -712.6 -1,059.8 -1,199.4 -1,193.1 -1,191.3 -1,174.4 -1,700.0

Premium paid 321.0 361.8 379.0 396.5 411.9 463.4 492.8

Common stock 1.0 1.0 1.0 1.0 1.0 1.0 1.0

Total contributed equity -390.6 -697.0 -819.4 -795.6 -778.4 -710.0 -1,206.2

Retained earnings

Retained earnings 522.9 742.5 849.3 927.9 1,036.8 1,110.3 1,312.4

Translation difference

Other equity -6.2 -14.7 -7.6 -13.7 -55.7 -110.1 -121.4

Total retained earnings 516.7 727.8 841.7 914.2 981.1 1,000.2 1,191.0

Total equity 126.1 30.8 22.3 118.6 202.7 290.2 -15.2

Non-current liabilities

Pension liabilities

Provisions

Loans 407.0 585.0 1,025.0 1,796.9 1,498.3 1,273.3 1,817.8

Other non-current 4.4 21.5 25.1 75.3 114.3 171.2 169.3

Deferred tax 32.3 33.3 31.4 286.1 216.7 195.4 174.6

Total non-current liabilities 443.7 639.8 1,081.5 2,158.3 1,829.3 1,639.9 2,161.7

Trade payables 48.3 69.9 85.8 191.2 226.4 266.3 219.3

Other short-term current liabilties

Deferred income 0.0 0.6 26.5 0.8 0.0 0.0 0.0

Tax payable 12.5 20.5 15.5 1.5 12.0 11.2 5.8

Derivate liabilities

Interest-bearing loans 0.0 0.0 0.0 39.6 66.4 181.5 70.3

Other current liabilities 85.5 76.6 87.9 208.4 233.3 254.0 250.1

Total current liabilities 146.3 167.6 215.7 441.5 538.1 713.0 545.5

Total liabilities 590.0 807.4 1,297.2 2,599.8 2,367.4 2,352.9 2,707.2

Minority/Non Controlling Int 0.0 0.0 0.0 11.5 12.6 12.4 10.6

Total equity and liabilities 716.1 838.2 1,319.5 2,729.9 2,582.7 2,655.5 2,702.6

Source: Bloomberg 



 
 

 

 

 

Analytical income statement (USDm) 2010 2011 2012 2013 2014 2015 2016

Revenue 1,105 1,418 1,403 2,464 2,990 3,151 3,127

Cost of goods sold -550 -675 -688 -1,449 -1,839 -1,902 -1,818

Gross profit 555 743 715 1,015 1,150 1,249 1,309

Personell/Adm. expenses -277.1 -368.3 -430.0 -690.6 -810.8 -876.1 -837.2

Other operating profit 0 0 0 18 26 30 33

Other operating expenses 0 0 0 0 0 0 0

EBITDA 278 375 285 342 366 403 505

Depreciation -32 -34 -36 -99 -90 -94 -90

Amortisation 0 0 0 0 0 0 0

Adjusted EBIT 246 341 248 244 276 309 416

Corporate tax -74 -109 -122 -49 -65 -125 -87

Tax shield, net financial expenses -5 -4 -10 -44 -29 -68 -26

NOPAT 167 228 116 150 182 115 303

Financial items

Financial income -1 0 0 -5 14 -13 0

Financial expense -15 -12 -19 -111 -92 -96 -85

Net financial expense -15 -12 -19 -116 -78 -109 -85

Tax shield on net financial expenses -5 -4 -10 -44 -29 -68 -26

Net financial expense after tax -10 -8 -9 -71 -49 -41 -59

Net earnings 157 220 107 79 133 75 244

Source: Bloomberg 



 
 

 

Balance Sheet (USDm) 2010 2011 2012 2013 2014 2015 2016

Invested capital

Non-current assets

PPE 159.8 160.5 186.0 411.6 355.6 361.7 422.2

Other non-current assets 3.5 9.0 16.3 70.2 30.8 67.7 185.2

Other intangible assets 68.7 66.5 63.1 750.1 727.1 695.4 678.7

Goodwill 212.5 213.3 216.1 759.6 736.5 709.4 722.5

Deferred tax 0.0 9.1 10.4 10.9 10.7 12.2 22.5

Total non-current assets 444.5 458.4 491.9 2,002.4 1,860.7 1,846.4 2,031.1

Current assets

Inventory 69.9 91.2 93.0 199.2 217.2 199.2 196.8

Receivables 115.6 142.4 136.3 349.2 385.8 379.4 345.1

Tax receivables 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Deferred income tax (current) 18.0 14.7 2.6 44.4 0.0 0.0 0.0

Other current assets 0.0 0.0 375.0 0.0 0.0 0.0 0.0

Prepaid expenses 14.4 20.1 41.4 53.7 56.5 76.6 63.9

Total current assets 217.9 268.4 648.3 646.5 659.5 655.2 605.8

Operaing liabilites

Deferred tax 32.3 33.3 31.4 286.1 216.7 195.4 174.6

Trade payables 48.3 69.9 85.8 191.2 226.4 266.3 219.3

Other current liabilities 85.5 76.6 87.9 208.4 233.3 254.0 250.1

Deferred income 0.0 0.6 26.5 0.8 0.0 0.0 0.0

Total operating liabilities 166.1 180.4 231.6 686.5 676.4 715.7 644.0

Invested capital 496.3 546.4 908.6 1,962.4 1,843.8 1,785.9 1,992.9

Total equity 126.1 30.8 22.3 118.6 202.7 290.2 -15.2

Minority interest 0.0 0.0 0.0 11.5 12.6 12.4 10.6

Interest-bearing debt

Loans 407.0 585.0 1,025.0 1,796.9 1,498.3 1,273.3 1,817.8

Other non-current 4.4 21.5 25.1 75.3 114.3 171.2 169.3

Tax payable 12.5 20.5 15.5 1.5 12.0 11.2 5.8

Interest-bearing loans 0.0 0.0 0.0 39.6 66.4 181.5 70.3

Interest-bearing debt 423.9 627.0 1,065.6 1,913.3 1,691.0 1,637.2 2,063.2

Interest-bearing assets

Cash and bank deposits 53.6 111.4 179.3 81.0 62.5 153.9 65.7

Interest-bearing assets 53.6 111.4 179.3 81.0 62.5 153.9 65.7

Net interest-bearing debt 370.3 515.6 886.3 1,832.3 1,628.5 1,483.3 1,997.5

Invested capital 496.4 546.4 908.6 1,962.4 1,843.8 1,785.9 1,992.9

Source: Bloomberg 



 
 

Appendix 14. La-Z-Boy reported and analytical financial statements 

 

 

 

 

Income statement (USDm) 2010 2011 2012 2013 2014 2015 2016

Revenue 1,179.2 1,187.1 1,231.7 1,273.9 1,357.3 1,425.4 1,525.4

Cost of goods sold -803.9 -833.0 -851.8 -854.5 -888.0 -920.9 -943.4

Payroll expenses -334.8 -323.8 -330.2 -351.7 -380.0 -401.4 -459.6

Depreciation and write downs -22.6 -26.6 -21.3 -19.7 -19.3 -19.3 -23.3

Total operating expenses -1,138.7 -1,156.8 -1,182.0 -1,206.2 -1,268.0 -1,322.3 -1,403.0

Operating earnings 40.5 30.3 49.7 67.7 89.3 103.1 122.4

Financial income 1.2 1.3 0.6 3.8 2.9 0.5 2.9

Oter one-time items 4.4 1.1 18.0 0.0 0.0 0.0 0.0

Financial expense -3.0 -2.3 -1.4 -0.7 -0.5 -0.5 -0.5

Net financial items 2.6 0.1 17.2 3.1 2.4 0.0 2.4

Earnings before tax 43.1 30.4 66.9 70.8 91.7 103.1 124.8

Tax expense -11.7 -8.6 22.1 -23.5 -31.4 -37.0 -44.1

Earnings for the year 31.4 21.8 89.0 47.3 60.3 66.1 80.7

0.0 4.4 0.1 0.1 3.9 -5.9 -0.3

Minority Interest 1.3 6.7 -0.9 -0.8 -1.3 -1.2 -1.7

Earnings for the year 32.7 28.5 88.1 46.5 59.0 64.9 79.0

Comprehensive income

Earnings for the year 32.7 28.5 88.1 46.5 59.0 64.9 79.0

Items whcih may be reclassified to profit and loss

Extraordinary Items 0.0 0.0 0.0 0.0 3.8 -3.3 0.0

Total other comprehensive income for the period, net tax0.0 0.0 0.0 0.0 3.8 -3.3 0.0

Total comprehensive income for the period 32.7 28.5 88.1 46.5 62.8 61.6 79.0

Source: Bloomberg 



 
 

 

Balance Sheet (USDm) 2010 2011 2012 2013 2014 2015 2016

Assets

Non-current assets

PPE 138.9 120.6 114.4 118.1 127.5 174.0 171.6

Real estate investments

Other non-current assets 0.0 3.1 3.0 0.0 0.0 0.0 0.0

Total property, plant & equipment 138.9 123.7 117.4 118.1 127.5 174.0 171.6

Other intangible assets 3.1 0.0 0.0 4.8 4.5 5.5 8.6

Goodwill 0.0 0.0 0.0 12.8 13.9 15.2 37.2

Deferred tax assets 38.8 37.5 68.3 83.8 102.6 103.5 100.7

Total non-current intangible assets 41.9 37.5 68.3 101.4 121.0 124.2 146.5

Other recivables and investments

Total non-current financial assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total non-current assets 180.8 161.2 185.7 219.5 248.5 298.2 318.1

Current assets

Inventory 132.5 138.4 143.8 146.3 147.0 156.8 175.6

Receivables 165.0 161.3 167.2 160.0 152.6 158.5 146.5

Deferred income tax (current) 2.3 0.0 19.1 20.6 15.0 11.3 0.0

Cash and bank deposits 108.4 115.3 155.3 143.8 162.3 107.9 121.4

Other current assets 18.9 17.2 14.7 30.1 41.5 41.9 38.5

Total current assets 427.1 432.2 500.1 500.8 518.4 476.4 482.0

Assets held for sale 0.0 0.0 0.0 0.0 4.3 0.0 0.0

Total assets 607.9 593.4 685.8 720.3 771.2 774.6 800.1

Source: Bloomberg 



 
 

 

 

Source: Bloomberg 

Balance Sheet (USDm) 2010 2011 2012 2013 2014 2015 2016

Equity and liabilities

Equity

Contributed equity

Common stock 51.8 51.9 52.2 52.4 52.0 50.7 49.3

Total contributed equity 51.8 51.9 52.2 52.4 52.0 50.7 49.3

Retained earnings

Retained earnings 106.5 105.9 189.6 226.0 238.4 235.5 252.5

Other equity 181.6 203.5 200.0 206.4 231.5 237.9 245.3

Total retained earnings 288.1 309.4 389.6 432.4 469.9 473.4 497.8

Total equity 339.9 361.3 441.8 484.8 521.9 524.1 547.1

0.1 0.0 -0.1 -0.1 0.0 0.0 0.0

Non-current liabilities

Loans 46.9 29.9 7.9 7.6 0.3 0.4 0.5

Other non-current 70.4 67.3 80.2 70.7 73.9 86.2 84.9

Deferred tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total non-current liabilities 117.3 97.2 88.1 78.3 74.2 86.6 85.4

0.0 0.0 0.0 0.0 0.0 0.0 0.0

Trade payables 54.7 49.5 56.6 50.5 56.2 46.2 44.7

Interest-bearing loans 1.1 5.1 1.8 0.5 7.5 0.0 0.3

Other current liabilities 91.5 77.4 91.3 99.1 103.7 108.7 112.8

Total current liabilities 147.3 132.0 149.7 150.1 167.4 154.9 157.8

0.0 -0.1 -0.1 -0.1 0.0 0.0 0.4

Total liabilities 264.6 229.2 237.8 228.4 241.6 241.5 243.2

Minority/Non Controlling Int (Stc... 3.3 2.8 5.9 7.1 7.8 9.0 10.1

Total equity and liabilities 607.8 593.3 685.5 720.3 771.3 774.6 800.4



 
 

 

 

Analytical income statement (USDm) 2010 2011 2012 2013 2014 2015 2016

Revenue 1,179.2 1,187.1 1,231.7 1,273.9 1,357.3 1,425.4 1,525.4

Cost of goods sold -803.9 -833.0 -851.8 -854.5 -888.0 -920.9 -943.4

Gross profit 375.3 354.1 379.9 419.4 469.3 504.5 582.0

Personell/Adm. expenses -312.2 -297.3 -308.9 -332.0 -360.7 -382.1 -436.3

EBITDA 63.1 56.8 71.0 87.4 108.6 122.4 145.7

Depreciation -22.6 -26.6 -21.3 -19.7 -19.3 -19.3 -23.3

Adjusted EBIT 40.5 30.3 49.7 67.7 89.3 103.1 122.4

Corporate tax -11.7 -8.6 22.1 -23.5 -31.4 -37.0 -44.1

Tax shield, net financial expenses -0.5 -0.3 0.3 1.0 0.8 0.0 0.8

NOPAT 28.3 21.4 72.1 45.2 58.7 66.1 79.1

Financial items

Financial income 1.2 1.3 0.6 3.8 2.9 0.5 2.9

Financial expense -3.0 -2.3 -1.4 -0.7 -0.5 -0.5 -0.5

Net financial expense -1.8 -1.0 -0.8 3.1 2.4 0.0 2.4

Tax shield on net financial expenses -0.5 -0.3 0.3 1.0 0.8 0.0 0.8

Net financial expense after tax -1.3 -0.7 -1.1 2.1 1.6 0.0 1.6

Net earnings 27.0 20.7 71.0 47.3 60.3 66.1 80.7

28.3 27.4 70.1 46.5 59.0 64.9 79.0

Early debt exit 4.4 1.1 18.0 0.0 0.0 0.0 0.0

Extraordinary Items 0.0 0.0 0.0 0.0 3.8 -3.3 0.0

Total transitory items, net of tax 4.4 1.1 18.0 0.0 3.8 -3.3 0.0

Total comprehensive income 31.4 21.8 89.0 47.3 64.1 62.8 80.7
Note: Minor differences from reported financial statements may appear due to rounding differences

Minority Interest 1.3 6.7 -0.9 -0.8 -1.3 -1.2 -1.7

Earnings for the year 32.7 28.5 88.1 46.5 62.8 61.6 79.0

Source: Bloomberg 



 
 

 

 

Balance Sheet (USDm) 2010 2011 2012 2013 2014 2015 2016

Non-current assets

PPE 138.9 120.6 114.4 118.1 127.5 174.0 171.6

Other non-current assets 0.0 3.1 3.0 0.0 0.0 0.0 0.0

Other intangible assets 3.1 0.0 0.0 4.8 4.5 5.5 8.6

Goodwill 0.0 0.0 0.0 12.8 13.9 15.2 37.2

Deferred tax 38.8 37.5 68.3 83.8 102.6 103.5 100.7

Total non-current assets 180.8 161.2 185.7 219.5 248.5 298.2 318.1

Current assets

Inventory 132.5 138.4 143.8 146.3 147.0 156.8 175.6

Receivables 165.0 161.3 167.2 160.0 152.6 158.5 146.5

Deferred income tax (current) 2.3 0.0 19.1 20.6 15.0 11.3 0.0

Other current assets 18.9 17.2 14.7 30.1 41.5 41.9 38.5

Total current assets 318.7 316.9 344.8 357.0 356.1 368.5 360.6

Operaing liabilites

Trade payables 54.7 49.5 56.6 50.5 56.2 46.2 44.7

Other current liabilities 91.5 77.4 91.3 99.1 103.7 108.7 112.8

Total operating liabilities 146.2 126.9 147.9 149.6 159.9 154.9 157.5

Invested capital 353.3 351.2 382.6 426.9 444.7 511.8 521.2

Total equity 339.9 361.3 441.8 484.8 521.9 524.1 547.1

Minority interest 3.3 2.8 5.9 7.1 7.8 9.0 10.1

Interest-bearing debt

Loans 46.9 29.9 7.9 7.6 0.3 0.4 0.5

Other non-current 70.4 67.3 80.2 70.7 73.9 86.2 84.9

Interest-bearing loans 1.1 5.1 1.8 0.5 7.5 0.0 0.3

Interest-bearing debt 118.4 102.3 89.9 78.8 81.7 86.6 85.7

Interest-bearing assets

Cash and bank deposits 108.4 115.3 155.3 143.8 162.3 107.9 121.4

Assets held for sale 0.0 0.0 0.0 0.0 4.3 0.0 0.0

Interest-bearing assets 108.4 115.3 155.3 143.8 166.6 107.9 121.4

Net interest-bearing debt 10.0 -13.0 -65.4 -65.0 -84.9 -21.3 -35.7

Invested capital 353.2 351.1 382.3 426.9 444.8 511.8 521.5

Source: Bloomberg 



 
 

Appendix 15. Hooker Furniture reported and analytical financial statements 

 

 

Income statement (USDm) 2010 2011 2012 2013 2014 2015 2016

Revenue 203.3 215.4 222.5 218.4 228.3 244.4 247.0

Cost of goods sold -154.9 -168.0 -173.6 -165.8 -173.6 -181.6 -178.3

Payroll expenses -42.0 -41.0 -40.4 -39.6 -42.2 -43.8 -44.4

Depreciation and write downs -3.6 -2.8 -2.6 -2.7 0.0 -2.6 -2.9

Loss on impairment -1.3 -0.4 -1.8 0.0 0.0 0.0 0.0

Other operating expenses 0.0 -1.9 0.0 0.0 0.0 0.0 0.0

Net other gains/(losses)

Total operating expenses -198.2 -211.3 -215.8 -205.4 -215.8 -225.4 -222.7

Operating earnings 5.1 4.1 6.7 13.0 12.5 19.0 24.3

Financial income -0.1 0.1 0.3 0.1 0.0 0.4 0.2

Financial expense 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Net financial items -0.1 0.1 0.3 0.1 0.0 0.4 0.2

Earnings before tax 5.0 4.2 7.0 13.1 12.5 19.4 24.5

Tax expense -2.1 -0.9 -1.9 -4.4 -4.5 -6.8 -8.3

Earnings for the year 2.9 3.3 5.1 8.7 8.0 12.6 16.2

Earnings for the year 2.9 3.3 5.1 8.7 8.0 12.6 16.2

Source: Bloomberg 



 
 

 

Balance Sheet (USDm) 2010 2011 2012 2013 2014 2015 2016

Assets

Non-current assets

PPE 22.7 20.7 21.7 22.8 23.8 22.8 22.8

Other non-current assets 19.4 20.0 21.8 17.6 19.2 22.4 24.1

Total property, plant & equipment 42.1 40.7 43.5 40.4 43.0 45.2 46.9

Other intangible assets 3.5 3.1 1.3 1.3 1.4 1.4 1.4

Goodwill 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Deferred tax assets 0.0 0.0 0.0 4.5 4.1 5.9 5.4

Total non-current intangible assets 3.5 3.1 1.3 5.8 5.5 7.3 6.8

Total non-current financial assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total non-current assets 45.6 43.8 44.8 46.2 48.5 52.5 53.7

Current assets

Inventory 36.2 57.4 34.1 49.9 49.0 45.0 43.7

Receivables 25.9 27.7 25.8 28.3 29.4 32.2 28.2

Tax receivables 0.0 0.0 0.0 0.0 0.7 0.0 0.0

Prepaid expenses 3.5 5.0 4.2 3.6 2.4 2.4 2.3

Deferred income tax (current) 0.0 0.0 0.0 1.6 1.7 1.7 0.0

Cash and bank deposits 38.0 16.6 40.4 26.3 23.9 38.7 53.9

Total current assets 103.6 106.7 104.5 109.7 107.1 120.0 128.1

Total assets 149.2 150.5 149.3 155.9 155.6 172.5 181.8

Equity

Contributed equity

Common stock 17.1 17.2 17.3 17.4 17.6 17.9 18.7

Total contributed equity 17.1 17.2 17.3 17.4 17.6 17.9 18.7

Retained earnings

Retained earnings 110.1 109.0 109.7 113.5 117.1 125.4 137.3

Other equity 0.4 0.6 0.1 0.2 0.1 -0.3 0.1

Total retained earnings 110.5 109.6 109.8 113.7 117.2 125.1 137.4

Total equity 127.6 126.8 127.1 131.1 134.8 143.0 156.1

Non-current liabilities

Provisions 0.0 0.0 0.0 0.0 0.0 0.1 0.2

Other non-current 5.9 6.2 7.1 7.3 7.8 8.7 8.8

Deferred tax 0.0 0.0 0.0 0.0 0.0 0.1 0.0

Total non-current liabilities 5.9 6.2 7.1 7.3 7.8 8.9 9.0

Trade payables 10.4 11.8 9.2 11.6 7.1 10.3 9.1

Deferred income 3.1 2.2 1.9 2.5 1.7 1.7 1.5

Tax payable 0.0 0.0 0.0 0.0 0.0 1.4 0.4

Other current liabilities 2.2 3.4 3.9 3.3 4.2 5.7 5.7

Total current liabilities 15.7 17.4 15.0 17.4 13.0 19.1 16.7

Total liabilities 21.6 23.6 22.1 24.7 20.8 28.0 25.7

Total equity and liabilities 149.2 150.4 149.2 155.8 155.6 171.0 181.8

Source: Bloomberg 



 
 

 

 

 

Analytical income statement (USDm) 2010 2011 2012 2013 2014 2015 2016

Revenue 203.30     215.40  222.50  218.40  228.30  244.40  247.00  

Cost of goods sold -154.9 -168.0 -173.6 -165.8 -173.6 -181.6 -178.3

Gross profit 48.4 47.4 48.9 52.6 54.7 62.8 68.7

Personell/Adm. expenses -38.4 -38.2 -37.8 -36.9 -42.2 -41.2 -41.5

Other operating expenses 0.0 -1.9 0.0 0.0 0.0 0.0 0.0

EBITDA 10.0 7.3 11.1 15.7 12.5 21.6 27.2

Depreciation -3.6 -2.8 -2.6 -2.7 0.0 -2.6 -2.9

Adjusted EBIT 6.4 4.5 8.5 13.0 12.5 19.0 24.3

Corporate tax -2.1 -0.9 -1.9 -4.4 -4.5 -6.8 -8.3

Tax shield, net financial expenses -0.6 -0.1 -0.4 0.0 0.0 0.1 0.1

NOPAT 3.7 3.5 6.2 8.6 8.0 12.3 16.1

Financial items

Financial income -0.1 0.1 0.3 0.1 0.0 0.4 0.2

Other financial items -1.3 -0.4 -1.8 0.0 0.0 0.0 0.0

Net financial expense -1.4 -0.3 -1.5 0.1 0.0 0.4 0.2

Tax shield on net financial expenses -0.6 -0.1 -0.4 0.0 0.0 0.1 0.1

Net financial expense after tax -0.8 -0.2 -1.1 0.1 0.0 0.3 0.1

Net earnings 2.9 3.3 5.1 8.7 8.0 12.6 16.2

Source: Bloomberg 



 
 

 

Balance Sheet (USDm) 2010 2011 2012 2013 2014 2015 2016

Invested capital

Non-current assets

PPE 22.7 20.7 21.7 22.8 23.8 22.8 22.8

Other non-current assets 19.4 20.0 21.8 17.6 19.2 22.4 24.1

Other intangible assets 3.5 3.1 1.3 1.3 1.4 1.4 1.4

Deferred tax 0.0 0.0 0.0 4.5 4.1 5.9 5.4

Total non-current assets 45.6 43.8 44.8 46.2 48.5 52.5 53.7

Current assets

Inventory 36.2 57.4 34.1 49.9 49.0 45.0 43.7

Receivables 25.9 27.7 25.8 28.3 29.4 32.2 28.2

Tax receivables 0.0 0.0 0.0 0.0 0.7 0.0 0.0

Deferred income tax (current) 0.0 0.0 0.0 1.6 1.7 1.7 0.0

Prepaid expenses 3.5 5.0 4.2 3.6 2.4 2.4 2.3

Total current assets 65.6 90.1 64.1 83.4 83.2 81.3 74.2

Operaing liabilites

Deferred tax 0.0 0.0 0.0 0.0 0.0 0.1 0.0

Trade payables 10.4 11.8 9.2 11.6 7.1 10.3 9.1

Other current liabilities 2.2 3.4 3.9 3.3 4.2 5.7 5.7

Deferred income 3.1 2.2 1.9 2.5 1.7 1.7 1.5

Total operating liabilities 15.7 17.4 15.0 17.4 13.0 17.8 16.3

Invested capital 95.5 116.5 93.9 112.2 118.7 116.0 111.6

Total equity 127.6 126.8 127.1 131.1 134.8 143.0 156.1

Interest-bearing debt

Provisions 0.0 0.0 0.0 0.0 0.0 0.1 0.2

Loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other non-current 5.9 6.2 7.1 7.3 7.8 8.7 8.8

Tax payable 0.0 0.0 0.0 0.0 0.0 1.4 0.4

Interest-bearing debt 5.9 6.2 7.1 7.3 7.8 10.2 9.4

Interest-bearing assets

Cash and bank deposits 38.0 16.6 40.4 26.3 23.9 38.7 53.9

Interest-bearing assets 38.0 16.6 40.4 26.3 23.9 38.7 53.9

Net interest-bearing debt -32.1 -10.4 -33.3 -19.0 -16.1 -28.5 -44.5

Invested capital 95.5 116.4 93.8 112.1 118.7 114.5 111.6

Source: Bloomberg 



 
 

Appendix 16. Dogtas Kelebek Mobilya reported and analytical financial statements 

 

 

Income statement (USDm) 2010 2011 2012 2013 2014 2015 2016

Revenue 34.7 43.7 204.5 262.5 322.2 373.3 395.5

Cost of goods sold -18.4 -23.1 -136.7 -174.3 -211.1 -240.2 -265.2

Payroll expenses -13.6 -14.5 -43.2 -77.1 -108.2 -127.9 -136.3

Depreciation and write downs 1.0 0.9 4.8 0.0 10.0 6.7 8.9

Other operating profit 0.0 0.0 0.0 14.1 12.6 17.0 15.5

Other operating expenses -0.1 -0.1 -0.9 -1.2 -1.5 -2.8 -3.2

Net other gains/(losses)

Total operating expenses -32.1 -37.7 -180.8 -238.5 -308.2 -353.9 -389.2

Operating earnings 2.6 6.0 23.7 24.0 14.0 19.4 6.3

Financial income 0.9 0.7 17.4 4.5 0.7 26.1 13.2

Financial expense -0.8 -2.4 -14.0 -25.5 -29.6 -80.0 -61.6

Net financial items 0.1 -1.7 3.4 -21.0 -28.9 -53.9 -48.4

Earnings before tax 2.7 4.3 27.1 3.0 -14.9 -34.5 -42.1

Tax expense 0.0 0.5 -4.1 0.4 3.7 6.8 2.5

Earnings for the year 2.7 4.8 23.0 3.4 -11.2 -27.7 -39.6

Source: Bloomberg 



 
 

 

 

 

Balance Sheet (TRYm) 2010 2011 2012 2013 2014 2015 2016

Assets

Non-current assets

PPE 6.7 6.3 70.7 116.2 128.7 147.3 172.1

Real estate investments 0.7 0.7 0.1 0.1 0.1 0.1 0.1

Other non-current assets 0.0 0.0 3.1 6.8 2.5 1.2 0.4

Total property, plant & equipment 7.4 7.0 73.9 123.1 131.3 148.6 172.6

Other intangible assets 0.6 0.5 18.4 20.2 20.5 20.9 23.1

Goodwill

Deferred tax assets 0.0 0.7 1.4 1.2 1.3 1.3 0.2

Total non-current intangible assets 0.6 1.2 19.8 21.4 21.8 22.2 23.3

Financial non-current assets 0.0 0.0 0.1 0.0 0.0 0.0 0.0

Total non-current financial assets 0.0 0.0 0.1 0.0 0.0 0.0 0.0

Total non-current assets 8.0 8.2 93.8 144.5 153.1 170.8 195.9

Current assets

Inventory 17.2 18.8 48.2 60.0 75.4 105.3 142.4

Receivables 7.8 8.3 60.3 62.5 59.8 84.9 84.6

Tax receivables 0.0 0.0 0.0 0.4 0.1 0.4 0.2

Prepaid expenses 0.0 0.0 2.8 6.1 11.3 23.9 19.8

Deferred income tax (current) 0.0 0.0 0.2 0.0 0.0 0.0 0.0

Cash and bank deposits 4.3 5.0 5.6 4.8 19.2 7.2 0.7

Other current assets 1.6 0.6 1.4 1.5 1.7 2.3 0.4

Total current assets 30.9 32.7 118.5 135.3 167.5 224.0 248.1

Assets held for sale 0.0 0.0 2.8 1.0 10.4 10.1 10.0

Total assets 38.9 40.9 215.1 280.8 331.0 404.9 454.0

Source: Bloomberg 



 
 

 

 

Balance Sheet (TRYm) 2010 2011 2012 2013 2014 2015 2016

Equity and liabilities

Equity

Contributed equity

Treasury shares 0.0 0.0 0.0 0.0 0.0 -5.4 0.0

Common stock 50.0 50.0 50.0 50.0 50.0 209.1 209.1

Total contributed equity 50.0 50.0 50.0 50.0 50.0 203.7 209.1

Retained earnings

Retained earnings -33.5 -30.9 0.0 0.0 0.0 0.0 -55.7

Other equity 2.9 5.2 -17.5 11.6 1.4 -167.8 -127.5

Total retained earnings -30.6 -25.7 -17.5 11.6 1.4 -167.8 -183.2

Total equity 19.4 24.3 32.5 61.6 51.4 35.9 25.9

Non-current liabilities

Pension liabilities 0.9 1.1 5.9 7.0 6.2 5.9 2.1

Provisions 0.1 0.1 0.6 0.5 0.4 0.4 0.8

Loans 0.0 0.0 73.5 82.9 77.8 109.5 91.2

Other non-current 0.0 0.0 0.4 0.3 2.0 0.7 0.9

Deferred tax 0.0 0.0 5.2 9.3 6.0 0.6 1.0

Total non-current liabilities 1.0 1.2 85.6 100.0 92.4 117.1 96.0

Trade payables 7.5 7.1 44.1 47.0 57.6 126.2 127.3

Other short-term current liabilties 0.3 0.3 4.0 4.2 3.4 6.8 9.6

Deferred income 0.0 0.1 1.1 0.0 0.0 0.0 0.0

Interest-bearing loans 10.0 7.9 41.8 57.2 105.5 94.2 138.7

Other current liabilities 0.7 0.0 6.1 11.1 20.8 24.6 56.4

Total current liabilities 18.5 15.4 97.1 119.5 187.3 251.8 332.0

Total liabilities 19.5 16.6 182.7 219.5 279.7 368.9 428.0

Total equity and liabilities 38.9 40.9 215.2 281.1 331.1 404.8 453.9

Source: Bloomberg 



 
 

 

 

Analytical income statement (USDm) 2010 2011 2012 2013 2014 2015 2016

Revenue 34.7 43.7 204.5 262.5 322.2 373.3 395.5

Cost of goods sold -18.4 -23.1 -136.7 -174.3 -211.1 -240.2 -265.2

Gross profit 16.3 20.6 67.8 88.2 111.1 133.1 130.3

Personell/Adm. expenses -14.6 -15.4 -48.0 -79.0 -118.2 -134.6 -145.2

Other operating profit 0.0 0.0 0.0 14.1 12.6 17.0 15.5

Other operating expenses -0.1 -0.1 -0.9 -1.2 -1.5 -2.8 -3.2

EBITDA 1.6 5.1 18.9 22.1 4.0 12.7 -2.6

Depreciation 0.8 0.7 4.7 1.9 7.8 11.6 13.4

Amortisation 0.2 0.2 0.1 0.0 2.2 -4.9 -4.5

Adjusted EBIT 2.6 6.0 23.7 24.0 14.0 19.4 6.3

Corporate tax 0.0 0.5 -4.1 0.4 3.7 6.8 2.5

Tax shield, net financial expenses 0.0 0.2 0.5 2.8 -7.2 -10.6 -2.9

NOPAT 2.6 6.7 20.1 27.2 10.5 15.6 5.9

Financial items

Financial income 0.9 0.7 17.4 4.5 0.7 26.1 13.2

Financial expense -0.8 -2.4 -14.0 -25.5 -29.6 -80.0 -61.6

Net financial expense 0.1 -1.7 3.4 -21.0 -28.9 -53.9 -48.4

Tax shield on net financial expenses 0.0 0.2 0.5 2.8 -7.2 -10.6 -2.9

Net financial expense after tax 0.1 -1.9 2.9 -23.8 -21.7 -43.3 -45.5

Net earnings 2.7 4.8 23.0 3.4 -11.2 -27.7 -39.6

Source: Bloomberg 



 
 

 

 

Balance Sheet (TRYm) 2010 2011 2012 2013 2014 2015 2016

Non-current assets

PPE 6.7 6.3 70.7 116.2 128.7 147.3 172.1

Real estate investments 0.7 0.7 0.1 0.1 0.1 0.1 0.1

Other non-current assets 0.0 0.0 3.1 6.8 2.5 1.2 0.4

Other intangible assets 0.6 0.5 18.4 20.2 20.5 20.9 23.1

Deferred tax 0.0 0.7 1.4 1.2 1.3 1.3 0.2

Total non-current assets 8.0 8.2 93.7 144.5 153.1 170.8 195.9

Current assets

Inventory 17.2 18.8 48.2 60.0 75.4 105.3 142.4

Receivables 7.8 8.3 60.3 62.5 59.8 84.9 84.6

Tax receivables 0.0 0.0 0.0 0.4 0.1 0.4 0.2

Deferred income tax (current) 0.0 0.0 0.2 0.0 0.0 0.0 0.0

Other current assets 1.6 0.6 1.4 1.5 1.7 2.3 0.4

Prepaid expenses 0.0 0.0 2.8 6.1 11.3 23.9 19.8

Total current assets 26.6 27.7 112.9 130.5 148.3 216.8 247.4

Operaing liabilites

Deferred tax 0.0 0.0 5.2 9.3 6.0 0.6 1.0

Trade payables 7.5 7.1 44.1 47.0 57.6 126.2 127.3

Other current liabilities 0.7 0.0 6.1 11.1 20.8 24.6 56.4

Deferred income 0.0 0.1 1.1 0.0 0.0 0.0 0.0

Other short-term current liabilities 0.3 0.3 4.0 4.2 3.4 6.8 9.6

Total operating liabilities 8.5 7.5 60.5 71.6 87.8 158.2 194.3

Invested capital 26.1 28.4 146.1 203.4 213.6 229.4 249.0

Total equity 19.4 24.3 32.5 61.6 51.4 35.9 25.9

Interest-bearing debt

Pension liabilities 0.9 1.1 5.9 7.0 6.2 5.9 2.1

Provisions 0.1 0.1 0.6 0.5 0.4 0.4 0.8

Loans 0.0 0.0 73.5 82.9 77.8 109.5 91.2

Other non-current 0.0 0.0 0.4 0.3 2.0 0.7 0.9

Interest-bearing loans 10.0 7.9 41.8 57.2 105.5 94.2 138.7

Interest-bearing debt 11.0 9.1 122.2 147.9 191.9 210.7 233.7

Interest-bearing assets

Other financial assets 0.0 0.0 0.1 0.0 0.0 0.0 0.0

Cash and bank deposits 4.3 5.0 5.6 4.8 19.2 7.2 0.7

Assets held for sale 0.0 0.0 2.8 1.0 10.4 10.1 10.0

Interest-bearing assets 4.3 5.0 8.5 5.8 29.6 17.3 10.7

Net interest-bearing debt 6.7 4.1 113.7 142.1 162.3 193.4 223.0

Invested capital 26.1 28.4 146.2 203.7 213.7 229.3 248.9

Source: Bloomberg 



 
 

Appendix 17. Group management overview 

 

Group Management overview

Olav Holst-Dyrnes 

(1970)

CEO

Education: A Master’s degree in engineering from the Norwegian Institute of Technology (NTH), and 

completed officer training in the Norwegian Armed Forces. 

Select experience: Former CEO of the listed company Havfisk ASA. Sourcing Manager at Stokke AS. Ten 

years in the Norwegian Armed Forces.

CEO of Ekornes since October 2014.

Trine-Marie Hagen 

(1977)

CFO

Education: Master’s degree in Economics from the Norwegian School of Economics (NHH). Part 1 Law 

from the University of Bergen.

Select xperience: CFO of Mentor Medier AS , Norske Skog ASA (several positions including VP Business 

Performance and Finance Manager at two factories), trainee and consultant at Intentia.

CFO and member of Group Management since January 2015.

Runar Haugen 

(1964)

Group Marketing 

Director

Education: Master of Business Administration (BI)

Select experience: Joined Ekornes ASA as an export consultant in 1991, then Marketing Manager at Ekornes. 

Previous experience from export, sales and consultancy work.

Group Marketing Director and member of Group Management since 1992.

Svein Lunde 

(1961)

International Marketing 

Director

Education: Diploma, Management Studies (OU Business School)

Select experience: Joined Ekornes in 1994 as the Managing Director of Ekornes Ltd. with responsibility for 

the UK/Ireland. Previous experience from banking and the travel industry.

International Marketing Director and member of Group Management since 2003.

Ola Arne Ramstad 

(1962)

Production Director,

Stressless Production

Education: Administration (BI).

Select experience: Started in production at Ekornes in 1984. Various positions within factory production 

management.

Production Director, Stressless and member of Group Management since 2002.

Aarve Ekornes 

(1966)

Director, Product 

Development

Education: Certified industrial mechanic.

Select experience: Joined Ekornes as an apprentice in 1983. Worked on the development of production 

equipment and the product development of steel components until 1992.

Product Development Manager from 1992-2002.

Øystein Vikingsen 

Fauske

(1978)

Director, Digitalisation 

& HR

Education: Master’s degree in Industrial Economy and Technology Management (Norwegian University of 

Science and Technology) and High Potentials Leadership Program (Harvard Business School).

Select experience: COO (Operating Director) Sopra Steria Business Consulting Scandinavia, various 

management roles at Sopra Steria (including Head of Operational Strategy and Improvement and Head of 

IT-Advisory). Over 10 years consulting experience.

Director for Digitalisation & HR and a member of Group Management at Ekornes since April 2016.

Lars Wittemann 

(1963)

Supply Chain Director

Education: MBA (BI), Bachelor in Economics and Business Administration

(Handelsakademiet, Oslo).

Select experience: Broad industrial, manufacturing and financial management experience from AssaAbloy 

(TrioVing/VingCard), CFO and plant manager at Grorud Industrier AS and Independent consultant.

Supply Chain Director and member of Group Management since October 2015.

Jon-Erlend Alstad 

(1969)

Director, Ekornes Beds

Education: Master’s degree in Marketing (Oslo School of Management)

Experience: Senior Vice President at Scandinavian Business Seating (HÅG). Marketing

director and sales director at Stokke (with seven years spent in England/Germany).

Sales manager of the tour operator Top of Europe Norway AS.

Director, Ekornes Beds AS and member of group management since 2012.

Sources: Annual report, 2016 and own contribution



 
 

Appendix 18. Largest shareholders 

 

 

20 largest shareholders as of December 31 2016

Shareholders Country # of shares held Pct.

Nordstjernan SWE 6,359,652 17.3%

Folketrygdfondet NOR 3,851,183 10.5%

RBC Investor Service LUX 1,935,112 5.3%

Odin Norge NOR 1,716,003 4.7%

Pareto Aksje Norge NOR 1,525,787 4.1%

Nordea Nordic Small FIN 1,196,158 3.2%

Unhjem Berit Ekornes NOR 1,080,331 2.9%

Mertens Gunnhild Ekornes NOR 1,080,050 2.9%

State Street Bank USA 790,066 2.1%

Fondita Nordic Micro Skandinaviska FIN 650,000 1.8%

J.P. Morgan Chase Bank USA 649,789 1.8%

State Street Bank USA 611,844 1.7%

NGH Invest NOR 566,000 1.5%

Clearstream Banking LUX 534,566 1.5%

Ekornes Torill Anne NOR 522,398 1.4%

The Northern Trust C GBR 425,150 1.2%

VPF Nordea Kapital NOR 418,671 1.1%

Ekornes Kjetil NOR 394,959 1.1%

Fidelity Int. Small C BNY Mellon USA 388,597 1.1%

Forsvarets Personell NOR 348,000 0.9%

Total 25,044,316 68.1%
Source: Annual report, 2016



 
 

Appendix 19. Ansoff’s growth matrix (source: Johnson et al.) 
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Appendix 20. Market size and growth in analysed furniture markets 

 

Region definitions 

World 

Composed of 210 countries: Afghanistan, Albania, Algeria, American Samoa, Andorra, Angola, Anguilla, Antigua, Argentina, 

Armenia, Aruba, Australia, Austria, Azerbaijan, Bahamas, Bahrain, Bangladesh, Barbados, Belarus, Belgium, Belize, Benin, 

Bermuda, Bhutan, Bolivia, Bosnia-Herzegovina, Botswana, Brazil, British Virgin Islands, Brunei, Bulgaria, Burkina Faso, Burundi, 

Rank 2016 2021 CAGR '02-'16 CAGR '02-'21 CAGR '16-'21

1 World World Argentina 26.7% Argentina 23.5% Argentina 12.3%

2 Asia Pacific Asia Pacific Russia 13.3% Ukraine 12.3% India 9.2%

3 Western Europe North America Ukraine 13.0% China 11.1% Ukraine 8.6%

4 North America Western Europe China 12.5% India 11.1% Indonesia 8.0%

5 USA USA India 11.0% Russia 10.8% Brazil 6.6%

6 China China Indonesia 10.7% Indonesia 10.4% China 6.2%

7 Germany Germany Romania 9.3% Romania 8.5% Turkey 5.9%

8 Japan Latin America Turkey 8.4% Turkey 8.0% Latin America 5.7%

9 Latin America Japan Eastern Europe 7.2% Thailand 6.6% Romania 5.5%

10 United Kingdom Middle East and Africa Thailand 6.8% United Arab Emirates6.5% United Arab Emirates5.4%

11 Middle East and AfricaUnited Kingdom United Arab Emirates 6.5% Eastern Europe 6.4% Asia Pacific 5.3%

12 Eastern Europe Eastern Europe Middle East and Africa 6.3% Middle East and Africa6.4% Middle East and Africa5.3%

13 France France South Africa 5.9% Asia Pacific 6.0% Philippines 5.0%

14 Italy Brazil Asia Pacific 5.8% South Africa 5.6% Thailand 4.8%

15 Brazil India Brazil 4.6% Brazil 5.4% Australia 4.1%

16 Canada Canada Latin America 4.1% Latin America 4.8% Australasia 4.0%

17 Spain Italy Hong Kong, China 3.9% Hong Kong, China 3.8% South Africa 4.0%

18 Russia Spain Sweden 3.8% Philippines 3.8% Malaysia 3.8%

19 India Russia Singapore 3.6% Sweden 3.8% World 3.7%

20 Netherlands Turkey South Korea 3.3% Singapore 3.4% Eastern Europe 3.7%

21 Australasia Australasia Philippines 3.0% South Korea 3.3% Spain 3.6%

22 Australia Netherlands Malaysia 2.8% Malaysia 3.3% Russia 3.3%

23 Turkey Australia Canada 2.7% World 3.0% Mexico 3.2%

24 Sweden Sweden World 2.5% Mexico 2.6% Sweden 3.1%

25 Mexico Indonesia Mexico 2.2% Canada 2.6% United Kingdom 3.0%

26 Switzerland Mexico Poland 1.9% Poland 2.3% Hong Kong, China 3.0%

27 Indonesia Philippines United Kingdom 1.4% United Kingdom 2.0% USA 2.7%

28 South Korea South Korea North America 1.3% Australia 2.0% South Korea 2.7%

29 Philippines Switzerland USA 1.2% Australasia 1.8% Poland 2.7%

30 Thailand Thailand Australia 1.0% North America 1.8% North America 2.7%

31 Taiwan Argentina Australasia 0.8% USA 1.8% Singapore 2.4%

32 Poland Taiwan France 0.7% Germany 1.2% Western Europe 2.4%

33 South Africa Poland Germany 0.6% Western Europe 1.1% Netherlands 2.3%

34 Malaysia South Africa Taiwan 0.5% France 1.0% Germany 2.2%

35 United Arab EmiratesUnited Arab Emirates Western Europe 0.5% Netherlands 0.8% Canada 1.9%

36 Argentina Malaysia Netherlands 0.1% Spain 0.7% France 1.8%

37 Hong Kong, China Hong Kong, China Switzerland -0.1% Taiwan 0.2% Japan 1.4%

38 Singapore Singapore Spain -0.6% Switzerland 0.2% Switzerland 0.7%

39 Romania Romania Japan -1.5% Japan -0.7% Taiwan -0.4%

40 Ukraine Ukraine Italy -2.9% Italy -2.3% Italy -0.5%

Source: Euromonitor Passport, 2017

Market size ranking Growth ranking



 
 

Cambodia, Cameroon, Canada, Cape Verde, Cayman Islands, Central African Republic, Chad, Chile, China, Colombia, Comoros, 

Congo, Democratic Republic, Congo-Brazzaville, Costa Rica, Côte d'Ivoire, Croatia, Cuba, Curacao, Cyprus, Czech Republic, 

Denmark, Djibouti, Dominica, Dominican Republic, Ecuador, Egypt, El Salvador, Equatorial Guinea, Eritrea, Estonia, Ethiopia, 

Fiji, Finland, France, French Guiana, French Polynesia, Gabon, Gambia, Georgia, Germany, Ghana, Gibraltar, Greece, Grenada, 

Guadeloupe, Guam, Guatemala, Guinea, Guinea-Bissau, Guyana, Haiti, Honduras, Hong Kong, China, Hungary, Iceland, India, 

Indonesia, Iran, Iraq, Ireland, Israel, Italy, Jamaica, Japan, Jordan, Kazakhstan, Kenya, Kiribati, Kosovo, Kuwait, Kyrgyzstan, Laos, 

Latvi,a Lebanon, Lesotho, Liberia, Libya, Liechtenstein, Lithuania, Luxembourg, Macau, Macedonia, Madagascar, Malawi, 

Malaysia, Maldives, Mali, Malta, Martinique, Mauritania, Mauritius, Mexico, Moldova, Monaco, Mongolia, Montenegro, Morocco, 

Mozambique, Myanmar, Namibia, Nauru, Nepal, Netherlands, New Caledonia, New Zealand, Nicaragua, Niger, Nigeria, North 

Korea, Norway, Oman, Pakistan, Panama, Papua New Guinea, Paraguay, Peru, Philippines, Poland, Portugal, Puerto Rico, Qatar, 

Réunion, Romania, Russia, Rwanda, Samoa Sao Tomé e Príncipe, Saudi Arabia, Senegal, Serbia, Seychelles, Sierra Leone, 

Singapore, Sint Maarten, Slovakia, Slovenia, Solomon Islands, Somalia, South Africa, South Korea, South Sudan, Spain, Sri Lanka, 

St Kitts, St Lucia, St Vincent and the Grenadines, Sudan, Suriname, Swaziland, Sweden, Switzerland, Syria, Taiwan, Tajikistan, 

Tanzania, Thailand, Togo, Tonga, Trinidad and Tobago, Tunisia, Turkey, Turkmenistan, Tuvalu, Uganda, Ukraine, United Arab 

Emirates, United Kingdom, Uruguay, US Virgin Islands, USA, Uzbekistan, Vanuatu, Venezuela, Vietnam, Yemen, Zambia, 

Zimbabwe. 

 

Asia Pacific 

Composed of 46 countries: Afghanistan, American Samoa, Armenia, Azerbaijan, Bangladesh, Bhutan, Brunei, Cambodia, China, 

Fiji, French Polynesia, Guam, Hong Kong, China, India, Indonesia, Japan, Kazakhstan, Kiribati, Kyrgyzstan, Laos, Macau, 

Malaysia, Maldives, Mongolia, Myanmar, Nauru, Nepal, New Caledonia, North Korea, Pakistan, Papua New Guinea, Philippines, 

Samoa, Singapore, Solomon Islands, South Korea, Sri Lanka, Taiwan, Tajikistan, Thailand, Tonga, Turkmenistan, Tuvalu, 

Uzbekistan, Vanuatu, Vietnam. 

 

Australasia 

Composed of 2 countries: Australia and New Zealand. 

 

Eastern Europe 

Composed of 22 countries: Albania, Belarus, Bosnia-Herzegovina, Bulgaria, Croatia, Czech Republic, Estonia, Georgia, Hungary, 

Kosovo, Latvia, Lithuania, Macedonia, Moldova, Montenegro, Poland, Romania, Russia, Serbia, Slovakia, Slovenia, Ukraine.  

 

Latin America 

Composed of 45 countries: Anguilla, Antigua, Argentina, Aruba, Bahamas, Barbados, Belize, Bermuda, Bolivia, Brazil, British 

Virgin Islands, Cayman Islands, Chile, Colombia, Costa Rica, Cuba, Curacao, Dominica, Dominican Republic, Ecuador, El 

Salvador, French Guiana, Grenada, Guadeloupe, Guatemala, Guyana, Haiti, Honduras, Jamaica, Martinique, Mexico, Nicaragua, 

Panama, Paraguay, Peru, Puerto Rico, Sint Maarten, St Kitts, St Lucia, St Vincent and the Grenadines, Suriname, Trinidad and 

Tobago, Uruguay, US Virgin Islands, Venezuela. 



 
 

 

Middle East and Africa 

Composed of 68 countries: Algeria, Angola, Bahrain, Benin, Botswana, Burkina Faso, Burundi, Cameroon, Cape Verde, Central 

African Republic, Chad, Comoros, Congo, Democratic Republic, Congo-Brazzaville, Côte d'Ivoire, Djibouti, Egypt, Equatorial 

Guinea, Eritrea, Ethiopia, Gabon, Gambia, Ghana, Guinea, Guinea-Bissau, Iran, Iraq, Israel, Jordan, Kenya, Kuwait, Lebanon, 

Lesotho, Liberia, Libya, Madagascar, Malawi, Mali, Mauritania, Mauritius, Morocco, Mozambique, Namibia, Niger, Nigeria, Oman, 

Qatar, Réunion, Rwanda, Sao Tomé e Príncipe, Saudi Arabia, Senegal, Seychelles, Sierra Leone, Somalia, South Africa, South 

Sudan, Sudan, Swaziland, Syria, Tanzania, Togo, Tunisia, Uganda, United Arab Emirates, Yemen, Zambia, Zimbabwe.  

 

North America 

Composed of 2 countries: Canada and USA. 

 

Western Europe 

Composed of 25 countries: Andorra, Austria, Belgium, Cyprus, Denmark, Finland, France, Germany, Gibraltar, Greece, Iceland, 

Ireland, Italy, Liechtenstein, Luxembourg, Malta, Monaco, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, Turkey, 

United Kingdom. 

 

Appendix 21. Estimated growth in e-commerce by segment 

 

 

Numbers are excluded digital media (e.g. music downloads, eBooks), digitally distributed services (e.g. plane tickets), B2B 

markets (e.g. Alibaba), Resale of used goods (reCommerce), Sales between private presons (e.g. Craigslist, finn.no).  
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Appendix 22. Number e-commerce users and market penetration in selected geographical markets 

 

 

 

 

 

 

 

 

Users (m) 2015 2016 2017E 2018E 2019E 2020E 2021E

Norway 1.1         1.1         1.1          1.2         1.3          1.3         1.4         

Sweden 0.8         1.0         1.2          1.4         1.6          1.8         1.9         

Denmark 0.8         0.9         0.9          0.9         1.0          1.0         1.0         

Europe 77.8       82.9       86.6        90.5       94.6        98.6       101.7     

Germany 12.2       12.5       12.8        13.2       13.7        14.2       14.6       

United Kingdom 12.5       12.9       13.2        13.6       14.0        14.4       14.8       

Norh America 50.1       54.6       57.9        61.3       64.4        67.1       68.2       

US 45.2       49.5       526.0      55.7       58.7        61.1       62.0       

Asia 307.5     343.5     370.7      398.6     427.7      455.3     478.0     

Japan 15.2       16.5       17.2        17.8       18.6        19.4       19.5       

Australia 2.9         3.1         3.2          3.3         3.5          3.6         3.8         

World 476.1     525.3     562.9      602.0     642.1      680.0     710.0     

Penetration 2015 2016 2017E 2018E 2019E 2020E 2021E

Norway 25% 26% 27% 28% 29% 30% 31%

Sweden 10% 12% 15% 18% 20% 22% 23%

Denmark 18% 19% 19% 20% 20% 21% 21%

Europe 14% 15% 16% 16% 17% 18% 18%

Germany 18% 18% 18% 19% 20% 21% 21%

United Kingdom 24% 24% 25% 26% 26% 27% 27%

Norh America 18% 19% 20% 21% 22% 23% 23%

US 18% 19% 20% 21% 22% 23% 23%

Asia 12% 13% 14% 15% 16% 17% 17%

Japan 14% 15% 16% 16% 17% 18% 18%

Australia 15% 16% 17% 17% 18% 18% 19%

World 12% 14% 14% 15% 16% 17% 18%



 
 

Appendix 23. Lean manufacturing 

Toyota identified seven different activities in manufacturing that created non-value and can be implemented 

in a number of different businesses: 

- Overproduction: to produce more, or earlier than the demand for next process/customer 

- Waiting (time on hand): an operator cannot carry out his/her work tasks because he/she is waiting 

for parts, information, substrates or decisions 

- Transportation or conveyance: unnecessary transportation of goods, materials, documents, etc.  

- Overprocessing or incorrect processing: to carry out more work than necessary with respect to 

specifications etc.  

- Excess inventory: more goods and information than necessary 

- Unnecessary movement: because of factory layout etc. 

- Defects: not right the first time (wrecking, rework, decrease of productivity etc) 

Lean manufacturing is also based on the thought that improvement work never ends. By improving a process 

by creating flow and standardizing the procedures a new potential for flow increase will reveal itself. Although 

the flow created may not give the same results as the first improvement, it is nonetheless still an 

improvement. 

 

Appendix 24. Ekornes’ productivity score matrix (score = 24/40) 

 

Source: Vartdal, 2016 
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Appendix 25. Labour cost within manufacturing by country 

 

 

 

 

 

 

 

 

Country

Norway 25.84 26 64.15 64 148% 1

Switzerland 30.42 30 60.4 60 99% 1

Belgium 28.92 29 54.77 55 89% 1

Denmark 23.7 24 51.67 52 118% 1

Sweden 25.02 25 49.12 49 96% 1

Germany 29.16 29 47.38 47 62% 1

Australia 18.93 19 46.29 46 145% 1

Finland 22.36 22 44.14 44 97% 1

Austria 24.91 25 43.16 43 73% 1

Netherlands 22.45 22 42.26 42 88% 1

France 24.86 25 42.12 42 69% 1

Ireland 16.69 17 39.83 40 139% 1

Canada 18.49 18 36.56 37 98% 1

Italy 19.76 20 36.17 36 83% 1

Japan 21.99 22 35.71 36 62% 1

United States 23.04 23 35.53 36 54% 1

United Kingdom 19.3 19 30.77 31 59% 1

Spain 13.95 14 28.44 28 104% 1

New Zealand 12.06 12 23.38 23 94% 1

Singapore 12.15 12 22.6 23 86% 1

Greece 11.61 12 21.78 22 88% 1

Israel 12.28 12 21.42 21 74% 1

Korea, Republic of 9.22 9.22 18.91 19 105% 1

Argentina 7.55 7.55 15.91 16 111% 1

Czech Republic 3.25 3.25 13.13 13 304% 3

Portugal 6.45 6.45 12.91 13 100% 1

Slovakia 2.84 2.84 11.77 12 314% 3

Brazil 7.07 7.07 11.65 12 65% 1

Estonia na na 10.39 10 na na

Taiwan 7.04 7.04 9.34 9 33% 0

Hungary 3.05 3.05 9.17 9 201% 2

Poland 3.15 3.15 8.83 9 180% 2

Mexico 3.47 3.47 6.48 6 87% 1

Philippines 1.28 1.28 2.01 2 57% 1

Source: Bureau of Labor Statistics, U.S. Department of Labor

1997 2011 Development



 
 

Appendix 26. Forecast assumptions 

Forecast assumptions (pct.) 2017E 2018E 2019E 2020E 2021E 2022E 2023E

Reveue growth

Stressless

Base case -4.0% 0.0% 2.0% 2.5% 2.5% 2.5% 2.5%

Bull case -2.0% 2.0% 4.0% 4.5% 4.5% 4.5% 4.5%

Bear case -6.0% -4.0% -2.0% 0.0% 0.0% 0.0% 0.0%

IMG

Base case 6.0% 6.0% 4.0% 4.0% 4.0% 2.5% 2.5%

Bull case 8.0% 8.0% 6.0% 6.0% 6.0% 4.5% 4.5%

Bear case 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Svane

Base case 5.0% 5.0% 2.5% 2.5% 2.5% 2.5% 2.5%

Bull case 7.0% 7.0% 4.5% 4.5% 4.5% 4.5% 4.5%

Bear case 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Ekornes Contract

Base case 4.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Bull case 6.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%

Bear case 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Bolt-on acqusition of Slettvoll (NOK'000)

Included: Yes 197,449 217,194 238,913 262,805 289,085 317,994 349,793

Included: No - - - - - - -

Growth 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%

EBITDA-margin

Base case 17.5% 18.0% 18.5% 19.0% 19.5% 20.0% 20.5%

Bull case 17.5% 23.9% 24.4% 24.9% 25.4% 25.9% 26.4%

Bear case 12.5% 13.0% 13.5% 14.0% 14.5% 15.0% 15.5%

Bull case 2.0. 23.4% 23.9% 24.4% 24.9% 25.4% 25.9%

NWC / Revenue

Base-case 13.0% 12.3% 11.3% 10.3% 9.3% 9.3% 9.3%

Bull case (with different inventory) 13.0% 22.3% 21.8% 21.3% 20.8% 20.8% 20.8%

+ Inventory 14.0% 13.5% 13.0% 12.5% 12.0% 12.0% 12.0%

+ Inventory for bull cases only 14.0% 23.5% 23.5% 23.5% 23.5% 23.5% 23.5%

+ Trade receivables 12.0% 11.8% 11.3% 10.8% 10.3% 10.3% 10.3%

+ Other receivables 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

- Trade payables 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%

- Other payables 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%

CAPEX / Revenue (Base-case)

Base case 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Bull case 2.0% 8.0% 1.5% 1.5% 1.5% 1.5% 1.5%

Bear case 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%

Bull-case 2.0 capex

Included: Yes - 181,500 50,000 - - - -

Included: No - - - - - - -

D&A / revenue -6.0% -6.0% -6.0% -6.0% -6.0% -6.0% -6.0%

Source: Own contribution 



 
 

 

 

Appendix 27. Regression output  

 

 

Appendix 28. Interview with Kenneth Egdal Dyrland, ABG Sundal Collier  

Question: How do you see the debt levels in terms of net debt / EBITDA for a manufacturing company like Ekornes in the 

current credit market? 

 

Answer: First of all, the current credit market is extremely hot. Nordic institutional investors are very 

hungry for yields and employ some of the excessive capital.  

I had a brief look at the restated financials you provided and I would expect a level of 5x EBITDA on the 

bond market as a senior secured bond for a manufacturing company of consumer goods with retail 

exposure. If you go directly to the banks, a level of NOK 1.75 to 2bn is more likely. Typically, you would 

either finance the NOK 1.75 to 2bn in the bank and the rest in the bond market but with the expected 

raised amount in mind it seems more likely to raise all of the capital in two bonds with 3-4 investors. In 

this case you would probably use so-called bridge financing from the LPs, which will provide the necessary 

Company

Equity 

beta Net debt Equity NIBD / E

Asset 

beta

Fabryki Mebli Forte 0.68 669 1,140 0.59 0.43

Tempur 1.25 15,710 -40 -396.02 0.00

Hooker Furniture 1.06 65 1,650 0.04 1.02

Dogtas Kelebek Mobilya 0.70 558 63 8.81 0.07

Nobia 1.15 -194 3,240 -0.06 1.22

Flexsteel 1.26 -308 1,760 -0.18 1.53

Howden Joinery 1.52 -2,420 4,240 -0.57 3.54

Average asset beta 1.12

Ekornes (NOKm)

NIBD, market value -16

Equity, market value 3,922

NIBD / E 0.00

Equity beta 1.11

Source: Bloomberg (15.04.2017) and own calculations



 
 

funding until the long-term funding in the bond market is arranged. The advantage of using a bond 

compared to bank lending is higher operational flexibility since bonds are way more covenant-light in 

contrast to bank lending which is covenant-heavy. 

Additionally, the lender may be able to negotiate an American call option, however a standard bond is 

typically non-callable for the first 2 years. 

 

Question: Which EBITDA measure will be used for calculating the net debt / EBITDA? 

 

Answer: In contrast to valuation where investors look at estimated earnings since that is what they receive, 

debt providers will typically look at LTM EBITDA since they want an earnings measure that shows the 

actual earnings for the last twelve months. Forward looking multiples are rather used as an assessment of 

the reasonable debt level at entry to ensure the company is expected to generate sufficient cash flows for 

paying down the debt. 

 

Question: How do you see the debt structure in terms of seniority in a PE transaction? 

 

Answer: In a transaction like this all of the debt will be classified as senior debt unless the acquisitions is 

very leveraged. In addition to this you might have a super senior credit facility with a maximum credit line 

of 10 pct. of the issued amount. However, the revolver facility must typically be entirely paid off at some 

point during the year. You don’t see junior debt in such transactions unless the level of leverage requires 

other non-senior debt instruments. 

 

Question: What type of bonds will be issued and how would the amortisation schedule look like?  

 

Answer:  Typically, bonds are issued as bullet loans, straight-line depreciation or a combination of the two – 

depending on the company’s expected cash flows. A realistic scenario is that 30 to 40 pct. of the senior 

debt is issued as straight-line depreciation bond and the rest as a bullet bond with amortisation at maturity. 

 

Question: So what do you expect the interest rates will be on those types of debt? 

 



 
 

Answer: The bond will likely have an interest rate in the range of 5 to 6 pct. and the bank as low as 2 to 3 

pct. Remember that bank lending has extensive covenants on various financial metrics and the bond is 

more covenant-light. If we assume that 35 pct. is straight-line depreciation and the rest as bullet, a rate of 

approx. 5 pct. seems very likely. Again this is of course dependent on the cash flow and risk of the 

company. 

 

Question: How do we handle the changing capital structure in the cost of capital when debt is amortised? 

 

Answer: What PE funds typically do is to maintain a constant required return throughout the LBO. I 

haven’t yet experienced a fund that adjust for the capital structure so I suggest you do the same for 

simplicity. Remember this is a reasonable assumption since the effect from changing leverage is typically 

very small. 

 

Question: How do you see the typical transaction costs in a PE transaction? 

 

Answer: The typical level is 2-3 pct. of the issued amount depending on, so NOK ~25m if we assume a LTM 

EBITDA of NOK 500m in H1 2017. 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

Appendix 29. Forecast assumptions 

  

Date Country Target Acquirer Target description
EV

(EURm)

LTM

EV / EBITDA

Aug-2016 US Mattress Firm Steinhoff International Engaged in the operation and franchise sales of mattress stores 188 18.7x

Jun-2016 Denmark BoConcept Layout Bidco (3i) Furniture retailer 188 11.7x

Jul-2015 Italy Giorgetti Progressio Furniture manufacturer 49 9.8x

Dec-2014 UK Rixonway Kitchens Nobia Provides complete kitchen solutions 43 21.3x

May-2014 UK Neville Johnson Alcuin Capital Partners Manufacturer of wood veneer-made home and office furniture 27 8.1x

Apr-2014 Italy Poltrona Frau Haworth Designing, manufacturing and sale of furniture products (41.4% 485 15.1x

Dec-2013 Norway Stokke NXMH Manufacturer of children's furniture and equipment 358 13.6x

Sep-2013 France Maisons du Monde Bain Capital Retailer of furniture 680 9.1x

Aug-2012 Turkey Dogtas Kelebek Dogtas Mobilya Intl. Manufacturer of furniture (67% Stake) 23 8.5x

Jun-2012 HK JF Household Power Ocean Invests in furniture, home products and kitchen companies (70.09% Stake) 34 10.5x

Apr-2010 UK DFS Furniture Advent International Retailer and manufacturer of upholstered furniture 545 8.1x

Mar-2008 UK Dreams Exponent Private Equity Manufactures and markets beds, mattresses, furniture, and headboards 291 13.2x

Feb-2008 UK Neville Johnson Key Capital Partners Manufacturer of wood veneer-made home and office furniture 14 6.7x

Oct-2007 Germany Asmo Culinoma Kitchen retail chain 28 39.8x

Dec-2006 UK Willis & Gambier Caird Capital Furniture manufacturer 83 11.8x

May-2006 UK Rixonway Kitchens August Equity Providing complete kitchen solutions 29 7.0x

Apr-2005 Spain Lekue Espiga Equity Partners Manufacturer housewares for kitchens and bathrooms 14 6.7x

Jul-2004 UK DFS Furniture Full Circle Future Retailer and manufacturer of upholstered furniture 676 6.9x

Jan-2004 UK Furnitureland SB Capital Home furnishing retailer 15 8.0x

Median 49 9.8x

Average 198 12.3x

Sources: Mergermarket (accessed 07.05.2017) and own contribution = Financial buyer 



 
 

Appendix 30. Overview of LBO assumptions 

 

 
 

Assumptions

Entry assumptions DCM assumptions RCF TLA TLB

Last month of full year ("FY") 12 Maturity (years) 5 5 5

Entry year 2017 Net debt/EBITDA (LTM) - 2.00x 3.00x

Month of acquisition relative to FY 6 Commitment fee 45% - -

Latest reported year 2016 Interest rate 2.00% 5.00% 5.00%

Selection: LTM or LFY LTM

Multiple applied EBITDA

Source of financing DCM

EV/EBITDA LTM 10.7x

Requirred IRR 19.9% Exit assumptions

Interest rate, cash - Exit year 2022

Tax rate 24% Month of exit relative to FY 6

Current share price 110.0 Period NTM

Bid premium on share price 30.0% Applied EV multiple EBITDA

Transaction costs 25,000 Exit multiple 10.72x



 
 

Appendix 31. Pro forma financial income statements and balance sheets 

Pre-

transaction + - Full year First 6m

Pro forma income statement (NOK'000) 2015A 2016A 2017E 6m'17E 2018E 2019E 2020E 2021E 2022E

Revenue 3,171,840 3,143,372 3,091,830 1,545,915 3,213,085 3,303,191 3,395,922 3,481,160 3,568,539

Cost of goods sold -852,676 -863,484

Gross profit 2,319,164 2,279,888

Gross margin (pct.) 73.1% 72.5%

Personell expenses -892,543 -866,146

Other operating expenses -885,338 -946,683

Adjusted EBITDA 541,283 467,059 541,070 270,535 594,421 627,606 662,205 696,232 731,550

Adjusted EBITDA margin (pct.) 17.1% 14.9% 17.5% 17.5% 18.5% 19.0% 19.5% 20.0% 20.5%

Depreciation -142,295 -155,981

Amortisation -4,435 -4,428

Depreciation & amortisation -146,730 -160,409 -185,510 -92,755 -192,785 -198,191 -203,755 -208,870 -214,112

Adjusted EBIT 394,553 306,650 355,560 177,780 401,636 429,415 458,449 487,362 517,438

Adjusted EBIT margin (pct.) 12.4% 9.8% 11.5% 11.5% 12.5% 13.0% 13.5% 14.0% 14.5%

Tax on operations -101,878 -125,317 -85,335 -42,667 -96,393 -103,060 -110,028 -116,967 -124,185

NOPAT 292,675 181,333 270,226 135,113 305,243 326,355 348,422 370,395 393,253

NOPAT margin (pct.) 9.2% 5.8% 8.7% 8.7% 9.5% 9.9% 10.3% 10.6% 11.0%

Financial items

Financial income 6,334 4,636 - - - - - - -

Net gains/(losses) on foreign exchange -14,655 7,444 - - - - - - -

Financial expense -14,696 -10,243 -120,976 -63,008 -120,976 -110,894 -100,813 -90,732 -80,650

Net financial expense before tax -23,017 1,837 -120,976 -63,008 -120,976 -110,894 -100,813 -90,732 -80,650

Tax shield on net financíal expenses 7,784 -518 29,034 15,122 29,034 26,615 24,195 21,776 19,356

Net financial expense after tax -15,233 1,319 -91,941 -47,886 -91,941 -84,280 -76,618 -68,956 -61,294

Adjusted net earnings 277,442 182,652 178,285 87,227 213,302 242,076 271,804 301,439 331,959

Adjustments Post transaction

Sources: Rosenbaum & Pearl, 2009 and own calculations 



 
 

 
 

Pre-

transaction + - Opening Full year

Pro forma balance sheet (NOK'000) 2015A 2016A 6m'17E 2017E 2018E 2019E 2020E 2021E 2022E

Non-current assets

Buildings and sites 587,181 532,946 532,946

Machinery and equipment 261,547 236,475 236,475

Operating movables, fixtures 35,099 23,444 23,444

Software and licences 45,930 26,108 26,108

Goodwill 208,012 208,012 3,751,173 3,959,185

Customer relations 29,843 25,415 25,415

Deffered tax assets 111,182 78,674 78,674

Total non-current assets 1,278,794 1,131,074 4,882,247 4,882,247 4,820,410 4,691,887 4,559,759 4,423,922 4,284,676

+ capex 30,918 64,262 66,064 67,918 69,623 71,371

- depreciation and amortisation 92,755 192,785 198,191 203,755 208,870 214,112

Total non current assets, end of period 4,820,410 4,691,887 4,559,759 4,423,922 4,284,676 4,141,934

Current assets

Inventory 494,896 465,016 465,016

Trade receivables 458,168 426,798 426,798

Other short-term receivables 78,015 80,889 80,889

Total operating current assets 1,031,079 972,703 972,703

Operaing liabilites

Deferred tax liabilities 168 128 128

Trade payables 143,289 124,220 124,220

Other current liabilities 174,448 340,904 340,904

Total operating liabilities 317,905 465,252 465,252

Net working capital 713,174 507,451 507,451 454,694 438,557 415,835 392,985 368,577 376,504

As pct. of revenue 22.5% 16.1% - 14.7% 13.6% 12.6% 11.6% 10.6% 10.6%

Invested capital 1,991,968 1,638,525 5,389,698 5,275,105 5,130,444 4,975,594 4,816,908 4,653,253 4,518,439

Total equity 1,339,173 1,654,172 2,885,022 -1,654,172 2,885,022 2,972,249 3,185,550 3,427,626 3,699,430 4,000,869 4,332,828

Interest-bearing debt

Pension liabilities 8,501 5,040 5,040 5,040 5,040 5,040 5,040 5,040 5,040

Public charges payable 38,321 43,210 43,210 43,210 43,210 43,210 43,210 43,210 43,210

Tax payable 63,888 73,258 73,258 73,258 73,258 73,258 73,258 73,258 73,258

Provisions 85,370 6,112 6,112 6,112 6,112 6,112 6,112 6,112 6,112

Currency forward contracts 398,423 102,058 102,058 102,058 102,058 102,058 102,058 102,058 102,058

Interest-bearing loans 308,661 11,810 -11,810 - - - - - - -

New debt financing

Revolver - - - - - - - - - -

Term loan A - - 1,008,129 1,008,129 907,316 705,690 504,065 302,439 100,813 -

Term loan B - - 1,512,194 1,512,194 1,512,194 1,512,194 1,512,194 1,512,194 1,512,194 -

Interest-bearing debt 903,164 241,488 2,750,001 2,649,188 2,447,562 2,245,936 2,044,311 1,842,685 229,678

Interest-bearing assets

Other recivables and investments 20,813 26,959 26,959 26,959 26,959 26,959 26,959 26,959 26,959

Value of forward contracts - - - - - - - - -

Cash and bank deposits 229,556 230,176 -11,810 218,366 319,373 475,709 671,009 899,874 1,163,342 17,108

Interest-bearing assets 250,369 257,135 245,325 346,332 502,668 697,968 926,833 1,190,301 44,067

Net interest-bearing debt 652,795 -15,647 2,504,676 2,302,856 1,944,894 1,547,968 1,117,478 652,384 185,611

Invested capital 1,991,968 1,638,525 5,389,698 5,275,105 5,130,444 4,975,594 4,816,908 4,653,253 4,518,439

Adjustments Post transaction



 
 

Appendix 32. Bull case 1.0 LBO output 

  

Source: Own calculations 

 

NOKm 2017E 6m 17E 2018E 2019E 2020E 2021E 2022E 2023E
DKKm 2016E 6m'16 2017E 2018E 2019E 2020E 2021E 2022E

Revenue 3,154,697 1,577,349 3,402,029 3,559,055 3,723,524 3,891,456 4,066,964 4,250,390

Growth 0% - 8% 5% 5% 5% 5% 5%

EBITDA 552,072 276,036 829,415 885,493 945,030 1,007,109 1,072,865 1,121,253

EBITDA margin (pct.) 18% 18% 24% 25% 25% 26% 26% 26%

Depreciation & amortisation -189,282 -94,641 -204,122 -213,543 -223,411 -233,487 -244,018 -255,023

In pct. of  revenue (pct.) 6% 6% 6% 6% 6% 6% 6% 6%

EBIT 362,790 181,395 625,293 671,950 721,619 773,622 828,847 866,230

EBIT margin (pct.) 10% 10% 12% 10% 12% 18% 18% 19%

- Tax on operations -87,070 -43,535 -150,070 -161,268 -173,189 -185,669 -198,923 -207,895

NOPAT 275,721 137,860 475,223 510,682 548,430 587,952 629,924 658,334

+ Depreciations 189,282 94,641 204,122 213,543 223,411 233,487 244,018 255,023

+/- Δ NWC 97,340 48,670 -317,628 3,106 2,144 3,848 -32,411 -33,873

- capex 63,094 31,547 261,072 51,030 53,386 55,853 58,372 61,004

Free cash flow to firm (FCFF) 499,249 249,624 100,644 676,301 720,600 769,435 783,159 818,480

- Revolver (commitment fee) - - - - - - -

- Cash interest - Term loan A -25,478 -45,861 -35,670 -25,478 -15,287 -5,096 -

- Cash interest - Term loan B -38,217 -76,435 -76,435 -76,435 -76,435 -76,435 -

+ Cash interest income - - - - - - -

Net cash financial expense -63,696 -122,296 -112,104 -101,913 -91,722 -81,530 -

Non-cash financial expense - - - - - - -

Dividends - - - - - - -

Tax shield 15,287 29,351 26,905 24,459 22,013 19,567 -

Cash flow before repayments 201,216 7,700 591,101 643,146 699,726 721,196 818,480

Repayment - Revolver - - - - - - -

Repayment - Term loan A -101,913 -203,826 -203,826 -203,826 -203,826 -101,913 -

Repayment - Term loan B - - - - - -1,528,697 -
Free cash flow to equity (FCFE) 99,303 -196,126 387,275 439,320 495,900 -909,414 818,480

Cash, opening balance 218,366 317,669 121,542 508,817 948,137 1,444,037 534,623

+ Net cash flow 99,303 -196,126 387,275 439,320 495,900 -909,414 818,480

Cash, closing balance 317,669 121,542 508,817 948,137 1,444,037 534,623 1,353,104

Net debt, beginning of period 2,329,462 2,128,246 2,120,546 1,529,445 886,299 186,572 -534,623

- Δ Net debt -201,216 -7,700 -591,101 -643,146 -699,726 -721,196 -818,480

Net debt, end of period 2,128,246 2,120,546 1,529,445 886,299 186,572 -534,623 -1,353,104



 
 

Appendix 33. Bull case 2.0. LBO output 

 

  

Source: Own calculations 

 

NOKm 2017E 6m 17E 2018E 2019E 2020E 2021E 2022E 2023E
DKKm 2016E 6m'16 2017E 2018E 2019E 2020E 2021E 2022E

Revenue 3,154,697 1,577,349 3,640,942 3,821,860 4,012,609 4,209,450 4,416,757 4,635,162

Growth 0% - 15% 5% 5% 5% 5% 5%

EBITDA 552,072 276,036 869,457 931,769 998,337 1,068,358 1,143,057 1,199,580

EBITDA margin (pct.) 18% 18% 24% 24% 25% 25% 26% 26%

Depreciation & amortisation -189,282 -94,641 -218,457 -229,312 -240,757 -252,567 -265,005 -278,110

In pct. of  revenue (pct.) 6% 6% 6% 6% 6% 6% 6% 6%

EBIT 362,790 181,395 651,000 702,458 757,581 815,791 878,051 921,470

EBIT margin (pct.) 10% 10% 12% 10% 12% 17% 18% 18%

- Tax on operations -87,070 -43,535 -156,240 -168,590 -181,819 -195,790 -210,732 -221,153

NOPAT 275,721 137,860 494,760 533,868 575,761 620,001 667,319 700,317

+ Depreciations 189,282 94,641 218,457 229,312 240,757 252,567 265,005 278,110

+/- Δ NWC 97,340 48,670 -366,062 -17,553 -20,331 -20,567 -40,943 -43,120

- capex 63,094 31,547 459,948 104,614 57,328 60,189 63,142 66,251

Free cash flow to firm (FCFF) 499,249 249,624 -112,793 641,013 738,859 791,813 828,240 869,056

- Revolver (commitment fee) - - -1,838 - - - -

- Cash interest - Term loan A -25,478 -45,861 -35,670 -25,478 -15,287 -5,096 -

- Cash interest - Term loan B -38,217 -76,435 -76,435 -76,435 -76,435 -76,435 -

+ Cash interest income - - - - - - -

Net cash financial expense -63,696 -122,296 -113,942 -101,913 -91,722 -81,530 -

Non-cash financial expense - - - - - - -

Dividends - - - - - - -

Tax shield 15,287 29,351 27,346 24,459 22,013 19,567 -

Cash flow before repayments 201,216 -205,737 554,417 661,405 722,104 766,277 869,056

Repayment - Revolver - 91,895 -91,895 - - - -

Repayment - Term loan A -101,913 -203,826 -203,826 -203,826 -203,826 -101,913 -

Repayment - Term loan B - - - - - -1,528,697 -
Free cash flow to equity (FCFE) 99,303 -317,669 258,695 457,579 518,278 -864,333 869,056

Cash, opening balance 218,366 317,669 - 258,695 716,274 1,234,552 370,219

+ Net cash flow 99,303 -317,669 258,695 457,579 518,278 -864,333 869,056

Cash, closing balance 317,669 - 258,695 716,274 1,234,552 370,219 1,239,275

Net debt, beginning of period 2,329,462 2,128,246 2,333,983 1,779,567 1,118,162 396,058 -370,219

- Δ Net debt -201,216 205,737 -554,417 -661,405 -722,104 -766,277 -869,056

Net debt, end of period 2,128,246 2,333,983 1,779,567 1,118,162 396,058 -370,219 -1,239,275



 
 

Appendix 34. Bear case LBO output 

 

Source: Own calculations 

 

NOKm 2017E 6m 17E 2018E 2019E 2020E 2021E 2022E 2023E
DKKm 2016E 6m'16 2017E 2018E 2019E 2020E 2021E 2022E

Revenue 3,028,963 1,514,481 3,031,284 3,061,614 3,092,469 3,108,240 3,124,092 3,140,027

Growth -4% - 0% 1% 1% 1% 1% 1%

EBITDA 469,489 234,745 500,162 520,474 541,182 559,483 577,957 580,905

EBITDA margin (pct.) 16% 16% 17% 17% 18% 18% 19% 19%

Depreciation & amortisation -181,738 -90,869 -181,877 -183,697 -185,548 -186,494 -187,446 -188,402

In pct. of  revenue (pct.) 6% 6% 6% 6% 6% 6% 6% 6%

EBIT 287,751 143,876 318,285 336,777 355,634 372,989 390,512 392,503

EBIT margin (pct.) 10% 10% 12% 10% 10% 10% 11% 11%

- Tax on operations -69,060 -34,530 -76,388 -80,827 -85,352 -89,517 -93,723 -94,201

NOPAT 218,691 109,346 241,896 255,951 270,282 283,471 296,789 298,303

+ Depreciations 181,738 90,869 181,877 183,697 185,548 186,494 187,446 188,402

+/- Δ NWC 113,686 56,843 23,253 27,977 27,189 27,747 -1,467 -1,474

- capex 75,724 37,862 75,307 75,782 76,540 77,312 77,706 78,102

Free cash flow to firm (FCFF) 438,391 219,195 371,719 391,843 406,479 420,401 405,062 407,128

- Revolver (commitment fee) - - -1,838 - - - -

- Cash interest - Term loan A -23,414 -42,145 -32,779 -23,414 -14,048 -4,683 -

- Cash interest - Term loan B -35,121 -70,241 -70,241 -70,241 -70,241 -70,241 -

+ Cash interest income - - - - - - -

Net cash financial expense -58,534 -112,386 -104,858 -93,655 -84,289 -74,924 -

Non-cash financial expense - - - - - - -

Dividends - - - - - - -

Tax shield 14,048 26,973 25,166 22,477 20,229 17,982 -

Cash flow before repayments 174,709 286,305 312,151 335,301 356,341 348,119 407,128

Repayment - Revolver - 91,895 -91,895 - - - -

Repayment - Term loan A -93,655 -187,310 -187,310 -187,310 -187,310 -93,655 -

Repayment - Term loan B - - - - - -1,404,822 -
Free cash flow to equity (FCFE) 81,054 190,891 32,946 147,991 169,031 -1,150,358 407,128

Cash, opening balance 218,366 299,420 490,311 523,257 671,249 840,280 -310,078

+ Net cash flow 81,054 190,891 32,946 147,991 169,031 -1,150,358 407,128

Cash, closing balance 299,420 490,311 523,257 671,249 840,280 -310,078 97,050

Net debt, beginning of period 2,123,004 1,948,295 1,661,990 1,349,839 1,014,538 658,197 310,078

- Δ Net debt -174,709 -286,305 -312,151 -335,301 -356,341 -348,119 -407,128

Net debt, end of period 1,948,295 1,661,990 1,349,839 1,014,538 658,197 310,078 -97,050



 
 

Appendix 35. IRR overview 

 
 

Source: Own calculations 

IRR – bull case 1.0

Entry assumptions

Entry multiple 10.7x

LTM EBITDA 509,565.5

Acquisition price (EV) 5,464,334

Transaction costs 25,000

Total acquisition cost 5,489,334

Net debt, entry -2,329,462

Equity, entry 3,159,872

D/EV 42.4%

E/EV 57.6%

Exit assumptions

Exit multiple 10.7x

LTM EBITDA 1,039,987

Exit price (EV based on EBITDA multiple) 11,152,318

Net debt, exit -116,913

Equity, exit 11,035,404

Summary

x money invested 3.5x

Lenght of holding period (years) 5
IRR 28.4%

IRR – bull case 2.0

Entry assumptions

Entry multiple 10.7x

LTM EBITDA 509,565.5

Acquisition price (EV) 5,464,334

Transaction costs 25,000

Total acquisition cost 5,489,334

Net debt, entry -2,329,462

Equity, entry 3,159,872

D/EV 42.4%

E/EV 57.6%

Exit assumptions

Exit multiple 10.7x

LTM EBITDA 1,105,708

Exit price (EV based on EBITDA multiple) 11,857,073

Net debt, exit 12,919

Equity, exit 11,869,992

Summary

x money invested 3.8x

Lenght of holding period (years) 5
IRR 30.3%

IRR – base case

Entry assumptions

Entry multiple 10.7x

LTM EBITDA 504,064.6

Acquisition price (EV) 5,405,345

Transaction costs 25,000

Total acquisition cost 5,430,345

Net debt, entry -2,301,957

Equity, entry 3,128,388

D/EV 42.4%

E/EV 57.6%

Exit assumptions

Exit multiple 10.7x

LTM EBITDA 713,891

Exit price (EV based on EBITDA multiple) 7,655,424

Net debt, exit 209,910

Equity, exit 7,865,334

Summary

x money invested 2.5x

Lenght of holding period (years) 5
IRR 20.2%

IRR – bear case

Entry assumptions

Entry multiple 10.7x

LTM EBITDA 421,129.8

Acquisition price (EV) 4,515,992

Transaction costs 25,000

Total acquisition cost 4,540,992

Net debt, entry -1,887,283

Equity, entry 2,653,709

D/EV 41.6%

E/EV 58.4%

Exit assumptions

Exit multiple 10.7x

LTM EBITDA 441,520

Exit price (EV based on EBITDA multiple) 4,734,645

Net debt, exit 633,092

Equity, exit 5,367,737

Summary

x money invested 2.0x

Lenght of holding period (years) 5
IRR 15.1%
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