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Summary

The estimated value of the company is in the range of 1411 - 2116 KEUR. The valuation is
based on the following methods:

- Multiples

- ROE vs. P/BV

- Discounted Cash Flow

* Our empirical evidence suggests that with 42% confidence level the actual valuations (on stock market or
within published deals data) fall in the range of £20% and thus we have received the estimated range of
1411 - 2116 kKEUR.

** Some valuation methods, presented in this report, are omitted from the final company value because
they are not seen as a relevant ones for this company. Read more about each valuation method on pages
4-5. The whole valuation path, i.e. which valuation methods are used in each case is presented in
appendices.

Valuation

In the table and graph below, company values from different methods are presented with
relative weights.*

KEUR
0 500 1,000 1,500 2,000 2,500
Book value of equity -
Multiples -
EBIT-% vs. P/Sales 1
ROE vs. P/BV 1
Discounted Cash Flow 1
Value of the Company -
Picture 1: Results for separate valuation methods.
Book value of equity Weight* 0.0% 224.0 KEUR
Multiples Relative Weight 30.0% 1369.7 KEUR
P/E Relative Weight 67% 1761.8 kEUR
EV/EBITDA Relative Weight 33% 585.7 KEUR
EBIT-% vs. P/Sales Relative Weight 0.0% 4349 KEUR
ROE vs. P/BV Relative Weight 35.0% 2551.6 kEUR
Discounted Cash Flow Relative Weight 35.0% 1312.1 kEUR
Value of the Company 1763.2 kEUR

* Weight means in this case the weight that the individual multiple value contributes to the final multiple valuation. A
relative weight of 0 % means that the corresponding method is left out from the final valuation.
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Demo Company Oy 1763.2kEUR

The estimated value of the company was calculated using weighted average of the following
valuation methods: Discounted Cash Flow (DCF) calculation, industry multiple valuation, and
Return on Equity vs. P/BV method. The valuation is based on both past and estimated future
performance of the company. Methods relying solely on past financial performance are book
value of equity, multiple valuation, industry EBIT-% vs. P/S and ROE vs. P/BV whereas DCF-
method uses automatically generated future estimates. The weight of each valuation result is
depicted in the table on page 2. Please note that the valuation estimates are based on various
assumptions that may not necessarily hold for this particular company. The methods and
assumptions are elaborated further below.

Book value of equity 224.0 KEUR

Book value of equity is the value of company's asset on the balance sheet less the company's
debt. This is the amount the shareholders would get, if the company would stop its operations,
sell all its assets and pay all debt to creditors, provided that the assets are valued at fair value in
the balance sheet.

In most cases, the book value of equity is not a relevant indicator of the company value. This is
due to the fact that, especially in companies with steady earnings and healthy growth figures,
the value of the company depends on the returns that it is generating to the owners, not on the
size of the equity that company uses to generate these returns.

Multiples 1369.7 KEUR

In multiple valuation the value of the company is estimated by comparing it to companies in the
same industry. In multiple valuation the value is estimated by choosing a central financial figure
e.g. net profit. This figure is then compared to the other companies to see at what relative price
to the financial figure the companies have been traded. The companies used in the comparison
are public companies with available market prices. The value of the company's financial figure is
multiplied by the average of the price/financial figure-ratios of the reference group. With private
companies, the private company discount is considered. The result is the estimated value of the
company, provided that markets value it similarly to the reference group.

Example: Companies A and B are the only companies operating on their industry. Company A
is a public company while B is not. During the past 12 months A has accumulated a net profit of
€10 and its market value is €200. A's P/E (price-to-earnings) -ratio is therefore 200/10 = 20.
During the same time period, B has accumulated a net profit of €5. Provided that A and B are
similar companies, there is a reason to believe that the P/E-ratio is the same as for company A,
i.e. 20. Thus, the estimated value of B is 20 * €5= €100. The multiples valuation methods gives
at its best very accurate estimates for the company value. However, it does not take into
account company specific prospects, but only the average valuation of the industry.
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EBIT-% vs. P/Sales 434.9 KEUR

If the company does not currently generate neither profit nor positive cash flows, the value of
the company must be valued in other ways. One way is to statistically estimate a ratio of EBIT-
% to P/Sales (price-to-sales) of publicly traded companies. Assuming that the company will in
the future reach the average EBIT-% of the industry, this estimated ratio can be used in valuing
the company.

This method can be applied only to companies that do not generate profit. More of the different
valuation methods in various situations can be read in the appendices.

This method should only be used with companies that have no positive earnings.

ROE vs. P/BV 2551.6 kEUR

In this method the ratio between return on equity (ROE) and price to book value (P/BV) is
estimated for publicly traded companies. In principle, the equity of a company is the more
valuable the higher the return is. It is therefore possible to estimate the value of the company
using this ratio between P/BV and ROE.

Based on empirical evidence, ROE vs. p/BV gives fairly accurate results. It combines company
specific financial figures to the average valuation of the industry.

Discounted Cash Flow 1312.1 kEUR

Discounted cash flow (DCF) method is based on the fact that the value of the company is equal
to the present value of all its future cash flows. The present value of the cash flows is calculated
by discounting the future cash flows to their present value. The idea behind discounting is that
cash flows earned today are more valuable than cash flows in the future.

DCF-method uses financial statement forecasts to estimate the future cash flows. Good
predictions may result in a very accurate valuation. However, even small changes can lead to
significant changes in the estimation of the value. This method is only as good as the input
values. Especially when using fully automatic predictions, the estimates should be taken with
caution. For this reason it is extremely important to update the figures according to the latest
budget forecast.
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Book value of equity

Assets, KEUR

500 1

_—
.
250 1

o =1

2012 2013 2014 2015 2016

Picture 2: Division of assets and historical
development.

Intangible assets total
. Tangible assets total
. Stocks total
Long term receivables total
Short term receivables total
Investments total

Cash equivalents total

. Cash and bank deposits

Assets

Balance sheet represents company's financial position at the end of
the fiscal year. Assets side of the balance sheet presents the
capital that is engaged to company's activities. Assets are typically
divided into four groups: intangible and tangible assets, receivables
and cash & cash equivalents. Intangible assets are assets that are
not physical in nature. Intellectual property, such as patents,
copyrights, and trademarks are examples of intangible assets.
Another common form of intangible asset is goodwill, which arises
as the result of an acquisition and is calculated as the difference
between the acquisition price and the book value of the

Tangible assets on the other hand are property that have a physical
form e.g. machinery, equipment and buildings. Tangible assets can
be further divided to two groups depending on the asset's profit
turning time-frame. Assets that are expected to generate turnover
only within the next 12 months are called current assets and assets
that are generating profits longer than a year are called non-current

Receivables denotes something that a company has already
delivered but has not yet received compensation. Receivables can
also be divided to long term and short term receivables. Stocks
include holdings of raw materials, components or finished products
that are meant to be sold. The last main group is cash and cash
equivalents, which include investments, bank deposits and other
similar items.

The importance of assets in valuation

In a company valuation it is crucial to know what kind of assets the
companys has, because that is basicly what the one is buying. In
the following table assets are presented in order based on the
expected liquidity. This means that the first row of the table denotes
an item that is the hardest one to liquiditate. This kind of ordering
helps to outline an economic substance of company's assets. In the
graph left, the historical developement of the assets are also
presented.

Assets (KEUR)

2012 2013 2014 2015 2016

Intangible assets total 0.0 0.0 0.0 257.0 257.0
Tangible assets total 0.0 0.0 0.0 45.0 47.0
Stocks total 0.0 0.0 0.0 22.0 55.0
Long term receivables total 0.0 0.0 0.0 19.0 37.0
Short term receivables total 0.0 0.0 0.0 20.0 44.0
Investments total 0.0 0.0 0.0 40.0 53.0
Cash equivalents total 0.0 0.0 0.0 12.0 12.0
Cash and bank deposits 0.0 0.0 0.0 85.0 147.0
Balance sheet total 0.0 0.0 0.0 500.0 652.0
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Picture 3: Division of liabilities and equity
capital and historical development.

. Interest-bearing liabilities

Non-Interest Bearing Liabilities Total

Shareholders' equity total
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Book value of equity

Liabilities

The liabilities and equity side of the balance sheet presents how the
assets of the company are financed; thus the sum of equity and
liabilities is always equal to the company's total assets. Equity is the
capital that owners have invested in the company. In this context,
investment means not only initial investment in the form of share
capital, but also capital that is not distributed to the owners as
dividends but left to the company as retained earnings. Liabilities
can be classified in two different ways. Liabilities are either short-
term i.e. held under a year or long-term i.e. held over a period of
one year. In addition, liabilities are either interest-bearing or non-
interest-bearing. For example, accounts payable are non-interest-
bearing debt, while bank loans do require interest payments.

The importance of liabilities in valuation

In the following table the company's liabilities are divided into equity
and interest bearing and non-interest bearing debt. Knowing the
capital structure of the company is very important in company
valuation. The amount of debt compared to equity naturally affects
the value of the company.The graph on the left shows the historical
development of the company's liabilities and equity.

Assets (KkEUR)

2012 2013 2014 2015 2016

Interest-bearing liabilities 0.0 0.0 0.0 340.0 428.0
Non-Interest Bearing Liabilities 0.0 0.0 0.0 0.0 0.0
Total

Shareholders' equity total 0.0 0.0 0.0 160.0 224.0
Selenes siest okl 0.0 0.0 00 5000  652.0
(liabilities)
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Discounted Cash Flow

Discounted cash flow calculation is a financial analysis tool which is used to value projects, assets, or companies,
by using concept of time value of money. All of the future cash flows, both in and out of the company, are estimated
and discounted to the present value. The sum of these values is called the net present value, and by making some
adjustments (presented in the DCF calculation table) to this figure we get the value of the company.

One of the most important things in DCF calculation is the discount factor, and usually the weighted average cost of
capital (WACC) of the company is used as the discount rate. The higher the risk, the higher is the WACC, because
the higher risk needs to be compensated with higher returns. Estimating the WACC correctly is crucial, because
even slightest changes in this value might change the valuation dramatically. Another important factor in this method
and especially in the terminal period is operational profit margin. To illustrate the effect of changes in these figures a
sensitivity analysis is presented later.

In DCF calculation the quality of the forecasts is extremely important, just like in any other analysis which relies on
estimation of the future. DCF is an accurate valuation tool only when the assumptions about the future are realistic.
It is recommended to modify or at least check the figures which are made automatically for this report before
generating the final report. If these figures have not been checked the results should be interpreted with extra
caution.

In the following table, the most relevant financial statement items to the DCF valuation are presented. First three
represent income statement items, next four come from the balance sheet.

BASE FIGURES (KEUR)

2017e  2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e

Net Sales 654.1 759.5 860.3 932.3 980.2 1014.3 10454 1076.9 1109.2 11425
EBITDA 210.1 235.7 256.4 265.9 266.1 260.8 253.1 244.1 234.0 222.8
EBIT 178.8 199.1 213.8 217.7 213.9 205.8 196.2 185.5 173.6 160.6
Tangible Assets 55.0 63.9 72.3 78.4 824 85.3 87.9 90.5 93.3 96.1
Shareholders' equity total 354.8 398.3 439.2 474.0 503.5 529.1 552.4 573.1 591.3 606.4
Interest-bearing liabilities 342.8 351.9 361.2 362.2 356.6 347.9 340.2 335.1 333.0 334.4
Balance sheet total (assets) 697.7 750.2 800.4 836.2 860.1 877.0 892.6 908.2 924.3 940.9
Gross capex -193.7 45.5 51.0 54.3 56.3 57.8 59.5 61.2 63.1 65.0

Key ratios that are used in the estimation of the future are presented below. Basic assumptions are: 1. Eventually
revenue growth (net sales growth) stabilizes to the long term GDP grown rate, which is expected to be 3%. 2.
Company's operational profitability (EBIT-%) is expected stay at relatively same level as in the near history and it is
calculated as weighted average of the figures from last four years.

KEY RATIOS

2017e 2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e
Net Sales Growth 10.5% 16.1% 13.3% 8.4% 5.1% 3.5% 3.1% 3.0% 3.0% 3.0%
EBITDA - % 321% 31.0% 29.8% 285% 27.1% 25.7% 242% 22.7% 21.1% 19.5%
EBIT - % 27.3% 26.2% 249% 233% 21.8% 20.3% 18.8% 17.2% 157% 14.1%
Assets turnover 0.9 1.0 11 11 11 1.2 1.2 1.2 1.2 1.2
ROI - % 26.7% 27.7% 27.8% 26.8% 254% 23.9% 223% 20.8% 19.1% 17.4%
ROE - % 452% 39.3% 38.1% 35.6% 32.6% 29.7% 26.9% 24.4% 22.0% 19.6%
Equity ratio (%) 50.9% 53.1% 54.9% 56.7% 585% 60.3% 61.9% 63.1% 64.0% 64.5%
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Discounted Cash Flow

Calculations of the discounted cash flow method are presented below. Cash in and outflows are taken into account
and summed for each year. The calculation starts from EBIT i.e. earnings before interest and taxes. Depreciations
are added back: they do not have cash flow effect. On the other hand taxes do affect the cash flows, and are
therefore subtracted from the EBIT.

The change in working capital is added to EBIT, because increased working capital reduces the net cash flow, while
decreasing working capital increases it. After the operating cash flow has been calculated, the change in non-
interest bearing liabilities is added and capital expenditures (capex) subtracted from the result. Gross capex denotes
the amount the company has invested in assets during this period. It is the difference between the current and
previous years' assets, less the previous year's depreciation.

At the end of this page is also presented the basis for WACC calculations. More detailed formula for this is
presented in the methodology part of this report. Sensitivity analysis is one of the most important tables of this
report. Sensitivity analysis illustrates how even small changes in terminal period WACC and EBIT margin affect the
DCF value of the company.

Cash flow

2017e 2018e 2019e 2020e 202le 2022e 2023e 2024e 2025e 2026e
EBIT 178.8 1991 2138 217.7 2139 2058 196.2 1855 173.6 160.6
+ Total depreciation 31.3 36.7 42.6 48.2 52.3 54.9 56.9 58.6 60.4 62.2
- Paid taxes -32.7 -37.0 -39.8 -40.6 -39.8 -38.3 -36.4 -34.3 -32.0 -29.4
- Tax, fin. expenses -3.0 -2.8 -2.9 -3.0 -2.9 -2.9 -2.8 -2.8 -2.7 -2.7
+ Tax, fin. income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
- Ch. in working cap. -6.5 -11.0 -10.6 -7.5 -5.0 -3.6 -3.3 -3.3 -3.4 -3.5
Operating cash flow 167.9 1849 203.1 2148 2183 216.0 2106 203.7 1959 187.2
+Inc. in nib. It liab. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
- Gross capex 193.7 -45.5 -51.0 -54.3 -56.3 -57.8 -59.5 -61.2 -63.1 -65.0
Free cash flow 361.5 139.4 152.0 160.6 162.1 158.2 151.1 142.5 132.8 122.2
Discounted FCFF 352.5 121.0 117.5 110.6 99.4 86.4 73.5 61.7 51.2 42.0
Cum. disc. FCFF 1581.1 1228.6 1107.6 990.1 879.6 780.2 693.8 620.3 5586 507.4

- Int-bear. debt

+ Cash at bank

+ Mkt. value of assoc. companies
- Market Value minorities

Value of equity

WACC Sensitivity analysis

Tax rate (WACC) % 20.0% Terminal WACC

Target D/(D+E) 30.0%

Cost of debt (%) 6.0% 10.3% 11.3%| 12.3% 13.3% 14.3%
Equity Beta 25 25.3%| 1506.7 1359.7 12425 1146.4 1065.9
Equity market risk premium (%-points) 6.0% ] 26.3%| 1559.0 1402.1 1277.3 1175.3 1090.2
Risk-free interest rate 0.5% TEeérlr_lrl-r;Z| 27.3%| 16114 14445 13121 12043 1114.6
Cost of equity (%) 15.5% 28.3%| 1663.7 1486.8 1346.9 1233.2 1138.9
Weighted average cost of capital 12.3% 29.3%| 1716.1 1529.2 1381.7 1262.2 1163.3
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Multiple Valuation
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EV/EBITDA A
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Multiple Valuation -
Picture 4: Results from Multiple Valuation
Multiplier  EBITDA  Value
Company value, KEUR EV/EBITDA 4.9 208.0 1013.7
500 - Int-bear. debt 428.0
EV/EBITDA value converted to price 585.7 KEUR
2304 In 2016,Demo Company Oy's earnings before interest, taxes, depreciation
and amortization (EBITDA) was 208.0 thousand euros. In the same year
0 ; ; . the average selling price of similar companies was 4.9 times the EBITDA.

2012 2013 2014 2015 2016

Picture 5: EV/EBITDA-method, historical
value development

Company value, KEUR
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Picture 6: P/E-method, historical value
development

EV/EBITDA consists of two figures. EV (enterprise value) is the market
value of the company plus interest-bearing net debt, minus the cash and
cash equivalents. For private companies, the private company discount is
considered. Enterprise value is a more relevant figure in acquisitions than
market value since the buyer gets not only the assets of the company but
also its debts and cash. The EV/EBITDA multiple indicates how many
years it would take for the company to earn operating profits equal to its
enterprise value.

The results are not always comparable with other methods: Since EBITDA
does not include depreciation, this multiple may give too good results for
capital-intensive companies that use a significant part of their cash flow for
investments. To be able to compare EV/EBITDA valuation to other
valuation methods in this report, debt must to be deducted from the
enterprise value.

Multiplier Net Value
P/E 11.8 149.0 1761.8 kEUR

In 2016,Demo Company Oy's net earnings was 149.0 thousand euros. In
the same year the average selling price of similar companies was 11.8
times the net earnings.

P/E ratio indicates how many years it takes for a company to generate net
earnings equal to its market value, if the net earnings remain at their
current level. In low-growth companies and industries P/E ratio is usually
lower than in companies that grow fast. The greater the growth
opportunities, the higher the P/E ratio because investors are ready to pay
for the expected future earnings.

10
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EBIT-% vs. P/Sales

Operating profit margin and P/Sales-multiple

Company value, KEUR

400 1
300 A1
200 A1
100 1

2012 2013 2014 2015 2016

Picture 7: EBIT vs. P/Sales, historical
development

2012 2013 2014 2015 2016
Value (KEUR)
- - - 343 435
Industry Median EBIT-%
72% 86% 89% 6.6% 6.9%

Net Sales (KEUR)
- - - 485 592

In this method the statistical correlation between EBIT-% and
P/Sales is calculated for publicly traded companies. The
assumption behind when using this model is that the company will
reach the average EBIT-% of the industry: In practice this is
essential for the company not to go bankrupt. The value of the
company can be determined by comparing this expected EBIT-%
with the company's current revenues.

Importance in valuation

Other methods give reasonable results mainly when a company
has made profit recently. However, many companies make losses
for a long time before their results turn positive. These include for
example many high technology and pharmaceutical companies.
However, it does not mean that such companies would be
worthless, but their valuation can be based on predictions of future
operating profit margin and net sales.

11
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ROE vs. P/BV

Return on equity and price-to-book ratio

13

Company value, KEUR 12
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Picture 8: ROE vs. P/BV, historical ?
development 2
1
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Picture 9: Graphic illustration of the ROE vs. P/BV model
Value (KEUR)

- - - 489 2552
Book value of equity (kEUR) ROE (Return on Equity) vs. P/BV (.price .to book value of equity) is a
valuation method where the relationship between ROE and book
) ) ) 160 224 value of equity is estimated empirically, and then applied to
ROE-% Flattened * valuation as a multiple. Theoretically, it can be argued that the price
that should be paid for the company's equity depends on the
amount of equity and how much the equity is generating returns.
This method includes both of these aspects. With this method the
value can be determined quite reliably.

- - - 27.8% 65.1%

* For more information about calculating
return on equity and the ROE vs. P/BV
method, see appendix.

Importance in valuation

This method takes into account both company specific multiples
(P/BV, ROE) and the general market-based valuation law between
company book value and ROE. It is quite clear that the better return
a company generates on its equity, the higher price would the
investor be willing to pay.

An example

A company has capital (equipment, machinery) worth of €1000. It is
financed partially by debt, worth €500. Therefore company’s book
value is €1000 - €500 = €500. Company’s annual net profit is €100.
Its return on equity (ROE) is therefore 100/500 = 20 %. Let's say it
is empirically determined that companies with ROE around 20 %
tend to generally have price-to-book (P/BV) ratio of around 2.
Therefore we can estimate the company valuation to be around
€500 * 2 = €1000.

12
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Picture 10: EBIT-%, historical development
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Demo Company Oy
= = - 22.9% 30.1%

Industry median

= = - 6.6% 6.9%
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Key Ratios
EBIT - %

Earnings before interest and taxes (EBIT) as a percentage of
revenue is an indicator of a company's operational profitability,
calculated as revenue minus expenses, excluding tax and interest,
divided by revenue. Higher EBIT margin means that after decucting
costs a greater share of revenues is left to cover debt payments,
taxes and eventually to be distributed to shareholders.

Importance in valuation

EBIT margin is particularly useful in intra-industry comparison as it
eliminates the differences in capital structures and optimization of
taxes. Thus it makes companies much more comparable with each
other. The higher the EBIT, the more profitable the company is.
However, company must pay taxes, interest payments and
dividends to shareholders from EBIT. Therefore, the EBIT-%
depends greatly on the industry.

Differences between industries

EBIT margins may vary widely across industries. More capital
intensive industries require higher EBIT margins to cover for the
cost of capital. For some industries an EBIT margin of five percent
is seen as good, whereas in other industries that could be
extremely bad. An example of an industry which has low ebit
margins by nature is whole sales. In this industry a competition is
usually fierce and profits are made through volumes not by
margins.

An example

Company A and B both have annual revenue of €100. A’s
operational expenses (including possible capital amortization and
depreciation) are €80 and B’s operational expenses are €90. A’s
EBIT is then €100-€80 = €20 and B’s EBIT is €100 - €90 = €10.
Hence their EBIT margins are 20 % and 10 % respectively. If
everything else is equal between these two companies, A is more
profitable than B. But if A is an energy company and B is a grocery
store, the comparison isn’t very reasonable.

13
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Picture 11: Net sales growth, historical
development

2012 2013 2014 2015 2016
Demo Company Oy
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Key Ratios

Net Sales Growth

Net sales growth is a measurement of relative change in net sales,
or revenues, compared to the previous fiscal year. Naturally
positive net sales growth figure indicates that a company is
growing.

Importance in valuation

When interpreting sales growth it is usually good to compare it to
the industry average growth. As a simplification it can be said that a
growth rate above the industry indicates increasing market share.
On the other hand a figure below the average means declining
market share. A high growth rate is often typical for young
companies. However, it cannot be expected that companies can
keep up with high growth rates indefinitely. More reasonable
assumption is the average GDP growth in the long-term. The
growth in revenues can also be due to inflation, in which case the
expenses grow at the same rate.

Differences between industries

There might be significant differences in net sales growth within an
industry but also the growth rate might vary considerably across
industries. For example, in some industries the most important
growth factor is price changes. In industries that are highly
dependable on the world market price of some material usually gain
high growth rates when the market price is high. One example of
this kind of industry is oil related activities. Other example could be
information tehchnology hardware manufacturers which face
continual downward presure on prices, in these kind of industries
the growth is usually slow.

14
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Picture 12: ROI-%, historical development
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Key Ratios
ROI - %

Return on Investment (ROI) measures company's ability to
generate profit to the invested capital. Here ROI is calculated as
earnings before financial expenses and taxes divided by the
invested capital, but depending on the source it can also be defined
differently. The difference to ROE is that ROl measures return on
all investments including borrowed funds (debts) whereas ROE
only includes equity.

Importance in valuation

The profitability of the investment should always be measured as a
proportion of invested capital and not as an absolute figure. For this
reason ROl % is a useful ratio when comparing companies with
each other, and differences in capital structure do not affect the
comparison.

Differences between industries

ROI % is often a very useful ratio even when comparing companies
in different industries. In capital intensive industries ROI is usually
lower than in industries with lower demand for capital.

An example

A company has machinery and other assets worth of total €1000.
Its annual net profit is €100. Hence company’s ROl is 10 %. It
doesn’t matter how the company has financed its investments.
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Industry Comparison

Demo Company Oy
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Industry Comparison

Demo Company Oy
22.19 Manufacture of other rubber products

Comparison group
22.19 Manufacture of other rubber products
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Company Overview

Key Ratios
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Profitability

null 2012 2013 2014 2015 2016 2017e 2018e 2019
EBITDA - % 0.0% 0.0% 0.0% 28.0% 351% 32.1% 31.0% 29.8%
EBIT - % 0.0% 0.0% 0.0% 229% 30.1% 27.3% 26.2% 24.9%
Net Earnings % 0.0% 0.0% 0.0% 153% 25.2% 20.0% 195% 18.5%
Profit before dep. and eo. items (%) 0.0% 0.0% 0.0% 21.4% 29.4% 24.8% 19.5% 18.8%
Pre tax profit less eo. % 0.0% 0.0% 0.0% 181% 29.1% 25.0% 24.4% 23.2%
ROA-% 0.0% 0.0% 0.0% 20.0% 33.0% 26.7% 27.7% 27.8%
ROI - % 0.0% 0.0% 0.0% 20.0% 33.0% 26.7% 27.7% 27.8%
ROE - % 0.0% 0.0% 0.0% 46.2% 77.6% 452% 39.3% 38.1%
Solvency

null 2012 2013 2014 2015 2016 2017e 2018e 2019
Equity ratio (%) 0.0% 0.0% 0.0% 32.0% 34.4% 50.9% 53.1% 54.9%
Relative indebtedness (%) 0.0% 0.0% 0.0% 70.1% 72.3% 52.4% 46.3% 42.0%
Relative net indebtedness (%) 0.0% 0.0% 0.0% 50.1% 454% 25.6% 19.5% 15.1%
Gearing (%) 0.0% 0.0% 0.0% 151.9% 120.1% 47.1% 37.1% 29.6%
Net interest (KEUR) 0.0 0.0 0.0 -5.0 -7.0 -7.5 -6.1 -6.8
Financing costs (%) 0.0% 0.0% 0.0% 7.1% 4.7% 4.3% 4.4% 4.5%
Liquidity

null 2012 2013 2014 2015 2016 2017e 2018e 2019e
Quick ratio 0.0 0.0 0.0 1.2 1.2 1.6 1.7 1.9
Current ratio 0.0 0.0 0.0 14 15 2.0 2.2 2.4
Cash and cash equivalents (KEUR) 0.0 0.0 0.0 97.0 159.0 175.7 204.0 231.1
Capital use efficiency

null 2012 2013 2014 2015 2016 2017e 2018e 2019
Trade debtors turnover (days) 0.0 0.0 0.0 14.3 19.1 19.1 19.1 19.1
Trade creditors turnover (days) 0.0 0.0 0.0 0.0 14.1 13.3 0.0 0.0
Current assets / Net Sales (%) 0.0% 0.0% 0.0% 4.5% 9.3% 9.1% 8.8% 8.7%
Net working capital (KEUR) 0.0 0.0 0.0 31.0 74.0 143.0 173.7 207.6
Net working capital (%) 0.0% 0.0% 0.0% 6.4% 125% 21.9% 22.9% 24.1%
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Financial statement
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2012 2013 2014 2015 2016 2017e 2018e 2019e
Net Sales 0.0 0.0 0.0 485.0 592.0 654.0 759.5 759.5
Change in finished goods inventory 0.0 0.0 0.0 20.0 31.0 36.5 43.1 49.7
Net Income from Associates 0.0 0.0 0.0 25.0 33.0 38.9 45.8 52.9
Other operating income 0.0 0.0 0.0 10.0 12.0 14.1 16.7 19.2
Purchases during the financial year 0.0 0.0 0.0 -250.0 -289.0 -340.3 -401.5 -463.0
Change in stocks 0.0 0.0 0.0 -15.0 12.0 14.1 16.7 19.2
External services 0.0 0.0 0.0 -11.0 -21.0 -24.7 -29.2 -33.6
Wages and salaries 0.0 0.0 0.0 -57.0 -87.0 -102.4 -1209 -139.4
Social security expenses 0.0 0.0 0.0 -25.0 -31.0 -36.5 -43.1 -49.7
Other operating expenses 0.0 0.0 0.0 -15.0 -17.0 -20.0 -23.6 -27.2
Depreciation 0.0 0.0 0.0 -25.0 -30.0 -31.3 -36.7 -42.6
Reduction in value of non-current assets 0.0 0.0 0.0 -11.0 -7.0 0.0 0.0 0.0
EBIT 0.0 0.0 0.0 111.0 178.0 178.8 199.1 213.8
Exchange rate differences 0.0 0.0 0.0 -11.0 12.0 1.4 1.4 1.4
Interest expenses 0.0 0.0 0.0 -5.0 -7.0 -7.5 -6.1 -6.8
Other financial expenses 0.0 0.0 0.0 -7.0 -11.0 -9.2 -9.2 -9.2
Profit before extraordinary items 0.0 0.0 0.0 88.0 172.0 163.5 185.2 199.2
Extraordinary income 0.0 0.0 0.0 11.0 12.0 0.0 0.0 0.0
Extraordinary expenses 0.0 0.0 0.0 -5.0 0.0 0.0 0.0 0.0
Pre-tax profit (PTP) 0.0 0.0 0.0 94.0 184.0 163.5 185.2 199.2
Income taxes 0.0 0.0 0.0 -20.0 -35.0 -32.7 -37.0 -39.8
Net earnings 0.0 0.0 0.0 74.0 149.0 130.8 148.2 159.4
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2012 2013 2014

Initial expenses 0.0 0.0 0.0
Intangible rights 0.0 0.0 0.0
Goodwill 0.0 0.0 0.0
Intangible assets total 0.0 0.0 0.0
Buildings 0.0 0.0 0.0
Other tangible assets 0.0 0.0 0.0
Tangible assets total 0.0 0.0 0.0
Other shares and similar rights of ownership 0.0 0.0 0.0
Other receivables 0.0 0.0 0.0
Investments total 0.0 0.0 0.0
Raw materials and consumables 0.0 0.0 0.0
Finished products/goods 0.0 0.0 0.0
Advance payments 0.0 0.0 0.0
Stocks total 0.0 0.0 0.0
Trade debtors, long term 0.0 0.0 0.0
Other long-term debtors 0.0 0.0 0.0
Long term receivables total 0.0 0.0 0.0
Trade debtors, short term 0.0 0.0 0.0
Loan receivables, short term 0.0 0.0 0.0
Short term receivables total 0.0 0.0 0.0
Holdings in own shares 0.0 0.0 0.0
Cash equivalents total 0.0 0.0 0.0
Cash and bank deposits 0.0 0.0 0.0
Cash (generated) 0.0 0.0 0.0
Balance sheet total (assets) 0.0 0.0 0.0

20

2015

105.0
125.0

27.0
257.0

20.0
25.0
45.0

15.0
25.0
40.0

4.0
17.0
1.0
22.0

8.0
11.0
19.0

11.0
9.0
20.0

12.0
12.0

85.0
0.0

500.0

2016 2017e 2018e 2019e

108.0
125.0

24.0
257.0

20.0
27.0
47.0

28.0
25.0
53.0

8.0
35.0
12.0
55.0

12.0
25.0
37.0

19.0
25.0
44.0

12.0
12.0

147.0
0.0

652.0

108.0
125.0

24.0
257.0

234
31.6
55.0

28.0
25.0
53.0

8.8
38.7
12.0
59.5

13.3
25.0
38.3

21.0
25.0
46.0
13.3
13.3
175.7
0.0

697.7

108.0
125.0

24.0
257.0

27.2
36.7
63.9

28.0
25.0
53.0

10.3
44.9
12.0
67.2

15.4
25.0
40.4

24.4
25.0
49.4

15.4
154

204.0
0.0

750.2

108.0
125.0

24.0
257.0

30.8
41.6
72.3

28.0
25.0
53.0

11.6
50.9
12.0
74.5

17.4
25.0
42.4

27.6
25.0
52.6

17.4
17.4

231.1
0.0

800.4



Company Valuation

Demo Company Oy
124567-8
October 13, 2017

Financial statement

Balance sheet - Liabilities (KEUR)
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2012
Share capital 0.0
Retained earnings 0.0
Shareholders' equity total 0.0
Appropriations total 0.0
Bonds, long term 0.0
Loans from credit institutions, long term 0.0
Trade creditors, long term 0.0
Other creditors, long term 0.0
Creditors, Long term in total 0.0
Bonds, short term 0.0
Loans from credit institutions, short term 0.0
Creditors, Short term in total 0.0
Balance sheet total (liabilities) 0.0
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2013

0.0
0.0
0.0

0.0

0.0
0.0
0.0
0.0
0.0

0.0
0.0
0.0

0.0

2014

0.0
0.0
0.0

0.0

0.0
0.0
0.0
0.0
0.0

0.0
0.0
0.0

0.0

2015

125.0
35.0
160.0

0.0

65.0
124.0
0.0
55.0
244.0

38.0
58.0
96.0

500.0

2016

125.0
99.0
224.0

0.0

109.0
135.0
12.0
0.0
256.0

85.0
87.0
172.0

652.0

2017e 2018e

125.0
99.0
354.8

0.0

109.0
82.4
13.3

0.0

204.7

85.0
53.1
138.1

697.7

125.0
125.2
398.3

0.0

109.0
96.0
0.0
0.0
205.0

85.0
61.9
146.9

750.2

2019e

125.0
154.8
439.2

0.0

109.0
101.7
0.0
0.0
210.7

85.0
65.5
150.5

800.4
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Valuation Path

Ultimately the valuation methods used depends on the company's
current situation. Some of the methods suit poorly or not at all in
specific situations, whereas other methods give very reliable
valuations. Some factors affecting the choice of valuation methods are
presented next.

The methods used in valuing a company must be selected case by
case. Roughly these cases can be divided into three classes:

Positive net profit

This is the normal case where the latest net profit of the company is
positive, i.e. the company is generating profit. In this case we use
methods which statistically produce the most accurate estimate of the
value of the company.

When a company generates profits, there are no restrictions on which
valuation methods can be used. Therefore the methods to be used are
chosen so that they statistically produce the most accurate and
reliable estimates. The different valuation methods and their strenghts
and weaknesses are presented comprehensively in this report.
However, it should be explained why some methods should not be
used in the case of positive net profit.

As mentioned earlier in this report, the book value of the company is
not a reasonable method for estimating the value of a company which
is generating profit. The book value is an estimate of the price at which
a company's assets could be sold. It does not take into account the
value created by its operations. Therefore, this method suits best
situations, where an unprofitable company is run down and the assets
are sold.

Positive net
earnings
Company

Positive
EBITDA

Negative net

earnings

Negative

L
EBITDA
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Another method which is not used when valuing a profit-generating
company is EBIT-% vs. P/Sales. It is assumed that the EBIT-% of the
company will set in the industry average level in the future. This is a
reasoned assumption in the case of a company which is currently
making losses but for a profitable company the EBIT-% may be higher
than the average, and in that case using this valuation method would
result to an estimation too low. Using a strong generalized assumption
is not in any case the optimal way to value a company - company
specific diffences will not be taken into account. Therefore, this
method should only be used when the other methods are not suitable.

Therefore, the valuation of profitable companies is based on four
different methods, which are ROE vs. P/BV, the discounted cash flow
method (DCF) as well as valuation multiples EV/EBITDA and P/E. The
value of the company is calculated by weighting the individual results
from these four methods with certain factors. In the graph below these
methods are marked with green.

Negative net profit, positive EBITDA

This situation is the same as the case of a negative EBITDA but
thanks to positive EBITDA the multiple EV/EBITDA can be used. If the
company generates positive cash flow, discounted cash flow method
can also be used.

ROE-% vs. P/BV

Valuation multiples

PJE EV/EBITDA

Discounted cash flow

IFDCF =0

EBIT-% vs. PfSales

Book value of equity

Picture 13: Valuation path illustrated
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Valuation Path

In the case of negative net profit the valuation follows mainly the same
principles as in the case of positive profit. However, when a company
is making losses, the methods which can be used in valuation are
limited. Some methods would give the company a negative value and
that is why they shouldn't be used. In addition, the weights of the used
methods are decided according to the situation. Depending on the
situation, some methods can be more important and accurate than
others.

The P/E multiple is based directly on net profit and when a company is
making losses its value is negative according to this method - using
this method is not reasonable in this case. The multiple EV/EBITDA on
the other hand can be used because EBITDA is positive.

Even if a company is making losses, it may be able to generate
positive cash flow. In such case, it may be possible to use DCF as part
of the valuation but only when also the company's cumulative
discounted cash flow is positive.

When a company is making losses its ROE-% is negative but the ROE
vs. P/BV method can still be used: The method utilizes data from other
companies and it is based on statistical comparison of companies.
The material also includes companies which have positive value even
though they are making losses. Because the valuation is made on the
basis of reliable data it can be assumed to be relatively accurate.

In addition to the methods which are already mentioned, the EBIT-%
vs. P/Sales method is also used. A negative net result usually implies
negative, or at best only slightly positive, operating profit. Therefore in
most cases the profit margin can be expected to be lower than the
industry average. The company value can be estimated by assuming
that the company will eventually reach the average EBIT-% of the
industry. As stated before in the report it is justified to use this
assumption - if the operating profit margin is not expected to improve,
a bankruptcy is inevitable.

When net profit is negative and EBITDA is positive the valuation uses
mostly same methods as in the case of positive net profit. The
difference is that P/E multiple is not used but the ratio EBIT-% and
P/Sales is used instead. The valuation path in these cases is marked
in orange in the picture.

Negative net profit, negative EBITDA

The company is making loss and its EBITDA is negative. This limits
the use of those valuation multiples which utilize EBITDA. When
EBITDA is negative the business can not generate positive cash flow,
which means that the DCF method can not be used. Even the
methods based on net profit of the company would not be meaningful
because in this case they would produce negative values.
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When both net profit and EBITDA are negative, the available valuation
methods are very limited. On the other hand, such companies are
rarely interesting for buyers - usually it does not make sense to pay for
a company that is unable to generate profit for its owners. However,
for example young and growing companies may be making losses at
the beginning but still have the potential to succeed in the future. In
addition, some companies may be valuable because of their capital.

The use of the P/E multiple must be ruled out when a company is
unprofitable. Similarly, the EV/EBITDA multiple is not useful because a
negative EBITDA would result in a negative value. Another
consequence of the negative EBITDA is that the DCF method does
not produce meaningful estimates because it is practically impossible
that the company would generate positive cash flow.

As mentioned in the case of a negative net profit and positive EBITDA,
the use of the ROE vs. P/BV method is not limited to valuing only
profitable companies.

Therefore, there are only two methods that can be used in valuation.
The book value of equity can be used because it is not dependent on
the profit in any way. Especially in situations where the attractiveness
of the company is based on its assets, the book value of equity may
give a good estimation of the actual value of the company. This
however, requires that the assets are valued right. On the other hand,
the book value of equity does not take into account the actual
business in any way; for example for startup companies this method
should not be considered reliable.

One way of avoiding the challenges caused by negative net profit in
company valuation is to use the EBIT-% vs. P/Sales method. Then it is
important that the company can realistically be expected to reach the
industry average profit margin. Automatic company valuation can take
into account company-specific differences only on the basis of
financial statements. Still, companies with similar figures can have
very different prospects and therefore the estimates from this method
must be taken with caution.

All'in all, it is much harder to value an unprofitable company than it is
to value a profitable one. The valuation of an unprofitable company is
based on assumptions of the future growth and development.
Therefore, the value might differ from reality. Many profitable
companies are alike and easy to value whereas unprofitable
companies might have very different reasons behind the difficulties.
This complicates estimation and by studying the outcomes of
valuations, one can notice that the estimation for profitable companies
is easier and the outcomes are closer to reality.

In the case of negative net profit and negative EBITDA only two
methods are used: The book value of equity and the EBIT-% vs.
P/Sales method. These methods and the valuation path are marked in
red in the picture.
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Valuation

Company valuation reminds very closely the pricing of securities. The
buyer should pay the bigger price the better return he expects to
receive. This can be explained with fixed-rate bonds as an example
because setting their value is quite simple.

Example

The market interest rate at the beginning is 5 %. Market interest rate
means the average interest rate of risk-free investments on the
market. In this example, a government bond is issued with an
interest rate of 5 % which corresponds to the market interest rate. In
this case the bond value is equal to its nominal value because it
generates as much profit as other similar investments on average.

If the bond was issued with an interest rate of 10 %, it would
generate more profit than other similar investments on average. In
this case the real value of the bond is greater than its nominal value
because the investor receives better return for their money than
from other similar investments.

If the bond interest rate was only 3 %, its real value remains below
its nominal value. In this case the investor loses profit of the amount
which is equivalent to the difference between the market interest
rate and the bond interest rate.

This same logic can be applied to company valuation. The basic
principle is that the buyer will pay not only for the capital of the
company but also for its ability to generate profit. The capital which is
in a profitable business is actually more valuable than its book value
suggests - this can be compared to a bond whose profit is higher than
the market interest rate. The business of a company which will only
break even does not provide any added value, and therefore it is not
worth paying anything more than the book value of the capital of such
company. When a company is making losses it is not worth paying
even the book value of the capital because the buyer will become
responsible for covering the losses.

Vi
valuaium
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Appendix

ROE vs. P/BV

The P/BV multiple (price to book value) describes these differences
between the book value of equity and the actualized or estimated
selling price. P/BV is simply the value of the company divided by the
book value of its equity. A company's profit is directly connected to the
P/BV ratio: the better profit the company makes the higher is the P/BV.

In order to use these figures in making reliable estimations, some
previously actualized company acquisitions must be examined. Their
information can be used to find a connection between P/BV and ROE-
% (return on equity) and furthermore estimate a function to describe
this relationship. Knowing the book value of equity and the rate of
return, this function can be used to estimate the real value of a
company fairly accurately.

Here, the ROE-% is calculated as an average over the previous two
years (40-60 weighting) when these differ by more than +/- 10
percentage point. Otherwise an adjusted ROE of the year in question
is used.

In order to achieve the most accurate and realistic valuation results it
is necessary to accurately define the formulas used in different
methods. When examining the relationship between return on equity
and the book value of equity, the weighted average of ROE-% must be
used in some cases.

ROE vs. PfBV

t

ROE-% <=30%

ROE-% > 30 %

ROE-% difference to previous year
more than +- 10 %-points

ROE-% difference to previous year less
than +- 10 %-points

Picture 14: The graph describes the calculations behind the ROE-% in this valuation.
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Discounted Cash Flow

The basic idea in DCF is to calculate the present values of all cash
flows of the company and sum them together, which results in an
estimate of the value of the company. It is important to note that the
income statement does not reflect the company's cash flows but is
mostly an accounting tool. Therefore, a separate cash flow statement
is needed.

The cash flow calculations start from operating profit (EBIT), which is
the difference between turnover and the costs that were needed to
create the turnover - it describes how much profit the company makes
with its business operations.

Depreciations and amortizations must be added to the operating profit.
These are accounting items which do not affect the actual cash flow:
for example, the cost of a €2,000,000 investment may deducted as
depreciation of €400,000 for the next five years, although the actual
cash-binding investment has already been made in full before
depreciation entries. Paid taxes are deducted, because they reduce
the company's cash flow. Changes in working capital are also taken
into account. Working capital can be increased, for example, by
increasing stocks or decreasing accounts payable - these are of
course binding the cash flow. Similarly, working capital decreases
when accounts receivable decreases while customers pay off their
credit accounts, or when the company's accounts payable increases
and it gets more debt. This is why the change in working capital in the
cash flow statement is a deduction. After all these adjustments we
have an intermediate result which is called operating cash flow: it
describes the cash flow which is left from the company's actual
business.

A company can increase its cash by
taking long-term loans. If the loan is
interest-free, it does not create short-term

Net Sales

-Production costs

obligations in the form of repayment or
interest costs. Therefore, the change in
non-interest bearing long-term liabilities is
to be added in the calculated cash flow.
Investments (capex) on the other hand

Gross Margin
-Administrative Costs

-Depreciations

are binding cash flow, so they must be
deducted in the calculation. This is
related to depreciations which were
added previously: Depreciations are

EBIT

-Paid taxes

always connected to an investment so
they must be eliminated in the cash flow
statement already because otherwise the
price of the investment would be reduced

Net Earnings
+Depreciations

-Change in working

twice. Now we have got free operating
cash flow, which means cash flow from
the company's business which is not tied
to other purposes.

Operative Cash Flow
-Change in long-term

-CAPEX

Operative Free Cash
If the company has such expenses or

+/- Net income/expenses income that are not generated from its

actual business, they must also be taken
into account in the cash flow statement.
By adding the net income or expenses
from other activities we have calculated
free cash flow, which is used as a basis
for company valuation.

Free Cash Flow
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Appendix

Calculation of the net present value (discounting)

When the free cash flows of the company have been calculated, the
next thing to do is to calculate their present values, ie the value of the
future cash flows at the present time. This is based on the time value
of money, ie the fact that the cash flow now is more valuable than the
same cash for example after five years.

The concept of money's time value can be illustrated with the return
on capital. If you receive € 1,000 in cash now and invest it with 10
percent annual rate, you can expect an investment to be €1,000 * 1.1
N5 =€ 1,611 after five years - the difference is significant in
comparison to receiving €1,000 in cash after five years. The time
value of money is thus based on its earning potential: the earlier you
get the money, the longer it can increase in value in a profitable
investment. Therefore, the company's current cash flow can be
considered more valuable than later ones.

As described with the example above, the cash flows of a company
are discounted to present with the formula

FCE DCF, Discounted cash flow in year n
DCE, :+, FCF Free cash flow in year n
(A +wacc) WACC Weighted average cost of capital

It should be noted here that the formula can only be used up to the
last forecast year. Obviously, the company can not be expected to end
its operations this year, but it is assumed that the operations will
continue beyond the forecasts. Therefore, the cash flows calculated
based on forecasts are supplemented with the Terminal Value i.e. the
value of cash flows from the first post-forecast year to infinity. When
the average cost of capital is higher than the growth in net sales (this
is practically always true because the growth in net sales is expected
to level to 3%), the sum of these cash flows mathematically converges
to

DCF,
FCF,
Gps

Discounted cash flow terminal value
1+ Gy

DCF, = FCF r———15
t L WACC — G,y

Net sales growth rate in last estimate year

Valuing the company

By summing up the discounted cash flows and the terminal value, the
total present value of cash flows is obtained. This alone is not the
value of a company. As the potential buyer also receives the cash
reserves the company has, they must be added to the present value of
cash flows. On the other hand, the potential buyer also receives all the
debts and liabilities: the interest-bearing debt must be subtracted as it
causes expenses to the buyer. Thus, the value of a company is
obtained.

N
Valuepcr = DCF; + Z DCFn
n=0

Free cash flow of first post — estimates year
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Valuation

Weighted Average Cost of Capital

In order to use DCF-valuation, it is important to decide the right
discount factor. It has a great impact on the value of the company. The
Weighted Average Cost of Capital (WACC) is the average return on
equity and debt, weighted by their relative proportion in the balance
sheet. The interest expenses from the debt can be subtracted from the
income taxes. Thus, the tax rate is subtracted from the cost of debt.
The formula for WACC is:

D
*Rp*(1-Tp), E
Te

Debt
Equity
Tax rate

Rp
Rg

P Cost of debt
wace = R Cost of equity
E+D 1 equity

+
ETD+E

E/(E+D) illustrates the equity proportion of total capital whereas
D/(D+E) describes the debt. The cost of debt is simply the average
interest rate of the debt. The return on equity illustrates the required
return of investors and is a bit more complicated to calculate. The
following formula can be used in this:

Rp Beta
r
T

Cost of equity
Risk free rate
Market risk premium

Bs
Rp =77 + B * Ty

The risk-free rate is the return, which an investor can receive from a
risk-free investment e.g. government bond. The market risk premium
is difference between the expected market return and the risk-free
rate. Beta describes volatility i.e. the change of returns: the higher the
beta, the larger the changes in the returns of an investment are in
comparison to the changes in the markets. A higher beta implies an
investment with a higher risk, therefore it correlates directly with the
cost of equity.

Estimate rules

Most of the valuation methods are based on only the actual financial
information. However, in DCF-valuation estimates are used
extensively. In this part some of the most important estimate rules are
discussed.

Growth in net sales

The change in net sales has a great impact on all of the financial
figures. E.g. investments are directly linked to sales: it is hard to
expand without investing in production.

In stable industries the growth in net sales is highly regular. Therefore,
the actual financial data is used to estimate growth in net sales. The
assumption is that regardless of the recent changes, the growth in net
sales will be the same as the long-term growth rate of the whole
economy which is assumed to be 3%.

All of the special features of a company cannot be taken into account.
In some cases the sales may vary a lot during a financial year. This
may be the case with startups or after an acquisition. If the growth is
exceptional or the value of the company changes drastically, the
growth estimate is smoothened.
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EBIT-%

EBIT-% has often clear differences between the industries and
companies. Nonetheless, for a single company EBIT does not vary a
lot in different times if the underlying business remains the same.

In reality, there might be large changes between the financial year, but
the reasons causing them are impossible to forecast merely based on
financial figures. The most credible estimate is that the EBIT-% will be
around the same as it has been in the past.

The estimate is primary the weighted average of the past four actual
financial years. The recent figures suit best for evaluating the state of
the company and thus the future operations. The weights are as
follows:
Y-1:40%, Y —2:30%,

Y —3:20 %, Y—-410%

For all the forecast years, the previously described EBIT-% estimate is
used.

In some cases the weighted average of EBIT might be very low or
even negative. Assuming that the company would not be able to be
profitable in the future implies that it should quit its operations at some
point. Only if it is assumed that the company will become profitable at
some point and obtain a certain goal level of EBIT, it is reasonable to
generate and use the estimates.

The formula for the goal level can be derived based on the capital
turnover and the cost of capital. The goal level is the cost of capital
divided by the capital turnover. Using the long-term cost of capital
suggested by empirical analyses, 7%, the goal level can be calculated.
In the estimates the EBIT-% follows the logarithmic function; the
growth slows down and levels to the goal.

Investments

Investments are the amounts of money a company uses to increase
the amount of intangible and tangible assets. The investments have a
great impact on the free cash flow, therefore it is of paramount
importance to pay attention to them while creating estimates. The
basis for estimating investments is the change of the intangible and
tangible assets. The correct estimation of the variables under these
two figures is essential in the process of creating DCF valuation.

The assumption with tangible assets is that the proportion between
them and sales stays constant. If the sales increase by 10%, the
production must also increase by 10%. This again means that the
company needs more tangible assets such as machines. It is
assumed that the proportions between the subparts of the tangible
stays constant - all of them increase with the same rate. For each
subpart the estimate is the proportion between the last year's value of
subpart and sales multiplied by the sales of the estimate year.

Intangible assets are different: it is not necessary to invest into
intangible assets to increase sales. Therefore, their amount is
estimated to remain at the level of the latest actualized financial
statement.
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Accounting period
Accounts payables turnover
Assets

Balance sheet

Beta

Cash flow effect
Cost of debt

Cost of equity
Current assets
Current ratio
Depreciation
Discount rate
Discounted Cash Flow valuation
EBIT

EBITDA

Enterprise value (EV)
Equity

Equity & Liabilities
Equity ratio
EV/EBITDA

Financial assets
Financial costs
Financial ratio
Gearing

Goodwill

Gross investment
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Vocabulary Appendix

A period over which a financial statement is made. Usually 12 months starting from January and ending in

Decemeber, but other options are available.

Tells how many days it takes on average for a company to pay back its supply purchases.

The side of a company's balance sheet that tells what it owns. Divided into current and non-current
assets.

Balance sheet provides information about what a company owns and how it is financed at the end of its
accounting period.

A measure of volatility or systematic risk. Beta ratio 1 implies that the return on asset varies similarly to
total market return. Higher beta = higher risk.

An accounting event's impact on the company's cash flow. Not all events have a cash flow effect; see
non-cash charge.

The cost incurred by having debt. In practice, the interest rate of debt.
Represents the level of return expected by equity investors.

Assets which are meant to be owned by the firm for a maximum of one accounting period. E.g.
inventories.

Measures a company's ability to cover its short-term debts with liquid assets. Current assets divided by
current liabilities.

A method of dividing an asset's purchase cost over its lifespan in the financial statement, instead of
marking it as a one-off purchase.

An interest rate used to discount future cash flows to present value. Should correspond to the risk
associated to the cash flow.

A valuation method in which a company's expected future cash flows are discounted to their present
value, thus giving an estimate of the company's total value.

Earnings before Interest and Tax. Net sales minus expenses excluding tax and interest.

Earnings before Interest, Taxes, Depreciation and Amortization. Net sales minus expenses excluding
taxes, interest and depreciation & amortization.

Value of equity + value of debt - cash and cash equivalents.

Equity is the amount of money invested into a company plus its retained earnings.

The side of the balance sheet which tells how assets are financed.

The ratio between equity and balance sheet total.

The ratio between enterprise value and EBITDA. Tells how many years it would take for a company to
generate cumulative operating profit equal to its enterprise value.

Tangible assets in a liquid form that is used in the daily operations.

The costs associated with the company's financing. E.g. interest payments and other costs related to
loans.

Financial ratios are used to assess a company.

Measures a company's financial leverage. Interest-bearing net debt divided by equity.

An intangible asset resulting from an acquisition in which a price over the target's book value is paid.

The monetary value of investments made within an accounting period.
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Gross margin

Income statement
Industry

Intangible assets
Interest expense
Interest income
Interest-bearing debt
Interest-bearing net debt
Inventories

Liabilities

Liquidity

Long term

Long term receivables
Market price

Market risk premium
Market share

Medium term
Multiples valuation
Net earnings

Net investment

Net sales

Non-cash charge
Non-current assets
Non-interest-bearing debt
Operating profit

Operative cash flow
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A measure of profitability calculated by subtracting variable and fixed costs from net sales.

A financial report which documents a company's revenues and expenses over an accounting period.
Companies that operate in a similar line of business form an industry. In practice, industry definitions and
boundaries are vague.

Assets which do not physically exist but are valuable nonetheless. E.g. goodwill or brand value.

Interest payments incurred by debt financing.

Interest payments received from lending to other entities.

A debt which requires interest payments. E.g. a bank loan.

A company's total interest-bearing debt minus cash and cash equivalents.

Goods ready to be sold or to be sold later; in other words finished and unfinished goods + raw materials
used to produce them.

Financing obtained from outside the company and must be paid back.

Liquidity describes a company's ability to meet its financial obligations with liquid assets or the degree to
which an asset can be quickly bought or sold in the market.

A period longer than five years.

Receivables which are due in more than 12 months.

The price which is determined in the market by supply and demand.

The average premium over risk free rate which the market demands for a risky investment.

The proportion of a company's sales from the total sales of a specific market (e.g. euros or units sold).
A period between three to five years.

A valuation method which uses financial ratios to determine a relation between a company's ratio and the
industry average, thus giving an assessment of the value of the company.

A company's total earnings. Revenues minus all the expenses. The amount left for shareholders.

The amount of investments which increase the capacity. Gross investments minus depreciations.

The monetary value of sales during an accounting period minus value-added tax.

Charges which do not have a cash flow effect but affect the income statement and/or balance sheet.
Assets which are intended to be owned by the company for more than one accounting period.

Debt for which a firm does not have to pay interest. E.g. accounts payable.

Net sales minus variable and fixed costs and depreciation & amortization. See EBIT.

The cash flow generated by a company's operations.
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P/E

Private company
Publicly traded company
Quick ratio
Receivables turnover
Relative indebtedness
Retained earnings
Return on assets
Return on equity

Risk

Risk free rate

ROA

ROE

ROI

Shareholder's equity
Short term

Short term receivables
Tangible assets

Tax rate

Value of a company
WACC

Weighted Average Cosf of Capital
Working capital

Write-off
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The ratio between share price and earnings per share. Tells how many years it would take for the
company to pay back the purchase price with its current level of earnings.

A company whose shares are not traded on a public exchange.

A company whose shares are traded on a public exchange.

Measures a company's ability to cover its short-term debts with liquid assets. Liquid assets divided by
current liabilities.

Tells how many days it takes on average for customers to deliver the cash payment for their purchases.
Measures the extent to which a company's operations are financed with debt. Total debt divided by sales.
Earnings that are not paid out to shareholders but kept within the company and used to finance its

operations.

Measures how much returns are generated to capital providers (both equity and debt). Net earnings to
total assets.

Measures the rate of return for an equity investment. Net earnings to equity.

The uncertainty involved in every business. In practice, risk can be observed from the unexpected
fluctuation in a company's returns.

The interest rate for an investment that involves virtually no risk. E.g. a government bond can be
considered risk free.

See return on assets.

See return on equity.

Tells us how much returns an investment generates.

The amount of equity on the balance sheet. Constitutes of invested money and retained earnings.
A period less than a year.

Receivables which are due in less than 12 months.

Assets that are physical in nature. E.g. machinery. Compare to intangible assets.

The tax rate used to calculate annual taxes.

Either the value of equity or enterprise value (EV). The value of a company is does not (usually) equal the
price paid for it.

See weighted average cost of capital.

Proportionally weighted cost of equity and cost of debt.

The part of a company's capital that is needed to maintain day-to-day operations. Calculated as the

difference between current assets and current liabilities.

A write-off is a reduction of an asset's value. Has an effect on both income statement and balance sheet.
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