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The Objective of the Firm

Whose value should managers focus on maximising...?

And which KPI (or KPIls) measure this?
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‘ Meller S.A. : creating value?

The financial statements of the Meller company

Balance Sheets (€'000) Income Statements (€'000)

31/12/99 31/12/00 31/12/01 1999 2000 2001
Assets
Fixed Assets (net) 1200 1300 1450 Revenues 22100 24300 31600
Accounts Receivable 2730 3100 4200 Cost of goods sold (COGS) 17600 19300 25100
Inventories 2800 3200 4300 Selling, General & Administrative (SG&A) 3750 4000 5000
Prepaid Expenses 0 0 0 Depreciation expenses 100 100 150
Cash 600 350 300 Earnings Before Interest & Tax (EBIT) 650 900 1350
Total Assets 7330 7950 10250 Netinterest expenses 110 130 260
Earnings Before Tax (EBT) 540 770 1090
Liabilities & Owners' Equity Income tax expense 220 310 430
Owners' Equity 4130 4390 4850 Earnings after Tax (EAT) 320 460 660
Long-term debt 1300 1200 1100
Short-term debt 300 500 1900 Dividends 180 200 200
Accounts payable 1400 1600 2050
Accrued expenses 200 260 350 Retained Earnings 140 260 460
Total Liabilities & Owners' Equity 7330 7950 10250

What do you look at? What else would you like to know?
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Profitability: Margins
Margin ratios capture the contribution of one Euro of sales to a measure of profit:

The percentage of revenue left after deducting costs: either only cost of goods sold (COGS), or also other

operating expenses (SG&A and depreciation), or... any and all costs.

Gross Margin REVENUES
Revenues - Cost of Goods Sold - :ﬁcﬂo—_‘esh .
Revenues Lo
Operating Margin s
EBIT EBIT
Revenues — Interest

Net Margin EBT

— Taxes
EAT EAT

Revenues
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Profitable vs. Profitable Enough sl

From investors’ view, the profits represent the money they have “earned” on their investment.

(even if it will not be paid out immediately, but perhaps reinvested...)

Which investment? Debt. the cash given to the firm by lenders; banks or bonds

Equity: the cash given to the firm by its owners

The rights of debt and equity to demand immediate cash payment of returns differ — but they all expect

to make money in some form at some point.

Earnings of the firm must - in the long-term - be enough to satisfy these expectations.
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QUEEN
H=DVIG

Economic Profitability

Two Points of View...

...the company’s investors as a whole: ...the owners:

ROIC (return on invested capital) ROE (return on equity)
ROCE (return on capital employed)

EBIT

before tax:

Equity + Debt

after tax: EBIT - (1-tax rate)
Equity + Debt

note: Equity + Debt is the sum of “Invested Capital” from the Managerial Balance Sheet!
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‘ Comparing across Companies

* two operationally identical firms — the only difference being the source of their funding.

. COMPANY J is all equity financed: E=€20m
. COMPANY K is 50% equity, 50% debt:E=€ 10m + D=€10m (interestr=10%)
company J company K
Revenues 20.000.000 20.000.000
- COGS - 12.500.000 - 12.500.000
Gross Profit 7.500.000 7.500.000
- other operating expenses - 2.500.000 - 2.500.000
EBIT 5.000.000 5.000.000
- interest (10%) 0 - 1.000.000
EBT 5.000.000 4.000.000
- taxes (50%) - 2.500.000 - 2.000.000
EAT 2.500.000 2.000.000
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‘ Return Differences Co. Jvs K

COMPANY J

COMPANY K

ROIC =

before taxes:

after taxes:

before taxes:

after taxes:

operating profit

Invested Capital

5m

om o 0
20m 25%
25m 0
om 12,5%
5m

om o 0
20m 25%
Zjinm___ 0
Som = 12,5%

ROE =

QUEEN
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net profit
equity capital
~ = 25%
=2 = 12,5%
T = 40%
=2 = 20%
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ROE: Tax- and Leverage Effect HEDVIG
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Separating operational, locational, and financing effects

= Operations:

before-tax ROIC, = ROIC,; the two companies are operationally identical.

= Taxes:

after-tax ROIC, = ROIC,; debt’s tax advantage — that interest payments are

tax-deductible —is explicitly excluded.

= Leverage:

ROE, > ROE,, (in this case), due to financial leverage and the tax advantage of debt.

15.-16.04.2026 | Corporate Finance | A.Schornick 11



QUEEN
H=DVIG

Performance metric: ROE or ROIC?

Decomposing into 3 factors: Operations, Taxes, Leverage

ROIC captures the operating profits generated. = ROE includes how they are distributed among investor groups.

Operations Taxes Leverage
EBIT Revenues EAT EBT Equity +Debt\ [ EAT \ ROE
Revenues Equity + Debt EBT EBIT Equity - \Equity]

operating . capital
margin turnover

financial . financing
cost structure

tax

effect financial multiplier

Differences in ROE across firms could stem from any of these three sources.

15.-16.04.2026 | Corporate Finance | A.Schornick 12



Business vs. Financial Risk

Two questions: 1) does the firm make a profit? 2) for whom?

+31%
economic, social, & +26%
political conditions
T+ 10%
operating net
revenues profit income
(EBIT) (EAT)
. l«— 10%
competitive
position _26%
A 3-31%
" ECONOMIC RISK .OPERATIONAL RISK )
0 BUSINESS RISK . FINANCIAL RISK )
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‘ Cross-Section: Pharma ROIC (2010)

After tax ROIC

Pre-tax ROIC

Adjusted EBIT margin

34.6%

15.2%. 18'1%15.6%

COGS / revenue

47%

29.7%  27.5% I
2.1%

SG&A / revenue

13.2%

8.3% 7.5% 7.4 6.4%
I H il

12.5% 8.7% 6.9%

Cash tax rate

330 43%

15%
7.5%

Capital turnover

0.82
0.48 0.45

. 0.38 :

Which niche do these four competitors occupy?

Cash / rev
109.7%

55.1%
- "I 39.4%

16.179

Net working capital / rev

3754  51.9%

" 28% .27.6%.

Net PPE / rev

RN
N
=
[02]
=)
O
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R&D / revenue

37%

20.1% 16.9%
5.8%

Depr / revenue

., 6.5%
4% 9 g0, 02"

E

AR / revenue

36.1%

23-4%2.9‘7%18.8%l

Inventory / revenue

24%
13.2%
11.4% 4.5%

Other net C.A. / rev

17.9%
11.5% 4.8% 11.1%
== Il - =

AP / revenue

18.3% 19.3%
14.5%9.1%
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‘ Time-Series: Pharma ROIC

2007

2009 201710

After tax ROIC

Pre-tax ROIC

Adjusted EBIT margin

COGS / revenue

28.7%27.4%29.7% 31%

SG&A / revenue

|_{29.19430.29%31 2033.7%

12.8%12.2%

Hin

8.3%
3.7%

%
B o

19.1%18.4%

D D 12.5%

5.6%
[ |

Cash tax rate

33% 34%33.5%35%

ONE

4 years of the “red” pharma company.

Capital turnover

0.77 0.83 0.82 0.83

OOEN

Cash / rev
55.7%53.2%55. 1%

18.5%

Net working capital / rev

26.5%27.8% 28% 30.4%

‘OoEnE

Net PPE / rev

19.99

18.5%1 8.8%18.9%

O0ON N

Other net assets / rev

R&D / revenue

13.80;16-5%20-1%22.8%

[

Depr / revenue

3.6% 3.7% 4% 5.7%

AR / revenue

22.8%23.19:23.4927 -5

OOEN

Inventory / revenue

9.4910.9%11 4912.3%
OOl .

Other net C.A. / rev

12.5% 12.6% 1 54,

il 5

51.69
29%

[
i 21.1 /°|9.6‘V

[lom
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Industry: Osterreichische Post AG

ROIC Tree Parcel Logistics Industry
opAG

after-tax ROIC

EYOB 5,5% [ 12,2% 7,9%

Capital Turnover = Rev/IC

— 2,32 0,96 = 2,08 L= PPE/Rev =

EBIT margin = EBIT / Rev

7,6%  81%  5,6%

Materials/Rev

Staff/Rev

Depr/Rev

cash / Rev

AN 19,4% | 3,9%  1,6% ’ .

netWC / Rev .

— -6,1% RN NS — [

e e 33,5% | 29,5% 45,1% I I
- I I other NA / Rev

e HAM 31,9% [ 13,3%  1,7/% .

AR/ Rev

14,4% RINF

Inv / Rev

0,8% MR

other net CA / Rev
-6,0% PR

AP / Rev

15,4% MEXE

— 28,5% WARND
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43,5% RS

— 7,0% IR

Other(R&D, Ins, Fees) / Rev
MW YN 12,9%  59% 15,7%

15.-16.04.2026 |
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Time-Series: Osterreichische Post AG

ROIC Tree - Time Trends
OPAG

2019 | 2020 IETFXM 2022 [2025(F)

pre-tax ROIC
16,7% 17,5%

after-tax ROIC E

11,9% 13,7%

cash tax rate

32% | 29% FPTXTA 21.7% W25%0

a1 —

(F)

adj. EBIT margin = EBIT / Rev

Capital Turnover =Rev/IC

—{ 2,25 | 2,32

iTTIT]

7.0% 7.5% N6.6% "

(F)

to assess the effect of the proposed plan
for margins and working capital
management, adjust your

forecasts for by moving the
scrollbar/slider.*

(it roumds to the nearest %)

Materials/Rev (F)

26.5% 28.5% [20.0%

< >
Staff/iRev

(F)

[45,4% | 462% 435% [480%) -
< >
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Depr/Rev i
I -y (P 7.0% [T0%E
>

<
Other(R&D, Ins, Fees) / Rev
16.8% | 14.0% 134% [H34%1 -

(F)
AR /Rev -
cash/ Rev (F) — 13.8% | 16.4% 14.4% DA% -
— 24% |'48% B 21% B20%0 L lmo e < >
- Inv / Rev |
[netWCc /Rev — 0,7% N07% 0.8% IE%N -
— 4,4% | 8,1% 6.1% o g goe] | < >
other net CA / Rev
PPE / Rev - -22% | 6,7% 6,0% 6%
50.5%50.7%_'”II |I : 0
AP / Rev
other NA / Rev ‘ - 16.6% [ 185% EERTA 154% SN -
5.0% 3,7% IS0% < >
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‘ How does ROIC link to NPV?

The most common capital budgeting tool used is Net Present Value:

“the value created by undertaking a project is the value of all future cash flows generated, net of investment cost.”

NPV:

“how much money (in €), after compensating appropriately for time and risk (by k), is generated beyond initial investment?”

NPV = —CFot E[FCF,] . E[FCF,] o E[FCF;]
N " 14k " (1+k)? (1+ k)T

reject

X

15.-16.04.2026 | Corporate Finance | A.Schornick



‘ Recall: the Cash Flow Statement

Opening Cash Balance Is the firm making money
______________________________________________ from day to day
operations, including
required working capital?

J

EBIT
+ Depreciation
— Tax Expenses

QUEEN

H=DVIG
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— Change in Net Working Capital

: A. Net Operating Cash Flow

goals?

Is the firm spending
cash onist long-term

1
1
Sale of fixed assets :
— Capital expenditures and acquisitions I

+ new short- or long-term debt / — ST or LT debt repaid

:

I

1 “ w
+ new equity issued / —equity repurchased : Free Cash Flow =

I

|

|

Operating + Investment

- Dividend Payment Cash Flows

1
|
|
1
1
|
: — Interest Payment
|
1
1
|

C. Net Cash Flow from Financing Activities

Closing Cash Balance: Opening Cash+A+B+C |

15.-16.04.2026 | Corporate Finance | A.Schornick
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‘ From FCF to Value Drivers ACADEMY

NOPAT
Invested Capital

1. FCF = NOPAT — Alnvested Capital 2. ROIC =

But where does the

money to invest _ Is it a big amount?
AlInvested Capital

come from?  Profits... 3. Investment Rate = Depends... __ Alnvested Capital
NOPAT 4. gic = .
Invested Capital
dic
Jdic = RO!C - Investment Rate > Investment Rate = ROIC

FCF = NOPAT — Alnvested Capital
= NOPAT — NOPAT - Inv.rate

dic )
ROIC

= NOPAT - (1 —

High FCF today requires either: (1) high ROIC, (2) low growth, or (3)both

15.-16.04.2026 | Corporate Finance | A.Schornick In principle, g;x = RONIC - Investment rate ; this is a simplification. 20
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Can we just choose investment rates?
(separate question: is what we want sensible...?)
C A NOPAT
ompsny ROIC = = 20%
Our firm has a profitability of 20%. nvested Capita
Target capital growth rate is 10%.
How much of our profits do we have to Alnvested Capital
. . . dic — . =10%
reinvest to achieve this? Invested Capital
50% of profits are reinvested to fund ———
10% growth, the other 50% are ,,free*.
Investment Rate = -21< = 20 _ 50
nvesimen ate = = — 0
ROIC 20%

15.-16.04.2026 | Corporate Finance | A.Schornick
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‘ Can we just choose investment rates? ACADENY

(separate question: is what we want sensible...?)

Company B ROIC = NOPAT . _ 70
Our firm has a profitability of 7%. Invested Capital

Target capital growth rate is 21%.

How much of our profits do we have to _ Alnvested Capital .
reinvest to achieve this? gic = Invested Capital B /o

300% of profits would have to be ———

reinvested to fund 21% growth; we

need investors! I ¢ t Rat gdic 21%
nvesiment nate = =
ROIC 7%

=300%

15.-16.04.2026 | Corporate Finance | A.Schornick 22
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Strategic Liquidity

Paying for optionality

To reinvest profits, you have to retain|eash, but too much is costly

WUALLL vecemtly — meove projects
Uber J Pl

thawn cash

|
Expenses T

Capital

o _

Retained
Earnings

|Revenues

=l Microsoft cash accumulates faster than

rolects appear
proje PPe Dividends

Having cash provides insurance and flexibility to move fast.

The costis lower ROIC.

15.-16.04.2026 | Corporate Finance | A. Schornick 23
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Reinvest, acquire or return capital

Sustainable growth rate: is it necessarily

the right growth rate?
CORPORATE FINANCE

Effect of financing structure on capital

allocation

Capital Allocation
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‘ Value Creation KPIs ]

Three competitors In the excel sheet provided, calculate and
discuss the following questions:

ValueCo VolumeCo GrowthCo

NOPAT (in €miltion) - B 1006 (1) What are the firms‘ investment rates?
Invested Capital

o 500 € 1.000€ 500 € i .

S ITET) (2) How high are the FCF that the firms
ROIC

are generating this year?

Target growth (g) 5% 5% 8%
First steps:

profits, reinvestment, and growth

15.-16.04.2026 | Corporate Finance | A.Schornick 25
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‘ Sustainable Growth

How much can our capital base grow just with the funds we generated internally through profits?

But: Financing creates commitments... interest and dividends

=» Only retained earnings of equity contribute to sustainable growth g*

. RetainedEarnings
g =

Equity Equity _
Inv. Expenses iy Equity

Capital

|Revenues

Capital

Earnings

EAT  RetainedEarnings

N Equity ' EAT J

= ROE - retention rate Retained

Dividends

Is this much growth necessarily value-creating?  No. It’s just possible without asking for permission...

15.-16.04.2026 | Corporate Finance | A. Schornick 26
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Rethinking Growth g
Back to capital budgeting logic:
When is an investment opportunity worth it? NPV says when returns exceed the cost of capital...
g*= ROE - RetentionRate
But retaining money to grow is value creating if and only if
I:‘C)IcafterTax >WACC
Otherwise, a higher growth rate leads to higher value destruction.
Careful:
Accounting numbers are necessarily a snapshot of individual years, but cannot reflect unfinished / early projects!
15.-16.04.2026 | Corporate Finance | A.Schornick 27
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‘ Rethinking the Value Creation Process

INVESTORS — MANAGERS

provide capital allocate capital

The invested capital generates

returns for the investors.

INVESTED CAPITAL = ﬂ

Generating value implies undertaking Fived

Assets

projects that generate a return on the
Net

capital invested in them (ROIC) that is Working
Capital

higher than the opportunity costs of

capital (OCC, estimated by WACC). return on

invested capital
(ROIC)

r = CAPITAL EMPLOYED

Owners
Equity

weighted average
cost of capital
(WACC)

15.-16.04.2026 | Corporate Finance | A.Schornick
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Economic Profit: accounting view on value ACaoemy

“Economic Value Added®” was developed as a quantifiable measure of value creation.
idea:
“A firm creates value when it generates higher returns on the capital it is given than investors expect.”

implementation using accounting data:

“A firm creates value when the Return on Invested Capital (ROIC) is higher than the Cost of Capital.”:
ROIC_; > WACC

This indicator Economic Value Added?® is calculated as follows:

EVA® = [ROIC,,, ., —-WACC] - Invested Capital

WACC = “Weighted Average Cost of Capital”

15.-16.04.2026 | Corporate Finance | A.Schornick 29



QUEEN

| Why another KPI when we have ROIC? oo

ACADEMY

Compare the following two companies A and B, both have a cost of capital of 8%:

EVA® = [ROIC,, 1., —-WACC] - Invested Capital

Company A Company B

Our firm has a profitability of 20%, on

Our firm has a profitability of 7%, on €1bn
€1bn in capital base.

in capital base.

What is the Economic Profit for investors? What is the Economic Profit for investors?

EVA = (20% — 8%) - €1bn = €120m EVA = (7% — 8%) - €1bn = —€10m

15.-16.04.2026 | Corporate Finance | A.Schornick 30
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‘ Drill-Down: Improving EVA: profitability or size? e

EVA = Operating Result (after tax) minus Costs for Capital Use

operating capital
margin turnover

v 3 -

EVA = ROIC_ - Invested Capital - WACC - Invested Capital

growth growth

Y Y
tax rate? cost of capital?

...But do investors really support growth only in highly profitable companies?

15.-16.04.2026 | Corporate Finance | A.Schornick 31
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ccounting: a rear view mirror ACADEMY
FY 2021 FY 2022 FY 2021 FY 2022
NOPLAT BUILD (USD $m) CASH FLOWS FROM OPERATING ACTIVITIES
AS a b O a rd mem b € r’ Wh at Net income (loss) incl. non-controlling interests (570) (9.138)
Adjusted EBIT (= Adj. EBITDA + D&A line above) (1.676) 766 Depreciation & amortisation 902 947
WO U ld yO LI re CO m m e I’] d Stock-based compensation 1.935 1.811
Normalised tax rate (input — change for sensitivity) 20,% 20,% Unrealized (gain) loss on equity securities, net (1.294) 7.079
your mana ge rs do based Deferred income taxes 77 (303)
? NOPLAT (Net Operating Profit Less Adjusted Taxe: (1.341) 613 ¢ 22;:;2§"§eothe, operating fioms (et PG (1 6:)3? s
O n th esenum b ers: Net cash provided by (used in) operating activities (445) 642
| h . k . INVESTED CAPITAL (USD $m)

nvest mo re, shrink, g|ve . CASH FLOWS FROM INVESTING ACTIVITIES
Invested Capital 23.734 16.605 Capital expenditures (298) (252)

all the money back to of which: Gooawill & Intangibles (approx.) 10.832 10.487 Purchases of non-marketable equity securities

Purchases of marketable securities
h h l d o Average IC (start + end / 2) 21.780 20.170 Proceeds from maturities & sales of marketable securities

sharenolders...: Net Investment (AIC year-on-year) 3.908 (7.129) Acquisitions of businesses, net (1.038) (59)

Other investing activities (net)

RETURN ON INVESTED CAPITAL Net cash used in investing activities (1.201) (1.637)
o 62 30u
,47/0 ,U7

Proceeds from issuance of term loans & notes 1.766
s , , . R ts of t I & not 998 52
Assumed WACC (input — adjust for discussion) 9,% 9,% epaymens of ferm foans & notes (998) (52)
Repurchases of common stock - -
Proceeds from stock issuance (options/ESPP) 675 255
ROIC - WACC (value creation spread) (15,2%) (6,0%) Other financing activities (net) 337 (188)
Net cash provided by (used in) financing activities 1.780 15
Economic Profit = Avg IC x (ROIC - WA m .301 1.202
el DL Glls S (el BE) (Eh Rl (Eebe) CASH & LIQUIDITY SUMMARY
Cash, equivalents & restricted cash — end of year 7.391 6.677
FREE CASH FLOW BRIDGE
Net cash from operating activities (445)
Less: Capital expenditures (298) (252)
Free Cash Flow (FCF) (743) 390

15.-16.04.2026 | Corporate Finance | A.Schornick 32



‘ ROIC or Growth: Conflict?

Ideally, investors would like both.

But growth is more difficult to sustain than ROIC in the long run.

Individual companies can sustain a high ROIC . . .

3-year average ROIC, without goodwill, of all publicly listed US companies with real revenues >$200 million, %

ROIC in 2003
<5% 5-10% 10-15% 15-20%  >20%
ROIC
in 1994
<5% - 13 28 2 6 1
5-10% 31 - 40 17 7 6
10-15% 21 25 - 25 1 18
15-20% 18 19 20 . 17 25
>20% 19 5 13 13 - 50

source: McKinsey

B % of companies that
stayed the same

% of companies that
moved to a higher level

% of companies that
moved to a lower level

. . . but cannot sustain growth

QUEEN
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3-year compound annual growth rate of real revenues of all publicly listed US companies with real revenues

>$200 million, %

Revenue growth in 2003

<5%
Revenue growth
in 1994
5-10% 64
10-15% 61
15-20% 59
>20% 56

B 9% of companies that
stayed the same

5-10% 10-15%

13 10

% of companies that
moved to a higher level

15-20% >20%

3 7
3 5
4 9

% of companies that
moved to a lower level

15.-16.04.2026 |

Corporate Finance |

A. Schornick
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* * H=DVIG
Firm Life Cycle
“Excess return”: N
If growth and profitability ROIC-0CC
naturally change over
time... how do investors
think of value?
* Opportunity Cost of Capital, which is estimated through WACC (Weighted Average Cost of Capital)
34
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Valuing the future

Investors do what they always do:

assess a firm‘s future cash generation, given growth rates and the required investments,
and how profitable those investments will be - compared to other opportunities.

If these cash flows
/ grow... atrate g
FCF3; =FCF,-(1+ g)
E[FCFl] E[FCFZ] E[FCFS] E[FCFt] 99 Thegre is a coznvenient
1+ k + (1 + k)z + (1 + k)3 T (1 + k)t T [ ) ] solution for this

calculation:

Value =

| E [NOPAT1 : (1 _ ﬁ)l
_ —

15.-16.04.2026 | Corporate Finance | A.Schornick 35
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Valuation with Multiples i

This formula is the basis of Multiples to value firms.

If you assume that next year‘s profit NOPAT; is approximately this year‘s, NOPAT, , then

g
E[FCF 1-
Value = l[( - gl] — NOPAT,|. —ROIC

The value of the firm — taking into account all expectations of future profits and growth —is just a
multiple of today‘s profits.

e.g. ROIC is12%, WACC is 9%, growth rate gis 2%:
2%
—12%
9%—2%

»The firm should trade at a multiple of = 11.9x earnings.*

15.-16.04.2026 | Corporate Finance | A.Schornick 36
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‘ Value Creation KPIs il

Three competitors In the excel sheet provided, calculate and
discuss the following questions:

ValueCo VolumeCo GrowthCo

NOPAT (in €million) 100 € 100€ 100 € (3) What is the Economic Profit (EVA) for
invested Capital so0e|  1.000€|  s00€ the firms this year?
(in €million)
ROIC . .
(4) What is the value of the firm?
Target growth (g) 5% 5% 8%
First steps:

profits, reinvestment, and growth
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That seems to good to be true...

The formula is convenient, but it does come with caveats.

g ROIC

O glC? gFCF? gNOPAT? o Is this year‘s ROIC

Does it matter? representative?
O | ;

o Is future RONIC
the same as
historic ROIC?

QUEEN

H=DVIG
1 — g ACADEMY
ROIC
k—g

o Difficult to estimate

o Large impacton
multiple
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That seems to good to be true...

The formula is convenient, but it does come with caveats.

g ROIC 4 dic — norAT when ROIC = RONIC
v gnopar = 9rcr When investment rate

IR constant

O 91c? 9rcr? 9nopaT”? o Isthisyear's ROIC
representative?
o Does it matter? . .
o Is future RONIC the Which types of firms
histori .
Ceme R e does this capture?
ROIC?
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ROIC dynamics NOPAT
ROIC =

Invested Capital

Owners’
Equity

Owners’
Invested | Equity
Revenues Capital

Invested
Capital

Retained
Earnings

. + new shares issued
Dividends
—shares repurchased

ROIC links Income Statement and Balance Sheet.

But depending on the nature of an investment, these two components do not move at the same time.
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= ...and whatto pay

= Valuation methods, synergies, and

critical assumptions
CORPORATE FINANCE

=  (Capital budgeting tools

Build vs Buy
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Acquisitions are unique ,projects®

Looking at valuation multiples for acquiring targets is tempting, but what about

the underlying assumptions

v ROIC = RONIC?~?
v' ROIC stable ?

v' IR stable?
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M&A Strategies i

Value Creation

Good assets do not mean a good target. Cost / Rev. Synergies
Fi ial S i
At least one of the following must apply: L e
Improvements
® improve them Arbitrage
M&A
Strategy
® not pay full value
® get someone else to pay Transfers

Employees
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Value Creation through M&A

Improve|

ments

Are you really creating value or just consolidating it under one roof?

capability

market
structure

QUEEN

H=DVIG
ACADEMY
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. .
If multiples are not reliable, the sources of value accessed through M&A must be
modeled via the Discounted Cash Flow method:
RONALDSON TOOL CO. DCF ASSUMPTIONS
Discountrate WACC) k= 8,0% PPE (2002) 19,0 Dep (2002) 2,1
PPE/Sales 34% Dep/PPE 10%
Sales growth 2007-% g= 3%
2023  2024(F) 2025(F)  2026(F)  2027(F)  2028(F)
H OW muc h S h ou I'd a Improve Sales (Y=1 N=0) 0 3,00% 7% 6% 6% 5% 5%
. . . Improve COGS/Sales (Y=1N=0) 0 67,27% 67% 65% 65% 65% 65% 2023 actual, 2024+ scenario
t t b l l_ t Improve SGA/Sales (Y=1N=0) 0 21,52% 21% 20% 19% 19% 19% 2023 actual, 2024+ scenario
C O m p e I O r e WI I n g O p ay’ Improve NWC/Sales (Y=1N=0) 0 36,17"/: 24'%: 24°/: 24"/: 24°/: 24°/Z 2023 actual, 2024+ scenario
. Year 2023  2024(F) 2025(F)  2026(F)  2027(F)  2028(F) Explanation
based on the projected Sales 553 570 587 604 622 641  gown
COGS 37,2 38,3 39,5 40,6 41,9 431 %Sales
. SGA 11,9 12,3 12,6 13,0 13,4 13,8 %Sales
synergies of cost and market ppE e
DPPE 0,6 0,6 0,6 0,6 0,6
. Depreciation 2,1 2,0 2,0 2,1 2,1 2,2 2023actual, 2024+ as % PPE
ex p ansion ? EBIT 41 44 46 4,7 4.8 50  =Sales-COGS-SGA-Dep ’
(1-0EBIT  (t=40%) 2,5 2,7 2,7 2,8 2,9 3,0
M Depreciation 2,1 2,0 2,0 2,1 2,1 2,2
The synergies can be toggled
NWC 20,0 20,6 21,2 21,9 22,5 23,2 2023actual, 2024+ as % Sale:
DNWC 0,6 0,6 06 0,7 0,7
on 1 an d Of f O FCF 1,5 1,5 1,6 1,6 1,7 =(1-)EBIT+Dep-CAPX-DNWC
v 34,5 =(1+g)FCF 2007/(r-8)
Discount factor 1,000 0,926 0,857 0,794 0,735 0,681  =1/1+"
PV(FCF) 1,4 1,3 1,3 1,2 246  =DFXFCF
EV 29,7 =sum(PVFCF)
Cash 2002 1,0 from Balance Sheet
Debt 2002 14,0 from Balance Sheet
Equity 16,7 =EV+Cash-Debt
# shares (in millions) 0,584 from Balance Sheet
Value per share (in $) 28,7 ||
45
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AMP: Corporate Finance

For performance assessment:

Is ROIC above WACC — and if not, is growth making it better or worse?

For capital allocation decision:
What fraction of earnings is being reinvested, at what prospective return, and is

that creating or destroying value at the margin?

For deal rationale:
Which specific assumption on value drivers is doing most of the work — and

what happens to the price if itis wrong?
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Executive Education

Corporate Finance
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Prof. Dr. Astrid Schornick
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