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Executive Summary 


In recent years, Volvo Cars AB (‘Volvo’) has taken several actions that outset the rumours that its current 
 owner  was  planning  for  an  exit  via  a  market  introduction.  While  an  initial  public  offering  (IPO)  is  the 
 consensus exit option amongst financial journalists, little attention has been devoted to the value of the 
 company or whether there is an alternative exit option. Thus, this thesis sought to answer a research question 
 that covered both aspects; firstly, value Volvo Cars AB on a stand-alone basis (as in the case of an IPO) 
 and, secondly, to explore whether the company was an attractive investment case to a third party, and if so, 
 a valuation from the perspective of the prospective acquirer would be performed. 


As  the  research  question  entails  flexibility  and  requires  subjective  judgements,  a  pragmatic  case  study 
 strategy  was  taken  on.  In  the  quest  for  finding  reliable  answers,  numerous  well-established  theoretical 
 models and primary methodologies related to the subject were applied.  The matter was investigated by, 
 firstly,  researching  and  understanding  critical  aspects  of  Volvo,  such  as  its  value  proposition,  market 
 position, historical performance, and the competitive landscape in which it competes. Secondly, based on 
 the fundamental analysis of Volvo and its peers, a value of the company was derived using both a discounted 
 cash flow (DCF) analysis and comparable companies analysis. Finally, using the fundamental analysis and 
 investment  rationale  from  an  alternate  buyer  perspective,  an  exploration  of  likely  exit  options  was 
 performed.  


The strategic analysis illustrated the challenges of navigating the automobile industry; increasing intensity of 
 rivalry, heavy capital expenditures, technological disruption, and government regulations were, among other 
 factors, identified as the micro-and macroeconomic factors that profoundly influence the industry and its 
 future profitability. However, despite the company’s disadvantage in size in an industry characterised by 
 economies of scale, it has successfully penetrated the market, primarily driven by a rich heritage that has 
 created a strong brand. From this, the company’s stand-alone IPO-range was estimated to €16.245 - €20.364 
 million.  


 A  thorough  assessment  of  Volvo  as  an  investment  case,  both  from  the  perspective  of  a  financial  and 
strategic buyer, recognised Volvo as an attractive investment for the strategic buyer. After sourcing for a 
potential  acquirer,  Renault  was  identified  as  the  most  likely  party.  By  adjusting  the  DCF  analysis  for 
synergistic benefits, the investment value of Volvo to Renault was estimated to €23.536 million. Lastly, by 
weighing the different options against each other, taking current market conditions into account, it was 
concluded  that  a  strategic  buyer  would  assign  the  greatest  value  to  the  company  and,  therefore,  this 
represents the value maximising exit strategy. 
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1 Introduction  1.1 Preface 


On December 28, 2015, Financial Times reported that Volvo Cars AB (‘Volvo’ or ‘the company’) 
 was  preparing  to  issue  bonds  for  the  first  time  as  a  stand-alone  carmaker  (Sharman,  2015).    This  gave 
 substance to the speculations of Volvo becoming a listed company. Volvo was separated out of the listed 
 Volvo Group, now a truck, buses, and construction equipment manufacturer, in 1999 after Ford Motor 
 Company acquired the company.  After a struggling decade under American ownership, Zhejiang Geely of 
 China, with owner Li Shufu, acquired the company in 2010. Since then, the company has thrived under 
 Geely’s ownership.  


The potential move into capital markets was therefore perceived as a prelude to a stock market debut. The 
 rumour was fuelled by a comment from Volvo’s CEO Håkan Samuelsson to Financial Times stating that 


“We have to be ready to go out on the bond market . . . as part of acting as a listed company with all the 
 transparency and reporting that is required. So I wouldn’t exclude that we would go out on the bond market 
 in 2016” (Sharman, 2015). Both media and individuals close to the company pointed out the elephant in the 
 room – what is point of behaving like a listed company if there is no intention of becoming one? However, 
 according to Chinese owners there were no “immediate” plans for Volvo to be a listed or to access the bond 
 markets.  


Fast-forwarding one year to December 13, 2016, front page news in the Swedish business newspaper 
 Dagens Industri (DI) read “Volvo Cars has never been closer to a market debut” (Hägerstrand, 2016b). 


This conclusion was reached after revelations that the company had been meeting with what was described 
 as “key investors” (Hägerstrand, 2016a). Nevertheless, the company continued stating that going public in 
 the near future was off the table. One of reasons for this was said to be Li Shufu’s concerns about the 
 market not valuing Volvo according to his expectations. However, once the company raised SEK 5bn in 
 convertible preference shares in December, shares that can be converted into listed ordinary shares, from 
 three large Swedish institutional investors, financial reports argued that it became evident that the company 
 was preparing for a market debut (Hägerstrand, 2016b).   


The purpose of this thesis is first and foremost a valuation of Volvo Cars AB, as if the company were 
 going public (initial public offering (IPO)). Secondly, this thesis will explore whether listing Volvo is the 
 most beneficial exit strategy. In other words, it will investigate if there is another exit option that create 
 greater value. The field of study is pursued and valuable for a number of reasons. First, as pointed out by 
 Petersen, Plenborg and Schøler (2006), most valuation literature ignores the valuation of privately held firms. 


The valuation of private companies introduces a range of additional issues, such as the lack of stock market 
data and less informative annual reports, in comparison to valuing a listed company. Second, the number 
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 of  mergers  and  acquisitions  (M&A)  of  privately  held  firms  has  increased  considerably,  consequently 
 valuation of private firms has become increasingly more important (Petersen et al., 2006; Ang and Kohers, 
 2001). Third, the issue will provide the authors with a contemporary case and a context that allows for a 
 practical application of well-established theoretical frameworks and methodologies.  


Important to note is that the perspective of this thesis is equivalent to that of an ‘outsider analyst’, meaning 
 the only accessible information is that which is publicly available.  



1.2 Problem Discussion 


The process and principles of valuing a private company (a company that is not listed on a stock 
 exchange) is not different from the process and principles of valuing a public company. However, there are 
 estimation  issues  that  are  unique  to  private  businesses.  Firstly,  since  private  companies  are  often  not 
 governed by the strict accounting and reporting standards of public companies so the information available 
 for valuation tends to be much more limited both in terms of history and depth. Additionally, there is no 
 market value for equity and often times not for debt, which means that any input that requires them cannot 
 be estimated (Damodaran A. , Investment valuation: Tools and techniques for determining the value of any 
 asset, 2012). This issue becomes evident in market price based risk measures such as beta and bond ratings, 
 which are both potentially non-existing for private firms. While the fundamental inputs in the valuation do 
 not change, the process of estimating may be different given the circumstances surrounding private firms. 


Nevertheless, as with public companies, from a present value perspective, the value of the firm is the present 
 value of estimated cash flows that are discounted at an appropriate discount rate, which is based upon the 
 riskiness of cash flows (Damodaran A. , Investment valuation: Tools and techniques for determining the 
 value of any asset, 2012). 


When projecting a private firm’s cash flows, it is often times done without the benefit of readily 
 available  projections  or  management  guidance.  Therefore,  in  order  to  reasonably  forecast  financial 
 performance  in  the  absence  of  such  guidance,  it  is  necessary  to  develop  a  wide  understanding  of  the 
 company and the industry, including  taking sector trends and consensus estimates for public comparable 
 companies  into  account  (Pearl  &  Rosenbaum,  2013).  Further,  to  accurately  assess  the  competitive 
 environment in which the company operates and its outlooks, analysing both the external and the internal 
 conditions that influence performance is essential (Evans & Mellen, 2010). However, the lack of information 
 and the fact that projections and estimates of future cash flows are based on forecasts and assumptions 
 augments the embedded uncertainty of the present value of the company. Consequently, alternative market 
 valuation methods are needed, such as comparable companies analysis or precedent transaction analysis, 
 which provide a market benchmark for which it is possible to establish valuation for a private company.  


The ultimate value of the company corresponds to the value that different buyers ascribe the business. 


As  valuing  a  company  involves  subjectivity,  the  value  depends  to  a  great  degree  on  the  motive  of  the 
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 valuation; a strategic buyer interested in the company’s operation or a financial buyer searching for near-
 term  returns.  Strategic  buyers  seek  a  good  fit  with  some  aspects  of  the  seller’s  business  and  when  the 
 synergies are significant, the strategic buyer is often willing to pay more (PwC, 2013). The motives for a 
 financial buyer is different from those of a strategic buyer, it often involves using the benefit of significant 
 financial leverage to improve returns, provide financial support for the business as it pays down debt and 
 grows and then exit the investment for a profit in the short to medium term.  The value the financial buyer 
 is willing to pay is dependent on the willingness of the credit markets to extend loans and the terms of those 
 loans, and in some cases financial buyers can actually become stronger buyers than strategic buyers (PwC, 
 2013).   


Despite  this  qualitative  framing,  it  boils  down  to  a  quantitative  question:  what  is  the  value  of  the 
 business? “Value” is an expression of the worth of something. Hence, before proceeding it is imperative 
 what this thesis mean by “value”. Given the different reasons for valuing private equity, where the primary 
 one  is  transaction  related  (IPOs,  acquisitions  et  cetera.)  but  also  compliance  related  (tax-or  financial 
 reporting) and litigation related (damages, shareholder disputes, or lost profits), the motive matters and 
 affect  the  value  of  the  company  (Damodaran  A.  ,  Investment  valuation:  Tools  and  techniques  for 
 determining the value of any asset, 2012). Definitions of value estimates include “fair market value”, “market 
 value”, “fair value”, “investment value”, and “intrinsic value”. All the definitions are conditional on the 
 purpose for the valuation and the status of the company. Therefore, it is necessary to clarify the relevant 
 and different definitions of value that lead to different value estimates.  


▪  Fair market value is defined by the Revenue Ruling 59-60 of the Internal Revenue Service as “… the 
 amount at which the property would change hands between a willing buyer and a willing seller when 
 the former is not under compulsion to buy and the latter is not under any compulsion to sell, both 
 parties having reasonable knowledge of the relevant facts” (Evans & Mellen, 2010). This definition 
 of value is includes the following assumptions: (1) buyers and sellers are hypothetical, typical of the 
 market,  and  acting  in  their  own  self-interest,  (2)  the  hypothetical  buyer  is  prudent  without 
 synergistic benefit, (3) the business will continue as a going concern and not be liquidated, (4) the 
 hypothetical sale will be for cash, and (5) the parties are able as well as willing (Evans & Mellen, 
 2010). As the assumptions imply, the buyer under fair market value is considered to be a financial 
 buyer rather than a strategic buyer and thus the value represent the company on a stand-alone basis.  


▪  Intrinsic Value is defined as the value that an investor considers, on the basis of an evaluation or 
 available facts, to be the “true” or “real” value and that this value will become the fair market value 
 when other investors reach the same conclusion. Put differently, this is the value derived from a, 
 for example, discounted cash flow analysis.  


▪  Investment Value is the value to a particular buyer based on the buyer’s circumstances, expectations 
and investment requirements. It differs from the other definitions because it focuses on a specific 
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 buyer rather than the value in a “market” context (Evans & Mellen, 2010). This value includes the 
 synergies or other advantages the strategic buyer anticipates will be created through the acquisition. 


Following, the investment value is likely different to each potential buyer because of the different 
 synergies that each can create. The increase  in investment value of over the company’s fair market 
 value is most commonly referred to as control premium or acquisition premium (Evans & Mellen, 
 2010).  The  premium  paid  represents  the  fact  that  the  buyer  acquires  control  of  the  target  (the 
 company being acruired) through the acquisition and the potential of achieving the synergies that 
 the combination will create, where the latter is the primary force driving the transaction. 


Given the previous discussion, three questions emerge:  


▪  What is the fair stand-alone market value of Volvo Cars AB and how is this value best estimated?  


▪  Is there a prospective buyer of Volvo Cars AB and why should a buyer pay more than fair market 
 value?  


▪  How  much  above  fair  market  value  should  the  buyer  pay –  in  other  words,  how  large  is  the 
 control/acquisition premium?  


The answer to these questions involves business value, more specifically, what creates it, how to measure it, 
 how to build it, how to preserve it, and how to maximise it though a transaction. Furthermore, this also 
 includes searching for prospective buyer(s), identifying and quantifying the synergies they could achieve 
 through a transaction, which is a process that  involves numerous challenges. For example, this process 
 requires forecasting returns both on a stand-alone basis and, contingent on whether there is a likely buyer, 
 as if the company was under another company’s ownership. Further, these returns are then discounted using 
 the cost of capital to derive the value of the business. The issue here is firstly estimating the cost of capital 
 for the company as a stand-alone ongoing entity, and, secondly, whether it should be adjusted to reflect to 
 the returns in the discounting process.  



1.3 Problem Statement 


Based  on the  discussion  in the  preceding  two sections,  this  thesis  will  pursue  following  research 
 question:  


Important to point out is the flexibility the research question encompasses; the conclusion will be guided 
 by the findings in the thesis, rendering a conclusion which might be that keeping the company is the most 
 valuable alternative.  


“What is the equity value of Volvo Cars AB and in an exit scenario, which exit strategy 
generates most value?” 
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 In order to fulfil the aim of this thesis, numerous sub-questions will be addressed to structure the 
 report and establish grounds for pursuit of the objectives and ultimately the research question. These sub-
 questions, as listed below, can be separated into three categories: strategic, financial, and aspects contingent 
 on the findings in the thesis. The different categories of sub-questions will be addressed in different sections 
 in the report. 


Strategic 


▪  What are the macro- and microeconomic factors that influence the performance of Volvo Cars AB? 


▪  What are the characteristics of the competitive landscape?  


▪  How is Volvo Cars AB positioning itself to exploit the market and generate value? 


Financial 


▪  How has Volvo Cars AB performed historically and in comparison to its closest peers?  


▪  How are Volvo Cars AB financials expected to develop? 


▪  What is Volvo Cars AB cost of capital? 


Contingent 


▪  What are the possibilities in terms of an acquirer? 


▪  How can a potential M&A transaction create value? 


▪  How do current market conditions affect the exit strategy of Volvo Cars AB owners?   



1.4 Delimitations 


This thesis, first and foremost, go through the process of valuing a private company and secondly, 
 the procedures of identifying a potential buyer, both strategic and financial, and the different value a buyer 
 assign to the business. The derivation of these values will constitute the definitive boundary for this thesis. 


Consequently,  in  a  broad  sense,  the  thesis  only  considers  the  information  and  theories  related  to  these 
 subjects. It includes applying valuation theory and methods, strategic frameworks to assess both the micro- 
 and macroenvironment, as suggested in finance literature. Moreover, supporting information depending on 
 the context will also be used, all in order to derive reliable values. Thus the accuracy of the value estimates 
 is  dependent  on  subjective  judgements  and  interpretations  from  the  methods  and  frameworks  applied. 


Though using other fields of studies’ methods and models might have increased the precision of estimates, 
 the theory related to the subject is considered sufficient for fulfilling the purpose of the thesis.  


 The scope of this thesis is illustrated in figure 1. This thesis focus on the deal sourcing (searching for a 
buyer), the due diligence (the process leading up the valuation), and lastly a valuation based on the findings 
in the previous steps. Thus, the preceding and succeeding steps are outside the boundaries of this thesis.  
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 Figure 1. Typical investment process roadmap 


Source: Adopted from Vild & Zeisberger (2014)  


With  regards  to  delimitations  of  the  quantitative  and  qualitative  data,  this  thesis  is  limited  to  publicly 
 available  information.  Consequently,  only  external  information,  such  as  financial  statements,  industry 
 information, and competitor information from multiple sources are used to support the process finding a 
 result. Lastly, the valuation and following conclusion is exclusively based on the case study at hand.  The 
 valuation date is set to 1st of April 2017. Released information beyond this date, such as quarterly financial 
 reports, will not be considered.  



1.5 Structure & Outline 


To  provide  the  reader  of  an  overview,  the  overall  structure  of  this  thesis  and  how  sections  are 
 interrelated are illustrated in figure 2. 


In Part I, the thesis introduces the case company. Fundamental in valuation is gaining a solid understanding 
 of the case company.  


Part II defines the industry in which the company competes as well as present a framework for establishing 
 a peer group. It wraps with a conclusive peer group that will be applied to the multiple valuation.  


Figure 2. Structure and outline overview 


Source: Own construction 
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 Part III is a fundamental assessment of Volvo based on a thorough strategic and financial analysis.  The 
 identified value drivers in the financial analysis and the strategic analysis be the basis for the resulting budget 
 and overall assessment of the company’s outlooks.  


Part IV starts with building pro forma statements as well as an estimation of the company’s cost of capital. 


From  this,  free  cash  flows  are  estimated  and  discounted  with  the  cost  of  capital  using  DCF  and  EVA 
 analysis. To benchmark these absolute valuation methodologies, a multiple-based approach is employed. 


Based on these two methodologies, the fair market value range for the company is derived. Lastly this part 
 deals with the uncertainty involved in valuation through a risk analysis.  


Part V covers the second objective of this thesis, namely to investigate alternative exit options. It will take 
 the perspective of different potential buyers to assess whether Volvo is an attractive investment case. If 
 identified, the investment value for this buyer is estimated.  


Finally, in Part VI findings are discussed and a conclusion tied to the research question is presented. 



1.6 Formats & Definitions 


This section clarifies the formats and definitions that are used in this thesis. As a rule, numbers are 
 presented in million Euros (€). If exceptions are made this will be clearly stated within the table or figure. 


All monetary amounts are presented in Euros. Whenever it has been necessary to convert foreign currencies 
 to euros (primarily the conversion of financial statements) a 52-week average exchange rate has been applied. 


Exceptions to this rule are stock prices and market capitalisation, which applies current prevailing exchange 
 rate. All values are estimated in nominal terms. Further, it should be noted by the reader that the numbers 
 used in this text are formatted using period (.) as thousand separator and comma (,) as decimal separator. Is 
 assumed that the reader of this thesis is familiar with general economic and finance theory and terminology. 


With that said, there is one exception the authors deem necessary to elaborate on. The thesis will use the 
 term  ‘globalisation’  with  respect  to  different  perspectives.  The  term  refers  to  both  the  macroeconomic 
 perspective (the increase of integration of and interdependency between countries) and the microeconomic 
 perspective (firms focusing on the world market).  


Abbreviations are applied in this thesis due to the frequent use of company names and theoretical 
terms. Whenever an abbreviation is used, the full term is presented initially followed by the abbreviation in 
brackets. Lastly, content footnotes are used to for explanatory purposes and to comment on a designated 
part of the text. These are placed at the bottom of the page.  
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2 Methodology  2.1 Research design   


The research design is the general plan of how the research question will be answered. It includes 
 portraying the research philosophy, approaches and specifying the sources from which data is intended to 
 be collected. Further, it also describes the processes that turns the research question into a research project 
 and  presents  an  evaluation  on  important  issues  in  academic  research;  the  validity,  reliability  and 
 generalisability. Finally, it wraps up with a discussion on the limitations given the chosen research method.  



2.1.1 Scientific View 


As  with  most  research, the purpose  of this  thesis  is  to develop  new  knowledge –  though  with  a 
 modest ambition of solving a specific problem – based on a phenomena observed in reality. From a research 
 perspective,  the  phenomena  observed  can  be  characterised  by  the  concept  of  paradigms  from  which 
 understandings and explanations of the reality can be gained and attempted. There are various research 
 philosophies, approaches, strategies, and methods used to tackle a research project and the development of 
 knowledge.  Understanding and  choosing  each  of these  aspects  is  important  in  the  quest for  finding  an 
 answer  to  the research  question.  Each  of  the  possible choices  provide structure,  guidance  and  possible 
 limitations to following decisions and ultimately the way a researcher can collect and analyse data to create 
 valid findings (Saunders, Lewis, & Thornhill, 2009).  Guba and Lincoln (1994) argue that deciding the basic 
 belief system or world view (paradigms) is superior to deciding on questions of research methods, as this 
 guides  the  investigation  not  only  in  the  choice  of  method  but  in  ontologically  and  epistemologically 
 fundamental ways. As such, designing the appropriate research design can be viewed as a process of going 
 through different layers that are surrounded by an outer layer of philosophies.   


The outer layer consists of epistemology, ontology, and axiology. These terms relate to development 
of knowledge, what knowledge is and the nature of knowledge (Saunders et al., 2009). Additionally, these 
research philosophies underpin different paradigms and following assumptions that will guide the research 
strategy and the methods chosen. The adopted philosophy will have practical implications, where the main 
influence is the view of relationship between knowledge and the process by which is it developed (Saunders 
et al., 2009). Ontology is concerned with nature of reality and assesses the difference between reality and the 
perception of reality, whereas epistemology is concerned with what constitutes acceptable knowledge in a 
field of study. The latter is a commonly used in scientific research as it searches for facts and information 
that can be verified objectively and establish acceptable knowledge thereafter. Finally, axiology is concerned 
with the researchers own values and how they play in all stages of the research process. However, as Saunder 
et al. (2009) recognise, the practical reality is that a particular research question rarely fits perfect with one 
philosophical domain. This is supported by Tashakkori and Teddlie (1998), who suggests that it is more 
appropriate to think of the philosophy adopted as a continuum rather than opposite positions.   
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 Given the multiple aspects of this thesis (describing, explaining, understanding, analysing and concluding), 
 the process involves utilising knowledge from a range of disciplines and methods, which in conjunction 
 form  insights  that  cannot  be  obtained  through  all  of  these  disciplines  separately.  Thus,  a  pragmatic 
 philosophy is deemed as the most appropriate view since it allows for a research design where the most 
 important  consideration  is  the  research  question  and  the  possibility  to  work  with  variations  in  the 
 epistemology and ontology philosophies.  This is based on the fact that the research question does not 
 unambiguously suggest that either, for example, a positivist or objectivist philosophy is adopted. This leads 
 to  the  subsequent  layer  which  includes  different  philosophical  stances  (paradigms)  associated  with  the 
 philosophies. 


To elaborate, paradigms commonly associated to work under the ontological worldview are objectivism and 
 subjectivism (or constructionism). The central dogma of the objectivistic paradigm is the recognition that 
 social  phenomena  and  their  meanings  exists  separately  (or  independently)  to  social  actors.  Opposite  to 
 objectivism is subjectivism, which argues that social phenomenon is actually constructed by social actors 
 (Saunders et al., 2009). Further, knowledge creation is a continual process, which means that through the 
 process of social interaction these phenomena are in constant state of revision. As a result, subjectivism is 
 based on the acceptance of multiple realities which implies new knowledge can be derived from specific 
 examples, say a case study. 


Further,  positivism,  interpretivism,  and  realism  are  philosophical  positions  associated  with  the 
 epistemological philosophy. Positivism refers to the philosophical stance of natural scientist research in the 
 way  that  hypotheses  are  generated  and  tested,  which  allows  for  explanations  that  are  measured  against 
 accepted knowledge of the reality. Thus, the positivism paradigm has an objectivistic relation to reality and 
 emphasises  quantifiable  results  leading  to  further  development  of  theory  which  then  may  be  tested  by 
 further research (Saunders et al., 2009). Like positivism, the realism philosophy is a branch of epistemology 
 that assumes a scientific approach to the development of knowledge. Interpretivism on the other hand argue 
 that  insights  are  lost  if  complexity  is  reduced  to  law-like  generalisations,  as  positivism  suggest.  The 
 interpretive view advocates that it is necessary for researchers to understand differences between humans 
 in the role as social actors to seek new knowledge (Saunders et al., 2009). 


This thesis does not reflect a strict objective worldview nor is driven by hypothesis testing or intend 
to test and verify established theory, hence the positivistic and realistic attitude towards knowledge conflicts 
the  research  aim  of  this  thesis.  Moreover,  this  research  does  not  attempt  to  understand  or  investigate 
subjective meanings or social phenomena between social actors. The interpretivistic perspective is therefore 
excluded based on, though acknowledging that expectations of the future in this context are constructed by 
humans, how different perspectives between individuals affect these expectations is not the purpose of this 
study. Nonetheless, there are some features of this study that are characterised by both objectivity and a 
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 singular reality and others that are subjective and allows for multiple realities to be understood. Therefore, 
 as  pragmatism  argues,  both  observable  phenomena  and  subjective  meanings  can  provide  acceptable 
 knowledge. The knowledge is generated through a focus on practical applied research, which integrates 
 different perspectives to help interpret data based on secondary sources and existing theories. This relates 
 to  the  view  of  paradigms  as  a  continuum  rather  than  opposite  positions,  with  the  assumption  that  the 
 integration of qualitative and quantitative traditions within the same study can be seen as complementary to 
 each other. This assumption is supported by Greene and Caracelli (2003), who contend that a mixed method 
 approach  should  be  applied  if  it  generates  the  best supportive  evidence  to draw  conclusions  and make 
 decisions.  



2.1.2 Research Approach 


The nature of the research question is best pursued applying a case study strategy, as it provides tools 
 for  studying  contemporary  complex  phenomena  within  its  real  life  context  using  multiple  sources  of 
 evidence (Saunders et al., 2009). According to Yin (2013) there are four different case strategies based upon 
 two discrete dimensions: single versus multiple case and holistic versus embedded case. The case strategy 
 employed in this study involves a single holistic case study. This implies the use of a single case (Volvo) with 
 the valuation and strategy for the organisation as a whole, opposed to a strategy that employs multiple cases 
 which examines sub-units within the organisation (multiple embedded case study).   


Given  the  “why”,  “what”  and  “how”  aspects  of  the  research  question  this  strategy  fit  best  with  the 
 methodology, as proposed by Yin (2013). Moreover, the case study strategy is also chosen based on its 
 ability to gain a rich understanding of the context of the research and the process being enacted (Morris and 
 Wood, 1991).  It follows that the focus of the thesis is of exploratory nature that utilise existing theory in a 
 contemporary specific context. The study involves flexibility and allows for change of direction as results 
 of the data and analyses appears. This is in line with what Yin (2013) presents as an application of the case 
 study model, namely to explore those situations in which the intervention being evaluated has no clear set 
 of outcomes.  


Moreover, this strategy provides the possibility to triangulate multiple sources of data, including combining 
 quantitative  and  qualitative  work  (mixed  methods).  Tashakkory  and  Teddlie  (1998)  argue  that  mixed 
 methods are useful if it provides better opportunities to answer the research question and better evaluate 
 the extent to which the research findings can be trusted and inferences made from them. More specifically, 
 this thesis will apply a mixed-model research, meaning the combination of quantitative and qualitative data 
 collection and analysis procedures, as well as combining quantitative and qualitative approaches at other 
 phases of the research (Saunders et al., 2009). This is well in line with the preceding discussion on the ‘what’ 


and ‘how’ of the knowledge generated and considered in this thesis, as well as the subjectivistic world view.  
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 Generally,  research  adheres  to  either  qualitative  or  a  quantitative  method.  The  former  is  often 
 characterised  by  interpretivism  and  adopts  an  inductive  process were  the  research  attempts  to  develop 
 theory through empirical observations. The latter is typically used when the research is characterised by a 
 positivistic paradigm and the objective stance to knowledge, where a deductive process is applied through 
 hypotheses testing (Saunders et al., 2009). Given the nature of the research question, the difficulties of 
 defining the research with discrete measures, and the integration of qualitative and quantitative segments 
 characterised by both deduction and induction argues for a third process. According to Dubios and Gadde 
 (2002) the abductive process allows for a continuous interplay between theory and empirical observations 
 and is considered fruitful if the research objective is of exploratory characteristic. The abductive approach 
 is  the  most suitable  approach  as  the  authors  do  not  challenge  existing  theories  or  methods  nor  aim  to 
 generate new theory, but rather utilise established theories to analyse case specific data from which a most 
 likely result is derived.  


Designing the most appropriate research approached was previously described as a process of going through 
 different layers. Therefore, to sum up this section, figure 3 illustrates an overview of the applied research 
 design.  


Figure 3. Research design 


Source: Adopted from Saunders, Lewis & Thornhill (2009) 



2.1.3 Collection of data and Criticism of the data sources 


The data collected in this thesis is both of quantitative and qualitative nature, is exclusively gathered 
from  publicly  available  information  in  the  form  of  secondary  sources.  The  quantitative  data  has  been 
primarily collected from sources that provide financial information services, such as, Bloomberg, Thomson 
One database and MarketLine. These are widely used and accepted financial data providers, and access to 
these databases is provided by Copenhagen Business School, which gives the authors no reason to question 
the credibility and reliably of these data sources. For consistency, all the market data of the publicly traded 
peers have been collected from the same database (Bloomberg).   
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 The exception to this is the case company, which is not publicly traded and therefore, all data is collected 
 from Volvo Cars AB’s annual reports and company announcements. Important to note is that information 
 in annual reports have been used and interpreted with caution, as information regarding future expectations 
 and evaluation of business performance is possibly biased. Further, quantitative data has also been gathered 
 from other secondary sources, such as industry associations, market research companies, national statistical 
 bureaus, and international databases such as the World Bank. In addition to this, qualitative data is gathered 
 from  written  documents  such  as  journals,  newspaper  articles,  and  organisations’  communications  or 
 websites.  


 An overall concern of the secondary data collected is that it was not primarily made for the purpose of this 
 thesis.  Therefore,  interpretations  of  the  same  data  can  vary  and  different  conclusion  can  be  reached. 


However, the gathering and integration of qualitative and quantitative from multiple sources applied in this 
 case study facilitates reaching a holistic understanding of the phenomenon that is examined. The theoretical 
 base of this thesis built on academic literature. A variety of literature, in the form of books (within the scope 
 of  the  subject)  is  include  to  provide  different  perspectives  from  different  authors  to  obtain  as  broad  a 
 theoretical basis as possible.  



2.1.4 Validity and Credibility   


An evident issue of this study is that, especially when it comes to the credibility, some aspects of this 
 study cannot be tested because the study is not primarily built on statistical inference but rather analytical 
 inference. Instead, the credibility of this study is characterised by what Strauss and Corbin (1990) calls logical 
 coherence, which has to do with the adequacy of the research process. As such, details and information are 
 provided consistently so that readers can assess the adequacy of the research procedure and its outcomes. 


As Dubios and Gadde (2002) puts it, logical coherence as a foundation for analytical generalisation is an 
 important criterion for quality in case research. Further, it is acknowledged that interpretations will play a 
 role in analysing data and results in order to make context-specific conclusions, which might reduce the 
 validity. For this reason, the theoretical frameworks applied in this study are well-established frameworks 
 both among academics and practitioners. Moreover, according to Yin (2013) the validity is increased by the 
 triangulation of data sources and the comparison of this data enhances data quality based on the idea of 
 convergence  and  the  confirmation  of  findings.  Conclusively,  however  apparent,  there  is  limited 
 generalisability to this study. Yet, some findings described in this study will be comparable to the findings 
 of other researchers within similar situations and contexts.  



2.1.5 Limitations of the Research Design 


The case study as a strategy has not always been considered as a proper scientific research method, 
where the main argument has been its limitations in providing a basis for scientific generalisation  (Yin, 
2013).  For example, the limitations of employing a single case strategy is the lack of possibility to establish 
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 whether the findings of the case are generalizable, contrasted to using multiples cases which can illustrate 
 whether the findings of the first case occur in other cases. On the other hand, the purpose of this thesis is 
 to  gain  insights  and  understandings  of  a  particular  situation  or  phenomenon,  not  to  build  theory  or 
 rigorously test existing theories.  


The case itself plays a supportive role and facilitates the understanding of the particular situation. As the 
 process of valuation is focused at valuing one specific project or company at the time, undertaking a strict 
 quantitative or qualitative approach would not be valuable given the intentions for this study. As Dubious 
 and Gadde (2002) so agreeably summarise it; learning is the essence of all research. The knowledge in this 
 study is generated through combination of theoretical frameworks with a matching case, and the continuous 
 interplay between search and discovery. Despite the strategy’s academic shortcomings, the authors believe 
 that a case study will yield the most valuable in-depth insights to the theories and frameworks related to the 
 subject.   



2.2 Theoretical Framework 


In general, there are three approaches to valuation: the income approach, market approach, and asset 
 approach. Figure 4 show how a broad categorising of the valuation methods within these three approaches1. 
 The first translates to a discounted cash flow valuation (DCF), the second a relative valuation, and the third 
 uses the  current  value  of  a  company’s  tangible  net  assets  as  the  key  determinant  of  fair  market  value 
 (Damodaran A. , Investment valuation: Tools and techniques for determining the value of any asset, 2012). 


Figure 4. Business valuation approaches 


Source: Adopted from Evans & Mellen (2010). Own depiction  


The estimated value of Volvo Cars AB will be based on an enterprise valuation model. The approach 
 is based on the thoughts of the two Nobel laureates, Franco Modigliani and Merton Miller, namely that the 
 value of a company’s economic assets must equal the value of the claims against those assets (Modigliani & 


Miller, 1958).  Therefore, enterprise value (EV) include both the estimated market value of equity and the 


      


1 Important to note that this is not meant to be an exhaustive list. Within the three approaches there are others methods 
as well. For example, under the Income Approach the contingent claim valuation or ‘real options exist, which uses 
option pricing models to measure the value of an asset that share option characteristics. 
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 estimated market value of net interest bearing debt (NIBD), which is equivalent to the market value of its 
 operations.   


To derive this value, this thesis focus on the primary valuation methodologies used by both academics 
 and  practitioners,  to  determine  valuation  for  private  companies  on  a  stand-alone  basis  and  within  the 
 context of M&A transactions, IPOs, and investment decisions (Damodaran, 2012; Koller, Goedhart, & 


Wessels  2005;  Evans  &  Mellen,  2010;  Petersen  &  Plenborg,  2012;  Pearl  &  Rosenbaum,  2013).  These 
 methodologies  are  represented  by  the  discounted  cash flow  (DCF)  analysis  and  comparable  companies 
 analysis. In addition, due to the benefits and the increased popularity of the economic value added (EVA) 
 approach, which is a cash flow approach that yields identical results as the DCF, this will be included (Koller 
 et al., 2005). The cash flow approach is a widely adopted by practitioners and recommended by the finance 
 literature as it is considered an objective outcome (rather than accrual-based performance measures) that 
 cannot be manipulated (Petersen & Plenborg, 2012).  As a way of testing the validity and accuracy of these 
 value estimates, the market-based valuation is applied. This method is a relative valuation models, where 
 the value is based on various pricing multiplies derived from the market of similar companies.  


To  accurately  measure  value  and  assess  how  the  company  creates  value,  financial  statement  and 
strategic analysis methods will be applied. This includes analysing both the company’s performance and the 
competitive  environment  in  which  the  company  operates.  A  strategic  analysis  supports  the  financial 
statement analysis in the sense that the process goes beyond the results of company and highlights  the 
causes  of  its  success.  As  such,  this  analysis  supports  the  valuation  substantially.  The  achievement  of  a 
company depend on numerous external and internal factors that must be asses as part of the valuation 
process  (Evans  &  Mellen,  2010).  To  assess  the  competitive  environment  and  the  company’s  strategic 
position and ability to compete in the market, this thesis utilises Porter’s Five Forces, PEST, VRIO, and 
SWOT. These frameworks are well recognised and established frameworks, both among academics and 
practitioners (Petersen & Plenborg; Evans & Mellen, 2010; Grant, 2013). The former two is used to analyse 
the external environment, whereas VRIO is used to analyse internal factors, and SWOT can be viewed as a 
combination of the two that presents the factors that influence the performance of a company. 
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P ART  I: T HE CASE COMPANY


This part will create a picture of what the company is and what it aims to be. The first section is devoted to the history of Volvo 
 followed by organisation, strategy, products, sales and finally governance. This will lead to a comprehensive understanding of the 
 company which will make the basis for determining comparable companies as well as the company’s strategic and economic 
 outlook. 



3 Volvo Cars AB  3.1 History 


Volvo was founded by Assar Gabrielsson and Gustaf Larson in the mid 1920’s based on the idea that 
 no one was making a car that was strong or safe enough for Swedish roads. As a result of the partnership, 
 the first Volvo automobile rolled out of the Gothenburg manufacturing plant in 1927, the same plant where 
 several of today’s models are produced. The founders also stated the famous quote “cars are driven by 
 people”, which since then has been central to how Volvo conduct business. This has led to a clear focus on 
 safety and sustainability and the company’s research and development (R&D) department have brought a 
 range  of  important  innovations  to  the  market  and  thereafter  waived  the  patent  rights  for  the  world  to 
 benefit. The most notable safety innovations that Volvo has managed this way is the three-point seat belt 
 in 1959, the rear-facing child safety seat and the child booster cushion in 1976. In terms of sustainability, 
 Volvo invented the lambdasonde in 1976, a probe that manufacturers install as part of the exhaustion system 
 which reduce harmful emissions by up to 90%. Via these types of innovations Volvo has been able to build 
 a reputation of being one of the safest and most environmentally friendly auto manufacturers in the world 
 (Volvo, 2017a).  


In 1999 Volvo Group sold Volvo to Ford Motor Company (Ford) for $6.45bn, starting a new more 
 troublesome period in the automobile manufacturers history and after 11 years of American ownership the 
 company got acquired by the Chinese auto manufacturer Geely for $1.8bn, resulting in a 72% loss on the 
 deal for Ford (BBC News, 1999; Yan & Leung, 2010). However, under Chinese ownership, Volvo has seen 
 tremendous growth and gone from 373.500 vehicles sold in 2010 to 534,332 in 2016 (Volvo Cars, 2015; 


Volvo Cars, 2010) 



3.2 Organisation 


Volvo  Car  AB,  the  Swedish  holding  company,  is  owned  by  Shanghai  Geely  Zhaoyuan  International 
Investment Company Ltd., which in turn is ultimately owned by Zhejiang Geely Holding Group Ltd and is 
controlled by the Chinese citizen Li Shufu. It is operated as an independent entity with headquarters in 
Gothenburg, Sweden. Volvo Car AB, referred to as Volvo or the company, does not conduct any form of 
direct  business  other  than  being  the  holding  company  of  the  Volvo  Car  Corporation,  sales  companies, 
industrial entities and other subsidiaries. The company has a global presence with sales in over 100 countries 
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 and industrial facilities in Sweden, Belgium, Malaysia and China and are currently building a new plant in 
 South  Carolina.  In  2015,  the  group  made  a  common  control  transaction  where  Volvo  acquired  several 
 Chinese industrial entities from the Chinese parent company with the motivation to decrease the groups 
 legislative  complexity  and  to  ensure  growth  in  the  Chinese  market  (Volvo  Cars,  2015).  The  groups 
 operations  are  organised  according  to  standard  corporate  functions  with  a  member  of  the  executive 
 management team responsible for each function, such as IT, marketing, and design. The sales organisation 
 is managed according to the geographical regions Asia-Pacific, EMEA and Americas (Volvo Cars, 2015). 



3.3 Strategy 


Volvo’s vision is to become “The world’s most progressive and desired premium car brand” and in 
 order to achieve the vision the company have formulated the mission; “our global success will be driven by 
 making life less complicated for people, while strengthening our commitment to safety, quality and the 
 environment”.  The  vision  and  mission  are  clearly  formulated  to  leverage  the  company’s  history whist 
 emphasising the transition into becoming a premium car manufacturer. This pivot was initiated when Geely 
 purchased Volvo in 2010 by clearly formulating two phases of a strategic transformation. The aim of the 
 initial phase was to build a strong foundation by 2015, and phase two was formulated to give guidance on 
 how to capitalise and execute going forward (Volvo Cars, 2015). 


The central part of phase one include to create a more flexible manufacturing architecture by developing 
 new platforms and engines making the company independent of outside technologies as well as changing 
 the  company structure  so  that  Volvo  can  fully operate  and  function  as  a  stand-alone  organisation.  The 
 company has also aimed to increase the customer focus by developing new ways to market through a digital 
 sales  platform  as  well  as  introducing new  product  designs more  appealing  to  the  premium  segment. In 
 addition  to  the  previously  expressed  focus  areas,  the  company  has  had  a  focus  on  globalisation  of  the 
 organisation,  establishing  production  facilities  on  all  major  markets,  as  well  as  technological  innovation 
 (Volvo Cars, 2015). 


The company initiated phase two in 2016, introducing a bigger focus on capitalising on the foundation that 
was set up in phase one by increasing the focus on margin management. This included the continuous 
preparation for the future in terms of increasing the economies of scale through the creation of smarter 
modular products that can be used in more models as well as innovating around electrification, autonomous 
drive  and  connectivity.  Additionally,  the  company  will continue  to  leverage  the  three  home  markets  by 
increasing their commercial, industrial and R&D presence through further expansion of the organisation 
(Volvo Cars, 2015).  
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3.4  Products 


Volvo product portfolio consist of premium vehicle models of a wide range; sport utility vehicles 
 (SUV), estate, and sedan. Figure 5 displays a complete view of the product portfolio, clustered by a model 
 range (40, 60, 90) and the three body types S (Sedan), V (Estate), and XC (SUV).  The 40-model range is a 
 smaller car (compact car); the 60-range is a mid-size car; and 90-range full size car. For each model the 
 company offers variants such as R-design, Inscription, Cross Country, and Long Wheelbase all of which 
 differ in terms of driving experience and exterior styling. The fleet consist of both petrol and diesel driven 
 engines. In addition, the XC90 and V60 are also models that are offered within the plug-in hybrid range 
 (combination  of  an  electric  motor  and  a  petrol-  or  diesel  engine).  The  core  design  of  the  products  is 
 characterised by attention to premium factors through Scandinavian design philosophy and living, focusing 
 on functionality and high quality materials.  


Figure 5. Volvo cars product portfolio 


Source: Volvo Cars Annual Report 2015 


The new XC90 and S90 were the first products launched with the new product development platforms, 
Scalable Product Architecture (SPA) and Compact Modular Architecture (CMA). The new platforms allow 
for a wide range of flexibility, stretching from design and proportions to technological features such as 
drivability, safety, connectivity, and interior space. According to the company, the new platforms pave the 
way for a new design philosophy with certain signature design elements, such as lights and interior. Since 
its launch, the all-new XC90 was credited one of the most prestigious design awards in the world, Red Dot 
Design ‘Best of the Best’ Product Design Award (Red Dot, 2015). The platforms are said to be one of the 
cornerstones in the company’s product strategy and is set out to renew Volvo’s entire fleet of vehicles by 
2019. The renewal plan also  includes discontinuing models, where the V70 and XC70 were phased out 
during 2016 while the S90/S90L and V90/V90 Cross Country were introduced to the market.  
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 Table 1. Retail sales by model (units) 


Source: Volvo Financial Report 2016, own depiction 


As seen in table 1, Volvo reported a retail sales record of 534.332 (503.127) units sold in 2016, an increase 
 of 6.2% and the third consecutive year of record sales for the company years.  In terms of sales by model 
 the XC60 remained the most popular model during 2016 with 161.092 units sold. The second best-selling 
 car line was the V40/V40 Cross Country, and together with the all-new XC90 mainly the three models drive 
 the sales increase.  



3.5 Sales 


The  company  has  a  global  presence  with  sales  in  over  100  countries,  with  three  home  markets: 


Sweden,  the  US,  and  China.  Moreover,  the  company  segments  the  sales  into  two  additional  categories 
 labelled as “Western Europe (excl. Sweden)” and “Other markets”. Western Europe consist of key markets, 
 such  as  UK,  Italy,  Belgium,  Netherlands,  France,  and  Spain  while  Other  Markets  include  for  example, 
 Russia, Japan, Canada, and Poland.  


Figure 6. Top 10 retail sales by market (units) 


Source: Volvo Financial Report 2016, own depiction 
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 Figure 6 depicts the sales segmented by the different markets. In 2016, Western Europe accounted 
 for roughly 40 per cent of total sales while the other markets accounted for a fairly even share. This sales 
 distribution has been steady over the last couple of years. Table 2 shows that the increase of sales during 
 2016 was mainly supported by a strong growth in two of Volvo’s home markets, the US and China, growing 
 18,1% and 11,5% respectively. Western Europe region grew by 4,1%, Sweden decreased by 1,3% and Other 
 Markets increased 2,5%.  


Table 2. Retail sales by region 


Source: Volvo Financial Report 2016, own depiction 


Western Europe. Over the last couple of years, Western European passenger sales have continued to grow 
 at steady pace mainly driven by positive economic development in major markets. Key markets, such as 
 UK,  Germany,  Belgium  and  Italy,  showed  strong  new-car  sales.  The  XC60  was  the  best-selling  model 
 further supported by the all-new XC90.  


China. Car sales increased substantially during 2016, mainly attributed to the government’s purchase tax 
 cut on tax on small-engine/cars and a continued strong demand for SUV’s and compact crossovers. The 
 XC60 was the best-selling model with sales, followed by the S60L. In addition, the XC90 contributed to the 
 strong volume growth. For the full year, the region grew by 11,5%.  


US. Demand for SUV and compact crossover remained strong. For the full year, the company sold 82.726, 
 a substantial growth of 18,1% from precedent year.  The growth mainly attributed to the all-new XC90. 


Sweden.   Due  to  the  discontinuation  of  models,  total  sales  for  the  region  took  the  year  took  a  step 
 backwards and decreased 1,3%. Despite this, Volvo holds a strong position on the Swedish passenger car 
 market. The XC60 was the best-selling model followed by the V90/ XC90. The company managed to claim 
 the  throne  once  again  of  the  best-selling  model  in  Sweden  after  the  launch  of  V90/S90,  a  placing  the 
 company lost to Volkswagen (VW) Golf for the first time since 1962 (DI, 2017).   


Other Markets. Demand remained strong in several Other European and Japan while Russia displayed a 
weaker trend. The XC60 and the V40/ V40 Cross Country were the most popular models, while the XC90 
showed a supporting volume with 18.270 units sold. Overall the market grew by 2,5%.  
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3.6  Governance 


Volvo Cars is a privately-owned company and therefore not obliged to follow a corporate governance 
 code as publicly listed companies do. However, the company has repeatedly stated that it intends to report 
 information as if it were publicly traded and have chosen to follow “relevant” parts of the Swedish code of 
 corporate governance (the code) on top of the regulations set by the Swedish companies act and Swedish 
 annual accounts act. Therefore, the code will be applied as means for comparison, whilst acknowledging 
 that some parts of the code is irrelevant for private companies. In 2016 the company raised approximately 
 7,6 billion SEK in debt and issued preferred shares for 5 billion SEK to three Swedish institutional investors 
 (AMF, Folksam and AP1), thus increasing the number of both shareholders and stakeholders. 


In line with the code, the highest decision making body is the shareholders meeting who, amongst other 
 tasks, elect a nomination committee who in turn nominate members to the board of directors (BoD). The 
 company’s  board  of  directors  consists  of  13  members  including  three  union  representatives,  the  CEO 
 Håkan Samuelsson and four members that are both independent of the majority shareholder and executive 
 management (Volvo Cars, 2015). In recent years several new members have been appointed to the BoD, 
 most notably former SKF CEO, Tom Johnstone and IT entrepreneur Betsy Atkins. The code stipulates a 
 majority of the directors to be independent, but since it is a privately owned company and the majority 
 owner has full control over the shareholders meeting, this is one of the examples why some parts of the 
 code is abundant in the case of Volvo. The BoD has created special committees for auditing, people and 
 compensation as well as for product strategy and investment. The reason for creating special committees is 
 to increase the BoD’s knowledge base for decision-making within some key organisational issues (Volvo 
 Cars, 2015). 


The overall assessment is that the company is managed on a very professional level. Further, the fact that 
Volvo aim to report as if they were listed is expected to decrease the difficulties of accessing information 
that is vital for valuation purposes. 
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P ART  II: D EFINING THE INDUSTRY AND PEERS


This part will narrow down the broad term ‘automotive industry’ and based on that distinction present Volvo’s peers. Firstly, 
 the section defines the relevant industry for the purpose of this analysis and secondly defines the segments within the industry. 


Finally, it provides a holistic description for determining comparable companies (“comps”). The comps will be determined by 
 shared key parameters. The most similar companies will then form the peer group that will be applied for benchmarking and 
 valuation purposes.  



4 The Automotive Industry: Cars 


The  automotive  industry  is  generally  defined  to  comprise  all  companies  that  manufacture  trucks, 
 busses, motorcycles, commercial cars and passenger cars (Encyclopedia of Global Industries, 2011).  Volvo 
 solely produce and market cars, hence the focus throughout this study will be on car manufacturers – also 
 referred to as auto manufactures (AMSs).  In line with market researchers and data, this thesis defines the 
 car markets by the initial retail sale/registration of new passenger cars, opposed to the manufacturing of 
 cars (also defined as automobile market). The markets include sedans, compact cars, SUVs, estates, and 
 other related vehicles comprising no more than eight seats in addition to the driver's seat and used for the 
 purpose  of  transporting  passengers  (MarketLine  2016a;  OICA,  2017a).  Moreover,  the  market  value  is 
 calculated at retail selling price and the market volume is given in terms of units sold.   



4.1 Segments 


AMs  target  different  market  segments  by  both  offering  different  models  based  on  buyer 
 characteristics  and  the  overall  quality  and  price  of  that  product  line.  One  example  of  model  based 
 segmentation is seen in the previous section on Volvo’s product portfolio, which offers a whole range of 
 cars from compact vehicles to larger estate type vehicles and SUV’s, targeting buyers with different needs. 


This type of segmentation is very typical for the automobile industry and most manufacturers offer similar 
 type product ranges. As a means of differentiation, manufacturers tend to position themselves in different 
 price segments, thus creating what this thesis will denominate as a value, premium and luxury segment. 


According this definition, products in the value segment are characterized by a low price and quality, the 
 premium segment higher price and quality and luxury type cars by luxury features and very high price.  


It is not uncommon for participants to own brands that target different segments. Volkswagen is an example 
 of a company that competes in multiple segments with different brands, with Škoda and Seat in the value 
 segment,  Audi  and  VW  in  the  premium  segment  and  Bentley,  Porsche  and  Lamborghini  in  the  luxury 
 segment (Volkswagen, 2015). The equation is naturally more complex than functional forms of value such 
 as  quality  and  cost  value  in  terms  of  price.  Experiential  and  symbolic  type  values  such  as  emotional 
 attachment to brands, image, prestige and exclusivity play a crucial role in the value proposition (Smith & 


Colgate, 2007). These values are very important in positioning a brand within a given price segment due it 
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 its effect on customer perception of what the  product is, and therefore the price that the company can 
 charge.  



5  Peer Group 


A peer group must be created in order to analyse a private company and establish a valuation using 
 comparable  companies.  Pearl  and  Rosenbaum  (2013)  presents  a  framework  for  finding  comps.  This 
 framework is in line with what Koller et al. (2005) describes as “best practices” for finding comps and to 
 apply  multiples  properly.  The  starting  point  is  gathering  a  broad  overview  of  the  public  vehicles 
 manufacturing companies in the automobile industry. The group is then narrowed down to those that share 
 similar core characteristics, following the framework as displayed in Table 3. After identifying all potential 
 comps, a screening based on the business profile and strategic outlook will be performed. Following, an 
 additional screening on the companies’ financial profiles will be performed.   


Table 3. Peer group framework 
   


Source: Adopted from Pearl & Rosenbaum (2013). 


The selection of best comps is dependent on gaining a sound understanding of the target company, 
 a process which is especially challenging for private companies as it is often difficult to find basic company 
 data. Despite Volvo being a private company, the company has provided financial and other information 
 over the last couple of years at a sufficient level for this analysis.   


Part I: Business Profile Analysis 


The business profile serves as the initial screening stage, applied on public companies in the same sector. 


The  early  universe  of  companies  is  collected  using financial  information  services,  advised  peers  and  by 
 browsing through similar car manufacturers’ financial reports, searching what they define as competitors 
 including Volvo’s. In addition, SIC codes2 are used to screen for companies that operate in the same sector. 


Table 4 show the comparables identified through the process described above.  


Products & Services. The companies included in the initial peer group are all identified as automobile 
 manufacturers  but  the  majority  of  the  companies  also  offer  related  products  and  services  such  as 
       


2 Standard Industrial Classification  (SIC) is a  system established by the U.S.  government for classifying  the major 
business operations of a company with a numeric code. Source: Pearl & Rosenbaum (2013).  
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