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Abstract 


This thesis aims to estimate the value of Coloplast A/S on November 1, 2018 from an outsider perspective 
 based on strategic and financial analyses and a DCF valuation. Additionally, it investigates how forecasted value 
 drivers and valuation assumptions affects the estimated value and help explain the difference between this and 
 the actual market value. 


A PEST analysis, Porter’s Five Forces analysis, Value Chain analysis and SWOT analysis are performed in order 
 to identify key opportunities, threats, strength and weaknesses that determine Coloplast’s future prospect. 


Moreover, a growth and common-size analysis as well as a Dupont profitability analysis and an examination of 
 the impact of a  new high-volume production facility in Costa Rica is performed. This includes extensive 
 benchmarking with competitors.  


Key growth, cost, investment and financing value drivers are forecasted based on the strategic and financial 
 analysis resulting in the forecasted income statement, balance sheet and cash flow statement for Coloplast. 


These are, together with a mainly theoretically estimated WACC, used in the DCF valuation to estimate the value 
 of Coloplast. This estimated value is DKK 639.2 per share, which is DKK 46.8 higher than the actual market value 
 of DKK 592.4 on November 1, 2018. 


An assessment of the forecast and valuation, including a multiple analysis, finds that the forecast is not 
 unrealistic based on key value drivers, margins and ratios, when considering the strategic and financial analyses 
 and the multiples relative to competitors. Further, a sensitivity analysis and scenario analyses find that investors 
 might not believe Coloplast to have as high growth rates or EBITDA margins due to the lower actual value. 


Nevertheless, a more likely scenario is that the estimated WACC is too low. This could, in part, be explained by 
the announcement of a new CEO, which might increase the required return on equity for investors. The too low 
WACC estimate, indicates that the forecast assumptions are actually too pessimistic as using a higher WACC, 
estimated by Coloplast or analysts, results in an estimated value below the actual market value. Subsequently, 
investors might expect higher growth rates or EBITDA margins than this thesis but also a higher WACC. 
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1. Introduction 


“An economist is an expert who will know tomorrow why the things he 
 predicted yesterday did not happen today” (Flyvbjerg, 2001, p. 44) 


Economists, investors and managers continuously estimate the value of companies in order to examine their 
 prospects relative to the market values. This is done in order to make qualified decisions to maximize their or 
 their shareholder’s profit, whether this involves investigating how to improve relative to other companies, 
 implementing new strategies or changing the stock portfolio. However, as the quote above suggests, the 
 valuations rarely reflect the actual market value of the company the next day, and if they do, this is most likely 
 not because all the assumptions are correct, but because the faulty assumptions cancel each other out. 


Notwithstanding, conducting these investigations and valuations as well as comparisons with the actual market 
 value and values of competitors, provide important information which educates these players, allowing them to 
 make smarter and more qualified decisions. Furthermore, the necessary analyses and forecast that need to be 
 undertaken to make a qualified valuation, forces these players to examine and consider both the external 
 environment  in which a company operates  and how this limits or liberates the company, and the internal 
 resources and capabilities, which allows a company to be and stay competitive in the long run. Subsequently, 
 these valuations as well as the analyses and research performed to conduct them, hold much value for companies 
 as well as investors and researcher in the market. 


Coloplast A/S (hereafter Coloplast) is a global, medical supplies and devices company headquartered in 
 Humlebæk, Denmark, with sales subsidiaries in more than 40 countries (Coloplast, Corporate Responsibility 
 Report 2017/18, 2018). It produces and sells products within the business areas of ostomy care, continence care, 
 interventional urology and wound & skin care. Coloplast currently employs about 12,000 employees world-wide, 
 had, in 2017/18 a revenue of DKK 16,449m (Coloplast, Annual Report 2017-18, 2018) and have experienced 
 above market-growth for many years. A valuation of Coloplast could, therefore, highlight interesting factors that 
 have led to this high growth, or identify a different trend in the future. Moreover, a comparison to the actual 
 value of Coloplast, could show what the market actually thinks and expects of Coloplast’s future prospects. 


Furthermore, as Coloplast is one of Denmark’s largest companies, a valuation as well as analyses of its 
 environment and ability to compete in the market, is relevant for the whole country. For example the decision 
 to move the high-volume production sites from Denmark to Hungary, rendered many Danish people without a 
 job (Sand, 2019). Therefore, Coloplast is an interesting case company for this valuation. 


This thesis aims to estimate the value of Coloplast A/S on November 1, 2018, from an outsider perspective, based 
on strategic and financial analyses and a DCF valuation. Moreover, it investigates how forecasted value drivers 
and valuation assumptions affects the estimated value and helps explain the difference between this and the 
actual market value. To achieve this, this thesis will, first, introduce the research perspective and approach 
following an introduction of the scientific framework and Coloplast. Second, the strategic analysis consisting of 
an external analysis of the macro environment (PEST analysis) and industry environment (Porter’s Five ´Forces 
Framework) as well as an internal analysis (Resources & Capabilities and Value Chain Analysis), though from an 
outsider perspective, will be conducted. Subsequently, the financial analysis of Coloplast will be undertaken, 
including comprehensive benchmarking with competitors. Fourth, based on these strategic and financial 
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 analyses, the forecast that will lay the foundation for valuation is established. Fifth, the valuation of Coloplast 
 will be conducted, including a section estimating and calculating the Weighted Average Cost of Capital. Sixth, a 
 discussion of the estimated value compared to the actual value will be performed, through a multiple analysis, 
 sensitivity analysis and scenario analysis. Lastly, a conclusion will resolve the research question followed by 
 limitations and further research. 



2. Methodology 


This thesis aims to achieve scientific objectivity through validity not reliability (Olsen & Pedersen, 2005; 


Pauwels & Matthyssens, 2005). The stock price of a company is seen as the one true value of a company at any 
 given time, and valuations that deviate from this value are subjectively influenced attempts to understand this 
 actual value. Achieving scientific objectivity through validity, is, however, not the same as being completely 
 objective, as the analyses and results will always be colored by the interpreter (Olsen & Pedersen, 2005). 


Nonetheless, the aim is visibly to base the analyses on publicly available sources and reasoning, in such that 
 readers can follow the argumentation and thereby understand and validate the process and results.  



2.1 Research Question 


Based on strategic and financial analyses and a DCF valuation from an outsider perspective, 
 what is the estimated market value of Coloplast A/S on November 1st 2018? To what extent do 


variations of forecasted value drivers or valuation assumptions influence the estimated value 
 and how can these help explain the difference between this and the actual market value? 


Subsequently, this thesis will analyze Coloplast as an outsider from both a strategic and financial perspective 
 thereby identifying external and internal developments that can help forecast and, therefore, valuate Coloplast. 


Following the valuation, a discussion will compare the estimated and actual value and identify a number of 
 possible developments and reasons that could help explain the difference between the values and, further, shed 
 light on the usability and validity of the forecast and valuation. 


Correspondingly, this thesis takes both a qualitative and quantitative approach in investigating Coloplast. 


The qualitative approach is the strategic analysis, which concentrates on the quality of the company and how it 
is influenced by the market and global environment. The quantitative approach focuses instead on the company’s 
financial statements as well as those of competitors, introduced in the financial analysis. While one could settle 
for using one of these approaches, triangulation of methods, i.e. using multiple approaches, is preferable, as it 
allows for better support for forecasting, resulting in more comprehensive analysis result, as well as eases 
validation for readers (Ghauri, 2005).  Moreover, looking at Coloplast from both a strategic and financial 
perspective enables this thesis to look at all the factors influencing the valuation: “The whole is related to each 
of the parts, and each of the parts is related to the other parts and to the whole.” (Crowe & Doran, 1992, p. 205).  
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 Accordingly, the approach and structure of this thesis is presented in Figure 2.1. A more detailed description 
 of the items in the figure, the associated theories and analyses methods applied, are explained in the Strategic 
 Framework below. 



2.2 Data Utilization and Analysis 


This thesis analyzes Coloplast from an outsider perspective, wherefore a mixture of publicly available 
 primary, secondary and tertiary data sources are used. It is attempted to use reliable and multiple data sources 
 to support an argument, but in some cases only limited information is publicly available, why this might not 
 always be possible. Using these different types of data sources and using multiple data sources for different 
 arguments,  provides a more stable  foundation for the analyses. Here, using non-publicly available data or 
 collecting primary data from Coloplast and its competitors, could have provided a more comprehensive view, 
 strengthening the analyses and, therefore, the valuation. However, as only publicly available data is supposed to 
 be reflected in the actual value of Coloplast, collecting primary data could result in subjectively influenced data, 
 wherefore, and due to the limited time and scope of this thesis, this has not been done. 


The strategic and financial analyses are based on Petersen & Plenborg’s (2012) approach. Notwithstanding, 
a greater focus has been laid on the strategic analysis in this thesis, as context is deemed as essential (Flyvbjerg, 
2001). Further, only those analyses of the financial data that are important and relevant for the valuation have 
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 been included in thesis. However, all have been considered. The theories and methods of analysis will, as stated 
 above, be explained in the scientific framework. Nonetheless, it is expected that readers already have knowledge 
 of these, wherefore they will only be generally introduced. 


Throughout the strategic, but more significantly, the financial analyses, benchmarking with main 
 competitors will be used in a discussion of key factors, accounting items and ratios. These will, further, be used 
 when forecasting the financial statements for the analyses and discussing the valuation outcome. 



2.3 Delimitations 


This thesis takes, as mentioned above, an external approach using only publicly available data not including 
 industry and other reports which require user payment. Subsequently, the analyses and following valuation are 
 influenced by this: Firstly, the internal strategic analysis of Coloplast is very limited as the theories this analysis 
 is based on are created for internal use. Secondly, it would benefit the valuation if the historical and forecasted 
 statement items could be separated based on Coloplast’s business areas. However, this information is only 
 available for the revenue and will, therefore, not be done. In the strategic analysis, the business areas have been 
 highlighted when possible. Lastly, the comparison with competitors is influenced by limited accessibility to 
 financial statements and other data as well as limited space. In the strategic analysis competitors are mentioned 
 when information is available and deemed as improving the analysis and, in the financial analysis only those main 
 competitors with available financial statements have been included. This will be further elaborated in  the 
 financial analysis.  


As Coloplast is a global company that operates in many different countries, exchange rates have a significant 
 impact on its revenue (Appendix 1). Nonetheless, this thesis will not discuss exchange rates in the strategic 
 analysis nor include their impact in the forecast and valuation, as they follow a random walk and, therefore, 
 cannot be predicted (Mussa, 1979). Subsequently, all future estimates are in DKK and it is assumed that 1% 


growth in local currencies corresponds to a 1% increase in DKK. Based on this same line of argumentation, 
 developments in oil prices (Appendix 2) and interest rates are also excluded from the analysis and valuation. All 
 of these would, usually have been included as an economic factor in the PEST analysis.  


Lastly, the date of the valuation is set to be the 1st of November 2018, as this is the date the annual report 
 for 2017/18 was presented (Coloplast, Annual Reports, n.d.). Therefore, information from after this cut-off date 
 is not used in the forecast and subsequent valuation. Nonetheless, some information has been used in the 
 strategic analysis to support argumentation. For competitors, the financial data has been used for all of 2018, as 
 their financial year runs until the 31st of December. As explained in the financial analysis, changing the financial 
 data to reflect the same financial year as that of Coloplast is deemed to create more confusion than it will help 
 the analysis. 



3. Scientific Framework 


This section will introduce the theories and methods used for the strategic and financial analyses, the forecast 
and valuation as well as the discussion of the estimated and actual value. 
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3.1 Strategic analysis 


In economic theory, a company’s main goal is to create value for its owners by maximizing economic profits 
 in the long run (Grant, Contemporary Strategy Analysis, 2016). Consequently, strategy is the mean to which the 
 company reaches that goal by matching its internal resources and capabilities with the opportunities and threats 
 present in the external environment (Grant, Contemporary Strategy Analysis, 2016; Jurevicius, 2013).. The 
 external environment analysis consists of an analysis of industry factors (Porter’s Five Forces) and an analysis of 
 the macro factors (PEST Analysis), and the internal analysis consists of an identification of capabilities in the 
 different levels of the value chain (Porter’s Value Chain Analysis).  Following these,  the SWOT analysis  is 
 introduced. This is used as a summation of the main opportunities, threats, strengths and weaknesses identified 
 by the internal and external analyses. 


3.1.1 External Macro Environment 


To understand Coloplast’s external macro environment, the PEST analysis is employed. PEST is a simple 
 analysis that identifies the key external macro level factors that might affect a company (Jurevicius, 2013). PEST 
 stands for Political, Economic, Socio-cultural and Technological factors (MindTools, PEST Analysis - Identifying 
 the "Big Picture" Opportunities and Threats, 2018). However, many other variations exist which include other 
 factors such as Legal, Ethical or Demographic (Jurevicius, 2013). However, these additional factors can also simply 
 be included in the original PEST analysis. In such, political factors will include all legislation and legal matters and 
 Socio-cultural factors will include demographic developments. 


3.1.2 External Industry Environment 


Porters Five Forces Framework is the most widely used for analyzing the industry environment (Appendix 
 3). Here, the profitability of an industry is determined by five sources of competitive pressure: Industry rivalry, 
 supplier power, threat of entry, substitute competition and buyer power (Grant, Contemporary Strategy Analysis, 
 2016). The structure of the industry, based on the strength of the five forces, determines how the economic 
 value, which is created in the industry, is divided1 (Porter, The Five Competitive Forces That Shape Strategy, 
 2008). While Porter recommends conducting field research to make a comprehensive analysis (Porter, Appendix 
 B: How to Conduct an Industry analysis, 1980), this thesis, as explained previously, only bases the analysis on 
 external, publicly available data. 


The framework has been subject to much critique, most noteworthy it has been argued to be a static model 
 describing dynamic industries (Investopedia, The Pitfalls of Porter's 5 Forces, 2018). Nonetheless, Porter (2008) 
 argues that his framework should not only be used to describe a certain moment in time, but rather that it should 
 identify the most significant aspects of the competitive environment in such that, amongst others, changes in 
 the industry can be anticipated and exploited (Porter, The Five Competitive Forces That Shape Strategy, 2008). 


3.1.3 Internal Analysis 


Internally, a company possesses a unique collection of resources and capabilities. By exploiting these and 
 differences compared with competitors, competitive advantage and, therefore, profitability can be achieved 
 (Grant, Contemporary Strategy Analysis, 2013). Competitive advantage is understood as: “a firm’s current or 
        


1 How much is retained by companies versus bargained away by customers and suppliers, limited by substitutes, or 
constrained by potential new entrants (Porter, The Five Competitive Forces That Shape Strategy, 2008). 
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 future ability to earn a consistent higher rate of profit than its competitors in the marketplace”  (Grant, 
 Contemporary Strategy Analysis, 2016, p. 211). Our primary interest is identifying those capabilities that provide 
 the basis for competitive advantage (Grant, Contemporary Strategy Analysis, 2013). Different approaches to 
 identify them exist, like the functional classification approach or 7-S Framework (Grant, Contemporary Strategy 
 Analysis, 2013; McKinsey, 2008). Nonetheless, this thesis will use Porter’s Value Chain Model (Appendix 4), which 
 is based on the idea that all companies perform a number of activities, primary and supporting, which, combined, 
 add value. Not every activity necessarily adds value, but the model allows you to look at and identify those that 
 do (Porter, Competitive Advantage, 1985). This is why this model has been chosen.  


Similar to the Porter’s Five Forces Model the analysis can accommodate expected future developments to 
 some extent, based on current and previous developments. 


3.1.4 SWOT analysis 


The SWOT analysis is a framework used to evaluate a company’s competitive position. It is also called an 
 internal-external analysis as it looks at strengths and weaknesses, which are internally in the company, and at 
 opportunities and threats, which are externally in the environment  (MindTools, SWOT Analysis, n.d.; 


Investopedia, SWOT Analysis, 2019). In this thesis,  the  SWOT Analysis  is used as a summation of the other 
 strategic analyses, in such that the main areas of interest are clearly visible and can be used together with the 
 financial analysis to make a good forecast and valuation.      



3.2 Financial Analysis 


The financial analysis aims to calculate important financial items and ratios and look at their development over 
 time in order to lay the foundation for the following forecast and valuation. To achieve this, the financial 
 statements have to be reformulated to reflect operating and financing activities, which need to be consistent 
 over time and across firms (Petersen & Plenborg, Chapter 4: The analytical income statement and balance sheet, 
 2012). Based on the analytical statements a common-size and growth analysis are conducted,  as well as a 
 profitability analysis. This is done in order to evaluate the company’s historical performance. Comprehensive 
 benchmarking with main competitors will be used to discuss and evaluate the resulting financial measures and 
 ratios. 


3.2.1 Reformulating the financial statements 


The financial statements need to be reformulated to reflect operating and financing activities as this 
 provides us with better knowledge of different sources of value creation in a firm (Petersen & Plenborg, Chapter 
 4: The analytical income statement and balance sheet, 2012). Further, it allows us to calculate unblurred key 
 ratios for analyses as well as comparison with competitors. 


The analytical income statement provides us with the operating earnings, which are a key performance 
measure showing the firm’s profit from its core business, regardless of how it is financed. This is identified 
through the measures: Earnings Before Income Tax, Depreciation and Amortization (EBITDA), Earnings Before 
Income Tax (EBIT) and Net Operation Income After Tax (NOPAT) (Petersen & Plenborg, Chapter 4: The analytical 
income statement and balance sheet, 2012). The latter is not reported on financial statements, wherefore it is 
necessary to add back the tax advantage from net financial expenses to EBIT in order to get to NOPAT. This is 
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 due to the fact that financial expenses are tax deductible (Petersen & Plenborg, Chapter 4: The analytical income 
 statement and balance sheet, 2012). Moreover, we get the total net financial expenses. 


The analytical balance sheets provides us with the combined investment in a company’s operating activities: 


Invested Capital (IC). IC equals the sum of operating assets less operating liabilities, as the latter reduce the need 
 for interest-bearing debt, or the sum of equity and net interest-bearing debt (Petersen & Plenborg, Chapter 4: 


The analytical income statement and balance sheet, 2012). Subsequently, this calculation requires that assets 
 and liabilities are grouped into operating and financing activities, as explained above. These, further, need to 
 reflect the classification in the income statement. The analytical balance sheet and the resulting IC are important 
 in calculating and evaluating a company’s profitability as well as creating forecasted statements. 


3.2.2 Financial Analyses 


Three financial analyses of the analytical financial data will be undertaken. The Common-size and Growth 
 analyses are used to look into some of the financial items, comparing them to main competitors. Common-size 
 takes the item as a percentage of revenue each year, and the growth analysis calculates the growth of each item 
 from one year to the next  (Petersen & Plenborg, Profitability Analysis, 2012; Petersen & Plenborg, Growth 
 Analysis, 2012). These analyses will result in a comprehensive view of how Coloplast is doing relative to 
 competitors and lay the foundation for the profitability analysis. 


The profitability analysis follows the Du Pont Model (Appendix 5), where Return on Equity (ROE) is the 
 profitability measure, which is calculated as depicted in Equation 1. Profitability is essential for a company’s 
 survival as well as ensuring satisfactory returns to its shareholders (Petersen & Plenborg, Profitability Analysis, 
 2012). ROE is based on the Return on Invested Capital (ROIC) after tax, which, again, is based on the profit margin 
 (PM) and turnover rate of Invested Capital (TRIC), as well as on the Net Borrowing Cost (NBC) and the financial 
 leverage. Each of these is introduced below. 


ROE = ROIC + (ROIC−NBC)∗NIBD


Equation 1 (Petersen & Plenborg, Profitability Analysis, 2012) BVE


ROIC is the profitability measure for operating activities that expresses the return on capital invested in net 
 operating assets. Moreover, it shows whether this profitability is driven better by the revenue and expense 
 relation, described by PM, or an improved capital utilization, expressed through TRIC, as depicted in Equation 2 
 (Petersen & Plenborg, Profitability Analysis, 2012).  TRIC is calculated based on both income statement and 
 balance sheet items, wherefore average values are used in the calculation. 


ROIC =NOPAT


IC ∗100 = PM∗TRIC =� NOPAT


Net Revenues∗100� ∗ �Net Revenues


IC � 


Equation 2 (Petersen & Plenborg, Profitability Analysis, 2012) 


NBC and financial leverage bring the financial aspect into the ROE calculation, and are depicted in Equations 
 3 and 4. Like TRIC, NBC is calculated using average values. If the spread, the difference between ROIC and NBC, 
 is positive, an increase in the financial leverage will improve ROE. Nonetheless, if the spread is negative an 
 increase in the financial leverage will have the opposite effect (Petersen & Plenborg, Profitability Analysis, 2012). 


Subsequently, a higher financial leverage results in higher variation in ROE, as risk increases with financial 
leverage (Petersen & Plenborg, Profitability Analysis, 2012). 
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  𝑁𝑁𝑁𝑁𝑁𝑁=𝑁𝑁𝑁𝑁𝑁𝑁 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝐸𝐸𝐸𝐸𝐸𝐸𝑁𝑁𝐹𝐹𝐸𝐸𝑁𝑁𝐸𝐸 𝐴𝐴𝐴𝐴𝑁𝑁𝑁𝑁𝐴𝐴 𝑇𝑇𝐹𝐹𝐸𝐸


𝑁𝑁𝑁𝑁𝑁𝑁 𝐼𝐼𝐹𝐹𝑁𝑁𝑁𝑁𝐴𝐴𝑁𝑁𝐸𝐸𝑁𝑁 𝐵𝐵𝑁𝑁𝐹𝐹𝐴𝐴𝐹𝐹𝐹𝐹𝐵𝐵 𝐷𝐷𝑁𝑁𝐷𝐷𝑁𝑁 ∗100      𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐹𝐹𝐿𝐿𝐿𝐿=𝑁𝑁𝐼𝐼𝐵𝐵𝐷𝐷𝐵𝐵𝐵𝐵𝐸𝐸


      Equation 3 (Petersen & Plenborg, Profitability Analysis, 2012)      Equation 4 (Petersen & Plenborg, Profitability Analysis, 2012) 



3.3 Forecasting 


This thesis takes a sales-driven approach to forecasting, where each accounting item is driven by the 
 expected level of revenues (Petersen & Plenborg, Forecasting, 2012). It is possible to forecast all items from the 
 financial statements, however, when forecasting long-term, a simpler approach is often preferable, as 
 information in the future tends to be less accurate. Therefore, only key growth, cost, investment and financing 
 drivers will be forecasted to lay the foundation for the valuation (Petersen & Plenborg, Forecasting, 2012). These 
 need to be forecasted in an explicit forecast period until they reach a steady state, called the terminal period.  


Internal knowledge would result in a more refined forecast, however, as this thesis takes an outsider 
 perspective, the forecast is made solely on available public information presented in the strategic and financial 
 analysis. 



3.4 Weighted Average Cost of Capital 


WACC consists of four elements that need to be estimated, as depicted in Equation 5 (Petersen & Plenborg, 
 Cost of Capital, 2012).   


𝑊𝑊𝑊𝑊𝑁𝑁𝑁𝑁 = 𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁


(𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁+𝐸𝐸)∗ 𝐿𝐿𝑑𝑑∗(1− 𝑡𝑡) + 𝐸𝐸


(𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁+𝐸𝐸)∗ 𝐿𝐿𝑁𝑁
 Equation 5 (Petersen & Plenborg, Cost of Capital, 2012) 


First, the tax rate used to calculate the tax advantage of debt, which is forecasted together with the financial 
 statements. Second, the return on equity (𝐿𝐿𝑁𝑁) which is calculated using the Capital Asset Pricing Model (CAPM) 
 depicted in Equation 6.  The CAPM assumes that investors can diversify away all unsystematic risk and, therefore, 
 only pay for systematic risk (𝛽𝛽) (Petersen & Plenborg, Cost of Capital, 2012). The CAPM consists of three factors: 


a) The risk-free rate, which expresses how much an investor can earn without incurring any risk. b) The systematic 
 risk (𝛽𝛽), which measures the co-variance between the company-specific return and market return. If 𝛽𝛽=  0 the 
 investment is risk free, if  𝛽𝛽<  1 the stock fluctuates less than the market, if 𝛽𝛽>  1  it fluctuates more than the 
 market and if 𝛽𝛽=  1 the stock fluctuates the same as the market (Petersen & Plenborg, Cost of Capital, 2012). 


c) The estimation of the market risk premium (𝐿𝐿𝑚𝑚− 𝐿𝐿𝐴𝐴), which is the difference between the market returns and 
 returns from risk-free investments (Petersen & Plenborg, Cost of Capital, 2012).  


𝐿𝐿𝑁𝑁=𝐿𝐿𝐴𝐴+𝛽𝛽𝑁𝑁∗(𝐿𝐿𝑚𝑚− 𝐿𝐿𝐴𝐴) 


Equation 6 (Petersen & Plenborg, Cost of Capital, 2012) 


 Third, the required return on NIBD (𝐿𝐿𝑑𝑑) needs to be estimated as depicted in Equation 7.  Here, the credit 
spread (𝐿𝐿𝐸𝐸) is the risk premium on debt. The safer a company i.e the lower the credit rating, the lower the credit 
spread (Petersen & Plenborg, Cost of Capital, 2012). Lastly, the capital structure needs to be estimated based on 
market values. It can be found through the iteration procedure; using the book values of Equity and NIBD in a 
DCF valuation to find a new capital structure, which should then be used in a new DCF valuation resulting in a 
new capital structure and so on, until the capital structure calculated is the same that was used. Then the 
resulting capital structure can be compared with the industry average (Minasyan, 2013). 
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 𝐿𝐿𝑑𝑑 = (𝐿𝐿𝐴𝐴+𝐿𝐿𝐸𝐸)∗(1− 𝑡𝑡) 


Equation 7 (Petersen & Plenborg, Cost of Capital, 2012) 



3.5 Valuation 


The valuation of Coloplast uses the enterprise value approach, which is a discounted cash flow model (DCF), 
 taking the time value of money and risk into an account (Petersen & Plenborg, Valuation, 2012). The value of 
 Coloplast is, therefore, calculated using the two-stage model depicted in Equation 8, where the first part is the 
 sum of present values (PV) for all forecasted free cash flows to the firm (FCFF) for the forecast period and the 
 latter is the PV of the terminal period FCFF in perpetuity. WACC is the weighted average cost of capital explained 
 above. The DCF approach assumes that only the FCFF and WACC influence the market value of a company and 
 that the company will grow at its long-term growth rate for eternity. These assumptions are necessary to create 
 a simple and practical model that does not require one to forecast a company’s cash flows for eternity (Petersen 


& Plenborg, Valuation, 2012). 


𝐸𝐸𝐹𝐹𝑡𝑡𝐿𝐿𝐿𝐿𝐸𝐸𝐿𝐿𝐹𝐹𝐸𝐸𝐿𝐿 𝑉𝑉𝐹𝐹𝐹𝐹𝑉𝑉𝐿𝐿0=� 𝐹𝐹𝑁𝑁𝐹𝐹𝐹𝐹𝑁𝑁
 (1 +𝑊𝑊𝑊𝑊𝑁𝑁𝑁𝑁)𝑁𝑁


𝐹𝐹
 𝑁𝑁=1


+ 𝐹𝐹𝑁𝑁𝐹𝐹𝐹𝐹𝐹𝐹+1
 𝑊𝑊𝑊𝑊𝑁𝑁𝑁𝑁 − 𝐿𝐿 ∗


1
 (1 +𝑊𝑊𝑊𝑊𝑁𝑁𝑁𝑁)𝐹𝐹
 Equation 7 (Petersen & Plenborg, Cost of Capital, 2012) 



3.6 Evaluation of Forecast and Valuation 


The valuation will be assessed and discussed based on three different analyses. First, the multiple analyses allows 
 us to compare Coloplast’s value with those of peers through multiples (Petersen & Plenborg, Valuation, 2012). 


This is done in order to validate the forecast and DCF-valuation by comparing it to the multiples of the main 
 competitors. Therefore, the multiple analysis is not an alternative valuation, but rather a comparison of the 
 already calculated value. To do this we use the EV/EBITDA multiple. The reason this multiple is chosen is the fact 
 that Coloplast’s main competitors are foreign and have quite distinct capital structures, which is excluded from 
 the EBITDA. Moreover, the P/E multiple will be used in order to include income on the bottom line after tax 
 (Petersen & Plenborg, Valuation, 2012). Second, a sensitivity analysis will be conducted in order to see how 
 sensitive the estimated value is to small changes in some important value drivers such as the terminal growth 
 rate or the WACC. Lastly, a scenario analysis will be conducted, introducing alternative scenarios that  help 
 illustrate and explain why the estimated value differs from the actual value. 



4. Company Description 


In 1954, Elise Sørensen conceived the idea of the first adhesive ostomy bag. Her hope was to ease her sister’s 
 life by minimizing the risk of leakage. By convincing Johanne and Aage Louis-Hansen of the geniality of her 
 invention, the first adhesive ostomy bag was created. In 1957, Aage Louis-Hanses founded Coloplast A/S. 


Consequently,  Coloplast’s mission is to ease the life of people with intimate healthcare needs. (Coloplast, 
Coloplast.com, 2018). Today, Coloplast has become a global company with subsidiaries and production sites in 
many countries and sales on an international level. Moreover, the product portfolio has significantly increased 
and Coloplast is now structured into chronic care: ostomy care & continence care and non-chronic care: Urologi 
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& Wound and skin care (Coloplast, Coloplast.com, 2018). The business areas, the geographical markets and 
 manufacturing setup as well as the company’s current strategy, are presented below 



4.1 Business Areas  

 4.1.1 Chronic Care 
 4.1.1.1 Ostomy Care 

Patients operated for intestinal dysfunction due to disease (50-60% due to cancer), an accident or a 
 congenial disorder have a stoma. Coloplast sells a variety of ostomy bags to help these patients empty the 
 intestines, but the market for ostomy care products also includes assessory products such as the Brava® range 
 (Coloplast, Annual Report 2017-18, 2018).  


SenSura® Mio is Coloplast’s most sold ostomy care product  (Coloplast, Leading intimate healtcare H1 
 2017/18, 2018). It is a modern ostomy bag that fits individual body shapes and stays discreet due to the neutral 
 gray textile (Coloplast, So you can be you - Corporate Brochure 2017/18, 2018). In 2018 a new version, Sensura 
 Mio Convex, was introduced to the market, which has an adaptive convex baseplate (Coloplast, Leading intimate 
 healtcare H1 2017/18, 2018; Coloplast, So you can be you - Corporate Brochure 2017/18, 2018). 


4.1.1.2 Continence Care 


Continence care focuses on two customer groups. The first are unable to empty their bladder or bowel and, 
 therefore, use an intermittent catheter. Coloplasts products span from the full range from uncoated catheters 
 to discreet, compact and coated catheters (Coloplast, Annual Report 2017-18, 2018). The main users are people 
 with spinal cord injuries, mainly due to accidents. Other users are people with multiple sclerosis or with 
 congenital spina bifida (Coloplast, Annual Report 2017-18, 2018). 


The second customer group, is people suffering from faecal or uniary incontinence. For the latter, Coloplast 
 offers a wide range of urine bags and urinsheaths. The main user is the elderly population (Coloplast, Annual 
 Report 2017-18, 2018). To people suffering from bowel or sphincter muscle dysfunction Coloplast offers an anal 
 irrigation system. Here the main user has a spinal cord injury (Coloplast, Annual Report 2017-18, 2018). 


SpeediCath® Flex is Coloplast’s most sold Continence care product (Coloplast, Leading intimate healtcare 
 H1 2017/18, 2018). It is a soft catheter with a flexible tip, specially designed for men (Coloplast, So you can be 
 you - Corporate Brochure 2017/18, 2018). 


4.1.2 Non-Chronic Care 
 4.1.2.1 Interventional Urology 


Interventional urology involves diseases and symptoms of the urinary system, pelvic floor prolapse and the 
 male reproductive system, such as urinary incontinence, kidney stones, enlarged prostate and impotence 
 (Coloplast, Annual Report 2017-18, 2018). Coloplast offers and markets a broad range of products in connection 
 with urological and gynecological surgery procedures, including implants and disposable articles for use before, 
 during and after surgery (Coloplast, Annual Report 2017-18, 2018). 


Titan® is Coloplast’s most sold Interventional Urology Care product. It is an inflatable penile prosthesis made 
from silicone and Bioflex® (Coloplast, Leading intimate healtcare H1 2017/18, 2018). 
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 4.1.2.2 Wound and Skin Care 


Skin care consists of products such as disinfectant liquids or creams, which are used to treat the skin and to 
 clean wounds. Moreover, Coloplast offers a textile, which is placed in a skin fold to absorb moisture and thereby 
 treating or preventing skin fold problems such as fungal infections, damaged skin or odour nuisance (InterDry®) 
 (Coloplast, Annual Report 2017-18, 2018). 


Wound Care caters to people who are treated for exudating or chronic wounds, namely leg ulcers, pressure 
 ulcers, and diabetic foot ulcers (Coloplast, Annual Report 2017-18, 2018). For these wounds, Coloplast offers 
 advanced foam dressings (Biatain®) and hydrocolloid dressings (Comfeel®). 


Biatain® Silicone are Coloplast’s most sold wound and skin care products  (Coloplast, Leading intimate 
 healtcare H1 2017/18, 2018). They are soft and flexible foam dressings with a 3DFit™ Technology that conforms 
 to the wound bed for optimal healing conditions of chronic and acute wounds (Coloplast, So you can be you - 
 Corporate Brochure 2017/18, 2018). 



4.2 Geographic Markets and Manufacturing Setup 


Coloplast separates its markets into three geographical categories: European markets, Other Developed 
 Markets and Emerging Markets. These, and Coloplast’s manufacturing setup, will be introduced in the following 
 and an overview can be seen in table 4.1. 


Table 4.1 – Key geographic markets and manufacturing setup


European Markets  Other Developed Markets  Emerging Markets  Manufacturing Sites 
 Denmark 


The UK & Ireland 
 France 


Germany 


The US 
 Australia 
 Japan 
 Canada 


China 
 India 
 Russia 
 South Korea 
 Argentina 
 Poland 
 Israel 
 South Africa 
 Greece 


Denmark 
 France 
 The US 
 Hungary 
 China 
 (Costa Rica) 


Own Creation - (Coloplast, Annual Report 2017-18, 2018; Coloplast, Annual Report 2012/13, 2013; Villumsen, 
 Introduction to Region Europe Chronic Care, 2018; Villumsen, Emerging market update, 2018; Veome, 2016)


4.2.1 European Markets 


European Markets covers what we know of Europe excluding the Eastern European countries and Greece 
 (Figure 4 in Appendix 6). Coloplast’s headquarters are in Denmark, it has subsidiaries in 14 countries in European 
 Markets, services more than 10,000 Hospitals, has more than 1,250 employees and is the undisputed market 
 leader here with a 40-50% market share (Villumsen, Introduction to Region Europe Chronic Care, 2018). The key 
 investment areas here, are the UK, Germany and France (Villumsen, Introduction to Region Europe Chronic Care, 
 2018).


4.2.2 Other developed markets 


Other developed markets include Canada, Japan, Australia and the US, of which the latter three have been 
 in focus over the last years (Coloplast, Annual Report 2012/13, 2013; Coloplast, Annual Report 2017-18, 2018; 


Rasmussen, 2016). Australia and Japan have had higher growth rates than previously and the US has, as the world 
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 leader of healthcare spending, been the main driver of growth in this market and is the number one growth 
 opportunity in Coloplast (Varma, 2018; Veome, 2016).  


4.2.3 Emerging markets 


Emerging Markets is a large market consisting of over 80% of the world’s population spread across four 
 continents (Figure 5 in Appendix 6). Coloplast has sales in more than 70 countries with its own sales force present 
 in 24 markets. Growth is, especially, driven by China and other, smaller, markets such as the Middle East 
 (Coloplast, Annual Report 2017-18, 2018). Moreover, China, India, Russia, South Korea, Argentina, Poland, Israel 


& South Africa have been the focus of investment from 2015/16 to 2017/18 (Villumsen, Emerging market update, 
 2018).  


3.2.4 Manufacturing Setup 


Coloplast produces over 70% of its products in Hungary, 18% in China, 6% in the US & France and only 4% 


in Denmark (Coloplast, Leading intimate healtcare H1 2017/18, 2018). This consists of high volume production 
 in Hungary and China, specialized production in the US and France and two innovation & competency centers in 
 Denmark (Coloplast, Leading intimate healtcare H1 2017/18, 2018). Moreover, a plot for the next high volume 
 production facility in Costa Rica has been acquired and is planned to be finished by 2020 (Coloplast, Annual 
 Report 2017-18, 2018).



4.3 LEAD20 Strategy 


Coloplast’s current strategy is the LEAD20 strategy, which runs until FY2019/20 (Coloplast, Annual Report 
 2017-18, 2018). It targets four main themes. First, a unique user-focused market approach is taken. Within 
 ostomy and continence care, Coloplast aims at becoming a user-oriented medtech company by interacting 
 directly with the user, through direct sales in the top five markets, the Coloplast Care program, and the Coloplast 
 Professional program. These will be further discussed in the strategic analysis. In wound care, standards for 
 advanced wound care are shaped through wound assessment tools. And, in Interventional urology, the focus is 
 on building on and understanding the users needs through partnerships with physicians (Coloplast, Annual 
 Report 2017-18, 2018). Second, the LEAD20 strategy works towards superior products and innovation. In ostomy 
 care, Coloplast’s new products have reduced leakage. In continence care the focus is on reducing the burden of 
 bladder management and urinary infection. In Wound care Coloplast’s intents to reduce the users’s days with 
 wounds and, in interventional urology, the product portfolio will be broadened (Coloplast, Annual Report 2017-
 18, 2018). This focus of the LEAD20 strategy is essential to Coloplas’s mission of ‘Making life easier for people 
 with intimate healthcare issues’, wherefore Coloplast has increased its investment in research and development 
 (R&D) from 3 to app. 4% of revenues and intents to keep this level in the future (Coloplast, Annual Report 2017-
 18, 2018). The third theme of the LEAD20 strategy is unparalleled efficiency. This is achieved through ambitious 
 global operations plans (Appendix 7) that, amongst others, have worked towards an improved company set up, 
 enabling subsidiaries to focus efficiently on commercial priorities (Coloplast, Annual Report 2017-18, 2018). Last, 
 the LEAD20 strategy focuses on strong leadership development, which is a key to supporting growth (Coloplast, 
 Annual Report 2017-18, 2018).  


Coloplast’s long-term financial guidance for the LEAD20 strategy is annual organic growth of 7-9%  


(Coloplast, Annual Report 2017-18, 2018)) and a EBIT margin of more than 30% at constant exchange rates. The 
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 company  is prepared to invest up to 2% of its revenues in new growth initiatives under the new strategy, 
 compared to 1% previously. Here, the focus is on the themes mentioned above, as well as geographic focus areas, 
 including North America, the UK and selected growth markets (Coloplast, Annual Report 2017-18, 2018).  



5. Strategic Analysis 


The Strategic Analysis contains a PEST analysis that looks at the external environment, a Porter’s Five Forces 
 analysis that looks at the industry environment, and an internal analysis through Porter’s Value Chain Model, as 
 explained above. The key opportunities, threats, strengths and weaknesses identified in these, as well as their 
 impact on the key value drivers, are presented in highlight boxes throughout the analyses as well as in the SWOT 
 analysis as a summation.  



5.1 External Macro Environment: PEST Analysis 


The external macro environment in which Coloplast operates is investigated through the PEST Analysis to 
 identify key opportunities and threats. 


5.1.1 Political 


Coloplast is subject to many different political and legal environments as it operates in a heavily regulated 
 industry and in more than 40 countries (Coloplast, Corporate Responsibility Report 2017/18, 2018; Coloplast, 
 Annual Report 2017-18, 2018). Subsequently, there are many political factors to consider. For example, the high 
 wage level in Denmark reduces Coloplast’s ability to compete, whereas the low tax rate in Denmark as well as 
 the low wage level in Hungary increases its competitive stand (Coloplast, Annual Report 2017-18, 2018). The 
 most influential political factors that affect Coloplast are healthcare reforms and government reimbursements, 
 and legislation and compliance. These will be elaborated on below.  


5.1.1.1 Healthcare Reforms and Government Reimbursement 


Coloplast is subject to various local, state, federal, foreign and transnational laws and regulations such as 
 the operating and security standards of the Drug Enforcement Administration (DEA), Department of Health and 
 Human Services (DHHS) and European Union member states. Each of these operate under individual standards 
 and are updated continuously. Non-compliance with these could have a negative effect on Coloplast’s operations 
 and financial position (MarketLine, Coloplast A/S, 2018; Coloplast, Annual Report 2017-18, 2018). Subsequently, 
 it is expected that stringent government regulations result in increased operating costs in the future due to 
 possible new requirements for, amongst others, packaging, quality and testing. Moreover, the marginal tax rate 
 in Denmark could be affected, nonetheless, no indications for this exists, wherefore, this is not expected to occur. 


Changes in healthcare reforms that influence government reimbursement, have an, especially, large impact 
 on Coloplast’s operations, as most of Coloplast’s products are eligible for reimbursements. Within Chronic Care, 


Box 5.1 


Threat: Stringent Government Regulations 
Impact on value drivers: Higher operating costs 
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 for example,  90% of products are eligible for reimbursement (Coloplast, Annual Report 2017-18,  2018). 


Subsequently, a reduction of government reimbursement tends to push down the price, as Coloplast has to incur 
 some of this reduction (Coloplast, Annual Report 2017-18, 2018). Coloplast estimates that these pricing and 
 healthcare reforms have limited growth by up to 1% in FY2017/18 (Coloplast, Annual Report 2017-18, 2018). 


In the following, some of the regulations and healthcare reforms, as well as changes in these, that impact 
 Coloplast significantly will be introduced based on Coloplast’s three geographical markets.  


European Markets 


Coloplast is dependent on the development in European Markets, as they constitute more than 60% of 
 revenue. Therefore, the company  is extremely sensitive to economic, political, or social changes here 
 (MarketLine, Coloplast A/S, 2018). Most regulations in this region are introduced by the European Union such as 
 the new European Medical Device Regulations (MDR) that take effect on May 26, 2020 (Coloplast, Annual Report 
 2017-18, 2018). 


More importantly, Coloplast is facing reimbursement pressure in multiple countries in European Markets. 


Stable reform pressure is evident in Germany and the Netherlands in chronic care, in Switzerland concerning 
 wound and continence care and in the UK caused by efficiency saving under the NHS reform (Coloplast, Leading 
 intimate healthcare H2 2017/18, 2018). Intensified reform pressure is experienced in France, where tariffs have 
 been reduced continuously. In 2018 tariffs where decreased by further 1.2% compared to 2017 levels (Coloplast, 
 Leading intimate healthcare H2 2017/18, 2018; Coloplast, Leading Intimate Healthcare 2011/12, 2012; French 
 Ministry of Health, 2018). These reimbursement reductions will mainly affect Coloplast’s Chronic Care business 
 (Coloplast, Leading intimate healtcare H1 2017/18, 2018).  


Other Developed Markets 


Within Other Developed Markets the US constitutes an important focal area, as aforementioned. In 2010, 
 the US began the implementation of the Affordable Care Act, which has decreased the uninsured rate by 43% 


(Obama, 2016) and has increased the coverage of governmental and private insurance (Obama, 2016; Draper, 
 2016). Overall, this is a positive development for  Coloplast as more people will have access to its  products 
 (Arentoft, 2010). Nonetheless, a significant part of Coloplast’s customers, i.e. the elderly, were already covered 


Box 5.2 


Threat: Healthcare Reforms and Less Government Reimbursement 
 Impact on value drivers: Significant negative impact on revenue growth 


Box 5.3 


Threat: Heavy Reliance on European Markets 


Impact on value drivers: More sensitive to positive and negative political, 
economic and social developments here. 
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 by Medicare or Medi-aid, limiting the reforms impact on revenues (Arentoft, 2010). Furthermore, the Affordable 
 Care Act imposed a tax of 2.4% on medical devices and equipment, which does not include ‘class one-equipment’ 


that constitute the majority of Coloplast’s products (Arentoft, 2010). Subsequently, Coloplast’s position relative 
 to American competitors has been strengthened (Petersen M. H., 2013). Nevertheless, the Trump Administration 
 is attacking the Affordable Care Act in hopes of revoking it. Their efforts have, until now, not succeeded, but 
 continued efforts to undermine it are made, that could influence Coloplast’s sales negatively  (Jost, 2018). 


Notwithstanding, Coloplast identifies the US as having a ‘stable reform pressure’ (Coloplast, Leading intimate 
 healtcare H1 2017/18, 2018). 


Emerging Markets 


Increased availability of healthcare coverage within Emerging Markets affects Coloplast’s current and future 
 sales positively (Coloplast, Annual Report 2017-18, 2018). The annual growth of the healthcare sector has been 
 higher than the GDP growth2 (Berrisford & Lopez, 2018) and is estimated to be 6.3% annually in the future, which 
 is double the pace of developed markets (Berrisford & Lopez, 2018). The increase is a result of the increasing 
 GDPs that lead to higher consumer spending, as healthcare coverage in emerging markets is largely up to the 
 individual (Lane, 2017), and an increase in public healthcare spending due to legislation and reforms. Public 
 healthcare spending in emerging markets rose by 20% in 2013 (Berrisford & Lopez, 2018) with China as the 
 frontrunner (See Appendix 8 for more information)   


Furthermore, the limited quality control and the fact that the majority of consumers pay for and choose 
 products themselves, leads to the assumption that trust in a brand and the quality of its products plays an 
 important role in consumer behavior. This indicates a strong position for Coloplast here, as it already consistently 
 deliver quality products. Nevertheless, as the healthcare  sector grows and becomes more regulated this 
 importance of trust might decrease, which could have a negative impact on sales. This is, however, not expected 
 to happen in the near future. 


Moreover, Coloplast is facing macroeconomic and political pressure in Argentina, Brazil, Russia and Saudi 
 Arabia, which are, however, classified as having a ‘stable reform environment’(Appendix 8). Further, China is a 
 significant market in which, the Wound and Skin care market in particular is facing problems (Appendix 8). Lastly, 
 Coloplast is facing intensifying reform pressure in Greece. Severe pricing reductions of approximately 25% have 
 been introduced in October 2017. These affect all of Coloplast’s business areas, and have had a negative effect 
 of up to DKK 100m in FY2017/18 (Coloplast, Financial outlook, 2018; Coloplast, Leading intimate healthcare H2 
        


2 From 1995 to 2013 the health care sector has grown by 9% in emerging markets, whereas the GDP only increased by 7% 


(Berrisford & Lopez, 2018) 
 Box 5.4 


Opportunity: Increasing Access to Healthcare in Emerging Markets 
 Impact on value drivers: Significant positive influence on revenue growth. 


But possible stringent government regulations and healthcare reforms 
limiting the positive impact on revenue. 
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 2017/18, 2018). Within Wound Care, where Greece is one of Coloplast’s largest targeted markets, two further 
 reforms have been introduced (Ritzau Finans, Coloplast/dir: Ingen fast tidshorisont for fordoblingsmål i sårpleje, 
 2018). It is, therefore, expected that growth will be limited further in the future, though to a lesser extent than 
 in FY2017/18. 


5.1.1.2 Legislation and Compliance  


The various legal environments can be unpredictable and politically motivated, wherefore Coloplast could 
 face legal risks at any given time despite continuous efforts to be compliant (Coloplast, Annual Report 2017-18, 
 2018). This legal risk is especially high in the US, one of the world’s most litigious countries3. 


Coloplast has incurred many expenses, both in terms of large settlements of lawsuits and legal expenses in 
 the US. In 2014, Coloplast was penalized $600,000 as it did not live up to its promised hiring goal as part of a 
 nearly $3 million tax relief from the city of Minneapolis, where Coloplast built its US headquarters (Brandt, 2014). 


Further, in 2015, Coloplast, though never admitting any wrongdoing, paid a settlement of $3.16 million in a case 
 regarding federal kickback allegations  (Sparrow, 2016; Department of Justice, 2016). Moreover, Coloplast is 
 currently in the midst of the ‘Transvaginal Mesh litigation’, where more than 100,000 lawsuits against multiple 
 manufactures, including Coloplast, have been brought in front of several state and federal courts in the US since 
 2011 (Lønstrup, 2014; NeutralIT, n.d.). The case is explained in more detail in Appendix 8. The total cost of the 
 litigation is estimated to be DKK 5.25 billion including legal costs. Coloplast estimates that 95% of known lawsuits 
 have been settled (Coloplast, Annual Report 2017-18, 2018), wherefore this case should not have much influence 
 on future expenses. Notwithstanding, it is clear that legal matters and non-compliance can be costly, also in the 
 future, especially due to Coloplast’s increased operations and sales in the US. These litigations can, also, have 
 negative reputational impacts, which is, especially, influential within emerging markets, where, as explained 
 above, quality control is still limited and customers, therefore, rely heavily  on the brand  (Coloplast, Annual 
 Report 2017-18, 2018). 


5.1.2 Economic 


Many economic factors influence Coloplast’s business. For example, economic downturns in terms of low 
 GDP growth could impact Coloplast’s sales negatively. This is not caused by people stopping to purchase its 
 products, as most of these are essential to customers, but because reduced financial funds in a given country 
 can force the government to impose changes to their healthcare reform and reduce reimbursements. Moreover, 
        


3 55% of US-based respondents to the Norton Rose Fulbright’s 2015 Litigation Trend Annual Survey stated that more than 
 five lawsuits were filed against their company in the previous 12 month, compared with 23% in the UK and 22% in Australia. 


Further, only 18% of the U.S. companies reported no lawsuits compared to 42% in the UK and 36% in Australia (Clements, 
 n.d.). Moreover, the US is the country with the most lawyers per capita in the world (1 for every 300 inhabitants) (Clements, 
 n.d.). 


Box 5.5 


Threat: US litigation Environment 


Impact on value drivers: Significant negative impact on EBITDA due to high 
special items 
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 volatile exchange rates, interest rate risk and volatile oil prices can significantly affect Coloplast’s operations and 
 net income. Nonetheless, these factors are excluded from the analysis due to the fact that they cannot be 
 forecasted, as explained above. The influence that exchange rates and oil prices have had on earnings previously, 
 is explained in Appendix 1 and 2. Subsequently, there are no economic factors that are deemed as important 
 and can be forecasted, to further discuss. 


5.1.2 Socio-Cultural  


Differences in national cultures  and demographics,  including  changes and international cultural trends, 
 significantly impact Coloplast. The taboo that is constructed around the diseases which Coloplast’s products are 
 aimed at, is a good example. People seem to be less likely to seek help early on, as it is not something they like 
 to talk about (Svarre, 2013). Subsequently, a lessening of the taboo, will increase Coloplast’s customer base and 
 improve revenues. However, this development is difficult to observe and further investigation of it is beyond the 
 scope of this thesis. Changing demographics and changes in life style diseases that influence Coloplast’s business 
 are more easily observable and are, therefore, elaborated on below. 


5.1.3.1 Changing Demographics  


The  world’s  population  is increasing  at  1.1% per year (United Nations, 2017), which is  driven most 
 significantly by Africa and Asia but is expected to decrease in the future  (United Nations, 2017). Moreover, 
 significant gains in life expectancy have been achieved (Appendix 9). Subsequently, the population is ageing4. 
 These  demographic developments  influence  Coloplast’s business positively: An increase in the population 
 signifies a larger potential customer base, especially due to the growing elderly proportion. The elderly 
 population consume more medical solutions than younger people, and are more prone to the chronic diseases 
 which Coloplast’s products target (Coloplast, Annual Report 2017-18, 2018; MarketLine, Coloplast A/S, 2018). 


This is expected to continue to impact revenue growth positively in the future. 


5.1.3.2 Life Style Diseases 


There has been a  rapid increase in chronic illnesses due to changing life styles  (The Global Cancer 
 Observatory, Population Fact Sheet - World, 2018; Lane, 2017). Globally, there is a significant increase in diabetes 
 and cancer cases, but especially in emerging markets, a clear tendency from treating malaria, dengue and polio 
 to treating hypertension, cancer, diabetes and cardiovascular diseases has been observed (Berrisford & Lopez, 
 2018). As 50-60% of stoma operations are performed because of cancer5 (Coloplast, Annual Report 2017-18, 
        


4 The proportion of people over 60 is currently growing at 3% annually and by 2050 it is expected that 25% or more of the 
 world’s population will be over 60 (United Nations, 2017). 


5 Coloplast also produces other products that help different type of cancer patients. Nonetheless, the ostomy care 
 business area is the most significantly affected by cancer patients (Coloplast, Annual Report 2017-18, 2018). 


Box 5.6 


Opportunity: Growing Elderly Population 


Impact on value drivers: Positive influence on revenue growth 
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 2018) and diabetes leads to wounds such as diabetic foot ulcers6 (Coloplast, Diabetic foot ulcers - prevention and 
 treatment, 2012) these two diseases are especially influential on Coloplast’s business. The number of cancer 


cases is expected to increase by 63% from 2018 to 2019 and the number of diabetes cases is expected to increase 
 by 48% from 2017 to 2045 (See Appendix 8 for more information). Subsequently, Coloplast’s customer base is 
 likely to increase in the future, leading to higher revenues.  


5.1.4 Technology  


Coloplast is also influenced by many technological  factors.  These could include  new manufacturing 
 technologies, new IT systems that ease operations, or upcoming technologies that can ease the R&D process. 


Most important, are, however, technological advances within treatment and cure and surgical and medical 
 trends, which are explained in the following (Coloplast, Annual Report 2017-18, 2018).  


5.1.4.1 Technological Advances  


Researchers, organizations,  and companies work with  technological advances that can improve life 
 expectancy or ease life for people with illnesses, through better treatment, as well as earlier detection and cure 
 (Makin, Breen, & Monson, 2001). These advances can impact Coloplast both positively and negatively. If illnesses 
 are detected earlier, Coloplast’s customer base increases both due to earlier treatment, but also due to the lower 
 mortality rate earlier detection can bring. Nonetheless, earlier detection and cure, as well as better treatment, 
 can also result in rendering Coloplast’s products obsolete. The net effect of these technological advances are 
 expected to reduce addressable markets and are, therefore, expected to influence revenue growth negatively in 
 the long-run (Coloplast, Annual Report 2017-18, 2018). 


5.1.4.2 Surgical and Medical Trends 


Surgical and Medical improvements also tend to influence Coloplast’s operations negatively. For example, 
 improvement in surgical precision now means that Colon cancer, if it has not spread substantially, can be 
 surgically removed, allowing for normal bowel movement after the procedure (Vachani, 2003). Subsequently, 


       


6 Approximately 15% of all people with diabetes will be affected by a foot ulcer during their lifetime (Coloplast, Diabetic 
 foot ulcers - prevention and treatment, 2012) 
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Impact on value drivers: Negative influence on long-term revenue growth 
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Opportunity: Increasing Number of Cancer and Diabetes Patients 
Impact on value drivers: Positive influence on revenue growth 
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 Coloplast’s ostomy bag is rendered obsolete for these patients, who would previously have needed them for life. 


Subsequently, it is expected that Coloplast’s revenue growth is impacted negatively in the future.  


5.1.5 Subconclusion 


Coloplast is, due to its global operations, influenced by numerous political, economic, socio-cultural and 
 technological factors, which affect Coloplast’s sales and profitability both negatively and positively. An increasing 
 general and elderly population as well as an increase in cases of cancer and diabetes leads to a growing customer 
 base for Coloplast, therefore, influencing revenues positively. Nonetheless, stringent government regulations, 
 pricing reforms and reimbursement reductions, law suits, as well as technological advances and surgical and 
 medical trends impact Coloplast’s operations negatively.  



5.2 External Industry Environment: Porters Five Forces 


Defining a single industry in which Coloplast operates is difficult, as it offers a variety of products on a global 
 scale  (Porter,  Competitive Advantage, 1985). A comprehensive analysis of each industry and segment that 
 Coloplast operates in is beyond the scope of this paper, wherefore, the medical devices and supplies industry is 
 selected as the focal industry. Hereby, segments corresponding to Coloplast’s business areas will be taken into 
 consideration, if they contribute to the analysis. This is done to avoid overlooking differences amongst products 
 and customers, by defining the industry too broadly, while not overlooking commonalities and linkages across 
 related products by defining it too narrowly (Porter, Competitive Advantage, 1985). Geographical differences 
 are, mainly, excluded from this analysis, as it is not deemed to improve the overall analysis and following 
 valuation. The industry environment, analyzed through the Porter’s Five forces Framework, is presented below. 


5.2.1 Substitute Competition 


The threat of substitute competition is not the same for all Coloplast’s products but varies depending on 
 the business area segment. These are presented below.


Ostomy, Continence and Urology Care Segments 


Within the ostomy, continence and urology care segments, products are relatively homogeneous in function 
 and price. This usually indicates a high threat of substitute products. Notwithstanding, as the products in these 
 segments fulfill very specific purposes, not many alternative products exist. Besides the adult diaper, which is a 
 less convenient alternative to the catheter, only improved treatments, which deem the existing product 
 unnecessary, can be identified as a significant substitute product. An example are the  surgical advances in 
 treating cancer, explained in the PEST analysis. Other treatments do exist, but none that significantly affect 
 Coloplast’s revenue (PEST Analysis). Subsequently, the threat from substitute products is perceived as low in 
 these segments.  


Wound and Skin Care Segment 
 Box 5.9 


Threat: Surgical and Medical Advances 


Impact on value drivers: Negative impact on revenue growth 
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 The wound and  skin care segment faces a number of different substitute  products  as many different 
 disinfectants, creams, patches and dressings exists which, to some extent, fulfill the same purpose as Coloplast’s 
 products. Moreover, some extant technologies perform the same function. An example is the V.A.C.® therapy 
 System which threats wounds by applying a vacuum to the wound when it is closed in the hospital (Kinetic 
 Concepts, Inc., 2014). However, such technologies are complex and will often only be used for complex wounds 
 (Kinetic Concepts, Inc., 2014). Subsequently, the threat of substitution is perceived as moderate in this segment.  


Overall, the threat of substitution is perceived as low, as ostomy, continence and urology care constitute a 
 significantly larger part of Coloplast’s business than wound and skin care. This is expected to have a positive 
 impact on future revenue growth due to fewer competitive products. 


5.2.2 Buyer power 


Coloplast sells its products to hospitals, institutions, wholesaler and pharmacies, and, in some markets, also 
 directly to the end-user (Coloplast, Annual Report 2017-18, 2018). The buyer power of these customers varies 
 and is examined below. 


End-user  


While end-users are the ones that use the products, they represent small customers and the choice to switch 
 to a competitor’s product will not have a significant impact on Coloplast’s revenue. This indicates low buyer 
 power. On the other hand, it is relatively easy for individual end-users to switch to a competitor’s product, as 
 products fulfill the same purpose and prices do not vary significantly7. This in turn indicates higher buyer power. 


The end-users choice, is, mainly, influenced by the reimbursement rate8  as well as  the  product  that was 
 introduced in the hospital, as users tend to be brand loyal (Andersen P. , 2013). Subsequently, this customer 
 group does not have high buyer power. 


Institutions, Wholesalers and Pharmacies 


Institutions, wholesalers and pharmacies are larger customers.  A choice to switch to a competitor’s 
 products, which is still easy due to the homogenous products and prices, will, therefore, also have a  more 
 significant  impact on Coloplast’s bottom line. Additionally, this customer group purchases products in bulk, 
 wherefore they negotiate to reduce prices. This indicates high buyer power. However, a strong brand and design 
 can be key, as institutions, wholesalers, and pharmacies will purchase what they believe their customer want. 


       


7 Prices are relatively fixed as they are dependent on healthcare and pricing reform (PEST analysis) 


8 In Denmark, for example, you can only get full reimbursement if the products dictated from the state are chosen 
 (according to the service law § 112).
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