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ABSTRACT 

Financial framework within the scope of development activities in chocolate confectionery 

expands trends in consumer behaviour toward the financial decision-makers relevant for the 

product, price and purchasing power determination. Quality products mainly related to product 

innovation and proactive imitation attach barriers mostly in supply chain and sales. Adaptive 

solutions meet cost and price optimisation in terms of as many as four significantly-narrowed 

industrial indicators: employment, industrial production, retail sales and personal income. 

Taking into consideration the mentioned processes, the authors’ analyse financial background 

and perspective of the largest Croatian chocolate confectionery producer - Kraš d.d. Current 

accent addresses the importance of valuation assets analysis while using the concepts of the 

time value of money. The authors’ idea is promoting the implied equity value of assets in 

multiple modelling and valuation structuring as an answer to newly adapted concepts in the 

industry. The valid concept of discounted cash flow (DCF) model is seeking beneficiary 

outcomes in equity valuation. Moreover, in authors’ opinion, it triggers the value of discounted 

terminal value (DTV), total enterprise value (TEV) and average value of equity (AVE). As per 

discussion, it provides modelling and valuation insights that render the reduction of net debt 

and growth in the multiplier of earnings before interest, taxes, depreciation and amortisation 

(EBITDA) for the case. Besides, the relevant findings are decent argument in assessing a 

current business without taking into consideration “war chess game“. In the final part, the 

authors are summarising useful findings related to multiple modelling and valuation 

structuring in studies and business. 

Keywords: Discounted cash flow, Discounted terminal value, Implied enterprise value, 

Industrial indicators, Total enterprise value, Kraš d.d. 

 

1. INDUSTRIAL ACTIVITIES RELEVANT FOR THE MARKET GROWTH 

Value creation standards and best practices for chocolate confectionery industry defined by the 

World Health Organisation (WHO) derives the beneficiary effect on human health. Scope of 

development activities related to specific financial appraisal encompasses comparative 

advantage in the intra-industry relationship relevant for revenue growth in margins in absolute 

and relative terms. Key product types, distribution channels and financial coordination achieved 

by industrial activities are significant for revenue streams of exporters with higher added value 

on domestic and international markets (Pfoertsch & Chen, 2011). While having in mind that 

industrial activities strongly affect on joint outcomes in product, price and purchasing power 

determination, only financial indicators attach barriers and specificities in the confectionery 
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production. Nevertheless, the presence of numerous players fuels revenue growth (Figure 1) 

while gaining importance on health effects associated with production, consumption and export 

of dark chocolates along with the adoption of self-made chocolate spreads not restricted to any 

age (Mordorintelligence 2020). 

 

Figure 1: Net sales of the leading confectionery companies worldwide in 2018 (in million 

EUR) 

Source: Candy Industry; 1 EUR= 1.10575 USD; 1 USD = 0.904360 

 

Given the effort to secure anchor to the stability of eminent confectionery producers, top 

priority in the forecasted period is a consolidated balance sheet, income statement and cash flow 

statement. Furthermore, if the stakeholders want to increase the size and value of their market 

share, they should nowcast plans and activities rather than using the forecast solutions. 

Forecasting, as a method analogue of guessing, delivers limited data that needs more time for 

incorporation into the industry strategy. Conversely, nowcasting identifies cause-effect 

mechanism and develops an investment strategy that monetises industrial production 

mechanism relevant for performance evaluating and benchmark developing (Schwendner, 

2020). Besides, nowcasting contributes as direct activity of time series dynamics in production, 

which could result in increasing the size and value of the global chocolate market by EUR 34 

billion in a six years period. This is a matter of future research aimed at exploring the financial 

nowcast in terms of liquidity conditions on the markets (Prado & Ph, 2020). Regardless of the 

said, future research could continue exploring the volatility in local currencies, retailers’ 

earnings and industrial production of raw materials (Bland, 2018). We have already shown that 

broad implication of unified activities by financial markets - recognized in the performance 

model - represents key assumptions in the performance valuation process in an advisory. By 

taking this as learning through performing the process, the discussion part offers several 

recommendations relevant for identifying the most promising revenue streams. As final remark, 

the authors are defining a plan for confectionery industry process optimisation. 
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2. FINANCIAL INDICATORS AS PERFORMANCE INDICATORS IN DCF MODEL 

Broader implication of available qualitative and quantitative cost-effective tools creates drivers 

for financial benchmarking model known as framework for discounted cash flow (DCF) model 

in a valid scenario concept for industry review and the stakeholders. More generally, the 

discounted cash flow model allows assessment of the risk-award model as driver for presenting 

value of risks associated with the ability to predict, handle and realise the growth (Haley, 2018). 

Built on authors’ responsibility to explain multiple modelling in valuation, there are highlighted 

key indicators for the benefits of considering long-term perspective in discounted cash flow 

model while elaborating the power of weighted average cost of capital (WACC). The present 

findings confirm that the after-tax cost of debt delivers a benchmark for the actual cost of debt 

for its tax benefits in a valuation model (Table 1) for the case of the biggest domestic 

confectionery producer – Kraš d.d. 

 

Table 1: Historical DCF model for Kraš d.d. 

DISCOUNTED CASH FLOW (DCF) 

     

WACC   

% of 

(D+E) 

COD – Cost of debt 3,5%   

TR – Tax rate 18,0%   

Ater tax cost of debt = COD×(1-

TR) 2,87% 43% 

      

BC – Beta coefficient  1,09   

ERP – Exclusive risk premium 3,3%   

CSR – Company size risk 2,4%   

RFR – Risk-free rate 1,9%   

Cost of equity = 

RFR+BC×(ERP+CSR) 8,11% 57% 

      

WACC 5,86%   

Perpetuity growth 2,0%   

Source: Made by the authors in Excel 

 

The main conclusion that can be drawn is that tax rate in the Croatian tax system explains local 

economy propensity while referring to significantly-narrowed industrial indicators: 

employment, industrial production, retail sales and personal income. Conversely, the cost of 

equity represents the marketable compensation package in terms of minimum capital return 

requirements compared to the benchmark of the peers. Individual drivers for equity proportion 

indicate specific risks related to the contribution of a risk-free rate as country risk, beta 

coefficient as volatility of the security compared to the systematic risk of the market and risks 

associated to the company size, discount for lack of marketability and exclusive premium for 

diversification. As long as the mentioned indicators are below the double digit area, the business 

might deliver credible and promising results in terms of positive cashflows or cashouts to the 

investors. Payout potential in conditions of sustainable returns demonstrates the power of the 

weighted average cost of capital and its potential growth till perpetuity. 

 

 WACC = COD × (1 − TR) × %(D + E) +  COE × %(D + E) (1) 

 



53rd International Scientific Conference on Economic and Social Development – Sveti Martin na Muri, 10-11 September, 2020 

 

362 

The mentioned calculation represents several blended relations in terms of debt (D) and equity 

(E) allocation (1). The cost of debt results as actual cost of debt (COD) and applied tax rate 

(TR) relevant for the tax system where company dominantly operates. This indicator represents 

the after-tax cost of debt. On the other hand, the cost of equity (COE) elaborates the power of 

risk-free rate (RFR) and the company’s beta coefficient (BC) along with the exclusive risk 

premium (ERP) and risks associated to the company size as lack of marketability (CSR). The 

conclusion follows casual consequential relationship as the fact that Kraš d.d. is a company 

listed on the regulated market (i.e. stock exchange) obliged to periodically provide and publish 

financial statements and analysis relevant for the shareholders and decision-makers in the 

industry. Broad implication of the present research in this paper shows drivers in the model that 

narrow the performance gap as a marker toward the benchmark while exposing different 

intellectual bent to performance improvements. These findings in the paper are applying best 

performance indicators as acceptable practices relevant to the authors’ calculation of the 

discounted terminal value (DTV), total enterprise value (TEV) and the average equity value 

(AVE). Based on this chapter’s elaboration dealing with performance indicators, in the 

following chapter the authors are proposing alternative strategies for targeted capital structure, 

net debt optimisation and growth of EBITDA multiplier in the discussion part. 

 

3. TARGETED CAPITAL STRUCTURE FOR KRAŠ D.D. DCF MODEL  

Targeted capital structure for Kraš d.d. represents decomposition of the reduced value of debt 

that follows the results and recommendations from the Group’s Annual Report (2019) in terms 

of improving consolidation of the balance sheet. Despite the affirmative management board 

actions, global pandemic SARS-CoV2 along with price volatility and income disparity across 

the value chain, impacted on sector challenges (Voora, Bermúdez, & Larrea, 2019) and 

valuation techniques in the model (Table 2). The value of after-tax cost of debt in the model 

projects debt optimisation to the value HRK 120m.  

 

Table 2: Targeted capital structure for Kraš d.d. 

Targeted capital structure 

Cost of equity   80% 

Value and after-tax cost of debt   20% 

      

WACC   5,66% 

Specific cost of equity   6,2% 

Specific cost of debt   3,5% 

      

EBITDA multiplier   9 

Perpetuity growth   2% 

Source: Made by the authors in Excel 

 

The cost of equity in the targeted capital structure remains at HRK 480m. EBITDA multiple 

for regional confectionery producers with franchised stores distribution channels amounts to 

nine (RFQ Relativity of Microeconomy, 2020). In some cases, there are certain exceptions for 

EBITDA multiple calculations that depend on diversification of distribution channels of the 

chocolate confectionery producer. The other factors that also affect the EBITDA multiple 

incorporate specific risk of liquidity and currency risk based on the geographical location 

(region) where company dominantly operates. The cost of equity in the targeted capital model 

deploys an affordable financial structure. It helps the company to bridge long-term processes in 

supply chain management with long-term raw material contracts. 
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Present findings also confirm current market surpluses in the cocoa production. More generally, 

it reflects slowdown of the global economy while delivering credible indicators for a longer-

term perspective (Foresight service for July, 2020). In terms of scenario analysis for targeted 

capital structure, the adjusted time value of the money as a discounted free cashflow yields 

beneficiary outcomes via perpetuity growth as one of the leading generators in valuing the 

terminal value (TV) and subcomponents (2). 

 

TV =  
FCFt−1×(1+perpetuity growth)

WACC−perpetuity growth
 (2) 

 

Terminal value (TV) for the targeted capital structure model takes into consideration the free 

cash flow of the past period (FCFt−1) and the difference between the weighted average cost of 

capital (WACC) and perpetuity growth. While elaborating relations in the basic terminal value 

model, there is a shortlist of several approaches (Table 3) as potential methods for nowcasting 

in discounted terminal value. Optimally, these findings follow the multiplier approach via its 

EBITDA multiplier (9×). By using the perpetuity growth based on the available free cash flow, 

EBITDA multiplier (9×) and the determined weighted average cost, it is more user-friendly to 

estimate the Gordon growth model. Considered again, it assumes minimal growth inclined to 

the perpetuity growth in the targeted capital structure. From the authors’ point of view, there 

are several models developed for analysing the beneficiary outcomes with a positive impact on 

income statement as reduction in variance of earnings that could increase the debt capacity and 

the value of equity in general (Synergy, 2005).  

 

Table 3: Selection and incorporation of relevant EBITDA multiplier for WACC and DTV 

calculation for Kraš d.d. 

Discount rate (WACC) 

Discounted terminal value (DTV) 

EBITDA 

multiplier 

(9×) 

Perpetuity 

Gordon’s 

model 

(g=2%) 

3,16% 951 2.796 6.249 

3,66% 937 2.214 4.161 

4,16% 924 1.902 3.047 

4,66% 911 1.658 2.359 

5,16% 898 1.462 1.893 

5,66% 885 1.301 1.559 

6,16% 873 1.168 1.308 

6,66% 860 1.055 1.114 

7,16% 848 959 960 

7,66% 837 876 836 

8,16% 825 803 733 

8,66% 814 739 647 

Source: Made by the authors in Excel 

 

 DTV =
Actual net debt × EBITDA multiple

(1 + WACC) number of monitored periods 
 (3) 

 

From the aspect of the different methods in calculations for monitored periods (three years, five 

years and ten years) actual net debt stabilezes at HRK 116m (free cash flow for 2019 is equal 
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to HRK 97m). This aspect of the research in paper suggested that growth of the equity side and 

risk premium potential (i.e. risk-free rate and company size risk) shows the best optimisation 

regarding the marketability and minority status. Relative significant changes that may not be 

undertaken in the case of discounted terminal value (DTV) for other weighted average costs of 

capital could mislead bystanders in terms of model validity and representativeness. As stated in 

the targeted capital structure, EBITDA multiplier (9×) represents a fair argument in valuing 

discount terminal enterprise value (3) to HRK 885m while referring to the position of the actual 

net debt and the weighted average cost of capital in three monitored periods (years). More 

generally, preferences for the targeted capital structure include post-acquisition factors that 

looking for additional arguments and benefits regardless of the limitations in performance from 

such inclusion (Flows, n.d.). In the next section the targeted capital structure will contribute to 

estimating the total enterprise value (TEV) and value of equity (VE) as a reference model to 

the implied enterprise value. As also recommended above, the targeted structure model will 

show the potential outcomes through an increase of EBITDA. 

 

4. COST SYNERGIES RELEVANT FOR THE PREMIUM IN TARGETED 

STRUCTURE MODEL  

According to the best practices in the industry, saving gluts compares varying levels of debt 

and overall economic value as a potential for achieving a comparative advantage in the 

distribution channels (Platt, Demirkan, & Platt, 2010). Moreover, according to Damodaran 

(2005), this could be the most compelling argument when defining the perpetuity growth in the 

terminal value of an enterprise (Lazarevski, Karadaza, Karadaza, & Anastasovska, 2013). This 

conclusion follows from the fact that acquisition price of the targeted company depends on the 

book value of equity of the targeted company and market price of the targeted company prior 

to the acquisition. In that case, cost synergies stand for the set of synergies that follows financial 

synergies, valuing operating synergies and control premium (Synergy, 2005).On the other hand, 

broadly translated findings indicate the concept of different discounts rates in terms of weighted 

average cost of capital while representing alternative proceedings, which cannot be an optimal 

solution for the initial capital structure. On top of the projected results, stronghold position in 

the total enterprise value (TEV) enriches Kraš d.d. takeover potential in terms of acquisition 

premium that might be payable in the case of acquisition (4). 

 

TEV = Historical EV + DTV (EBITDA multiplier (9 ×)) + Acquisiton premium (4) 

 

To be more precise while explaining variables in the model, historical enterprise value (HEV) 

counts net present value of free cash flows for the period from 2017 till 2019 (HRK 167m, HRK 

98m and HRK 97m). This aspect of research helps the authors recognize current challenges on 

the global market initiated by SARS-CoV2 as eroding phenomena of total enterprise value in 

the amount of HRK 1213m (for EBITDA multiplier 9×; Table 4). 

 

 

 

 

 

Table following on the next page 
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Table 4: Selection and incorporation of relevant EBITDA multiplier for WACC and TEV 

calculation for Kraš d.d. 

Source: Made by the authors in Excel 

 

In table 4, perpetuity growth and Gordon’s model offer limitations in growth approach for five 

and ten consecutive periods (as in table 3). From the current position, it is hard to validate these 

two options in terms of ignored tax implications of potential corporate actions through dividend 

payouts or buybacks. To our knowledge, the main limitation in total enterprise structure value 

could be the first option for value of equity optimisation in the targeted capital structure. 

Beneficiary outcomes of the value equity (VE) model are presented through decrease in net 

debt. 

 

VE = TEV − net debt in HRK m (5) 

 

Table 5: Selection and incorporation of relevant EBITDA multiplier for WACC, VE and AVE 

calculation for Kraš d.d. 

Discount rate (WACC) 

Value of equity (VE) 

Average value 

of equity (AVE) EBITDA 

multiplier 

(9×) 

Perpetuity 
Gordon’s model 

(g=2%) 

3,16% 1.155 3.000 6.453 3.536 
3,66% 1.139 2.416 4.362 2.639 
4,16% 1.122 2.100 3.246 2.156 
4,66% 1.106 1.853 2.554 1.838 

5,16% 1.091 1.655 2.086 1.610 

5,66% 1.075 1.491 1.749 1.438 

6,16% 1.060 1.355 1.496 1.304 
6,66% 1.045 1.240 1.299 1.195 
7,16% 1.030 1.141 1.142 1.104 

7,66% 1.016 1.055 1.015 1.029 
8,16% 1.002 980 910 964 
8,66% 988 914 822 908 

Source: Made by the authors in Excel 

 

EBITDA 

multiplier 

(9x)

Perpetuity

Gordon's 

model 

(g=2%)

3,16% 342 1.293 3.138 6.591

3,66% 339 1.277 2.554 4.500

4,16% 336 1.260 2.238 3.384

4,66% 334 1.244 1.991 2.692

5,16% 331 1.229 1.793 2.224

5,66% 328 1.213 1.629 1.887

6,16% 325 1.198 1.493 1.634

6,66% 323 1.183 1.378 1.437

7,16% 320 1.168 1.279 1.280

7,66% 317 1.154 1.193 1.153

8,16% 315 1.140 1.118 1.048

8,66% 312 1.126 1.052 960

Discount rate (WACC)
Historical enterprise 

value (2017-2019)

Total enterprise value (TEV) 

(HEV) 
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Results of this model (5) can be understood as an argument for calculating the implied 

enterprise value as a multiplier of historical EBITDA, relevant to the benchmark in terms of the 

value of equity (VE) and the average value of equity (AVE). The average value of equity in the 

model (Table 5) stands for targeted WACC (5,66%) distribution in the calculation of weighted 

average sums of EBITDA multiplier (9×), perpetuity growth and Gordon’s model. In our case, 

the net debt of HRK 138m at 31st December 2019 targets the average value of equity (AVE) in 

the amount of HRK 1438m. The authors believe that apart from looking for the most suitable 

targeted capital structure, one should focus on improving the performance indicators that 

narrow the growth of EBITDA multiplier. In the discussion, the authors are proposing activities 

aimed at strengthening the position of implied enterprise value as multiplier of the current 

EBITDA in the model. 

 

5. SHORT DISCUSSION OF VALUE DRIVERS FOR TARGETED CAPITAL 

STRUCTURE  

Given the fact that the targeted structure model sets the weighted average cost of capital for the 

implied enterprise value (IEV), saving gluts provide stabile growth of EBITDA multiplier by 

37% to 10.5× (Table 6) when comparing the discounted terminal value in the forecasted period. 

It is a result of balanced measures (HRK 138m) that empowers the equity side of the model by 

40% when comparing to the initial DCF model. To get a clearer picture of implied enterprise 

value (IEV) calculation, the following is corresponding formula (6) in which the total enterprise 

value (TEV) is divided by the actual net debt. 

 

Implied EV =
𝑇𝐸𝑉

𝐴𝑐𝑡𝑢𝑎𝑙 𝑛𝑒𝑡 𝑑𝑒𝑏𝑡
 (6) 

 

Table 6: Selection and incorporation of relevant EBITDA multiplier for implied enterprise 

value (IEV) as multiplier of EBITDA from 2019 for Kraš d.d. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Made by the authors in Excel 

 

Discount rate (WACC) 

Implied enterprise value (IEV) as a multiplier of 

EBITDA from 2019 

EBITDA 

multiplier 

(9×) 

Perpetuity 
Gordon’s 

model (g=2%) 

3,16% 11,1 27,1 56,8 

3,66% 11,0 22,0 38,8 

4,16% 10,9 19,3 29,2 

4,66% 10,7 17,2 23,2 

5,16% 10,6 15,5 19,2 

5,66% 10,5 14,0 16,3 

6,16% 10,3 12,9 14,1 

6,66% 10,2 11,9 12,4 

7,16% 10,1 11,0 11,0 

7,66% 9,9 10,3 9,9 

8,16% 9,8 9,6 9,0 

8,66% 9,7 9,1 8,3 



53rd International Scientific Conference on Economic and Social Development – Sveti Martin na Muri, 10-11 September, 2020 

 

367 

This result refers to the short-term measures that reduce risks associated with the company size 

as lack of marketability, liquidity currency and transparency. The average value of equity in the 

targeted structure model with its EBITDA multiplier 9× represents a scenario model where 

acquisition premium generates a value of discounted terminal value for 64%, total enterprise 

value for 19% and basic value of equity for 34%. These results provide basis for a structural 

sale of non-core tangible asset irrelevant for daily business operations in Kraš d.d. In 

conclusion, the authors are going to summarise all-important findings relevant to the targeted 

structure model as a DCF scenario model. 

 

6. CONCLUSION 

Kraš d.d., as a leading chocolate confectionery producer on the domestic market, defends the 

dominant position through the value of distribution channels and brand name on the 

international level. Multiple corporate actions should be taken from the perspective of 

optimisation in business operations between the stakeholders if pole position on the domestic 

confectionery market remains in status quo over the next couple of years. The initial step toward 

the sustainable scenario model analysis in the financial optimisation process recommends 

nowcasting activities related to the beneficiary outcomes in equity valuation. The authors’ 

model defines key relations in the targeted capital structure by nowcasting the value of the 

premiums for discounted terminal value (DTV), total enterprise value (TEV) and the value of 

equity (VE). The main limitation of the model represent a free cash flow for three periods while 

referring to unchanged capital gain position in historical enterprise value (until 2017). The final 

calculation, as a result, explains potentially favourable outcomes in terms of multiple synergies 

mostly related to the utilisation of non-core tangible assets. Future studies could develop similar 

scenario models for testing the growth perspective in performance indicators for confectionery 

producers with established operations on the international markets. 
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