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Clos ing 

Price
37,65 €

52 Week 

Price 

Range

27,35-38,48

Av. Da i ly 

Volume
897,977

B-shares  

Lis ted
447 m€

Market 

Cap
19,723 m€

Bid-ask 

spread 0,13 %

ROE (2013) 38,67 %

Market Profile

Dividend 

Yield
2,66 %

P/E 26,15

P/B 10,78

Team B Student Research 
 

NASDAQ OMX Nordic Helsinki Stock Exchange 

Main List / Industrial Sector 

KONE OYJ 

Date: 21.12.2014    Current price: 37,65€ (46,04$) Recommendation: BUY (10,6% Upside) 
Ticker: KNEBV (OMX)    USD1: 0,8177 EUR  Target price: 41,67 (50,96 USD) 
 
 
 

        - able to steadily reach higher floors 
 

 
 

We issue a BUY recommendation with a target price of 41,67 € (50,96$) for elevator & 
escalator manufacturer KONE’s B-share. It implies a 10,6% holding period return (including an 
estimated divident of 1,24 € (1,52$)). KNEBV is one of the most liquid global companies in OMX Nordic 
Helsinki (average daily volume of listed shares: 0,2%). With an expanding maintenance base, KONE is 
turning from a new equipment dependant growth business to more balanced, more non-cyclical 
company with excellent prospects to grow dividends. Nevertheless, recent low interest rates and weight 
of future growth make our valuation sensitive to changes in long-term variables (WACC, growth rate). 
 
Main price growth drivers: [1] successful positioning in most profitable future markets (1st in China, 
India & Middle-East), [2] best low-rise offering and innovative brand to grow faster than new equipment 
markets, [3] feasible plans to improve conversion rates, especially in China, [4] expected slight 
improvement in tight competing against other maintenance providers. KONE will be able to provide 
better service by growing its service network even denser, by better coordination, by strategic 
acquisitions and by offering premium level service (improved customer satisfaction for 4 years running). 
[5] Sound life cycle strategy to turn new elevator orders and modernizations to maintenance contracts, 
which in turn can be turned to modernizations by KONE. 
 
Solid balance sheet and negative working capital allow dividends and growth through 
acquisitions. KONE has been de facto financed by its customers. Capital light and efficient business 
model of KONE has enabled ROE of over 40% in FY2013 and dividend payout ratios of over 100% in 
2012 and 2013. While being driven by future growth prospects in developing countries, KONE’s potent 
cash flow generating capabilities help keep dividend streams flowing. 
 
Geographic diversification, internal controls and large customer base (over 400 000 
customers in 52 countries) will keep risks manageable. KONE’s main risks are China 
constituting c.35% of sales, tightening price competition, disruption of growth and anti-trust lawsuits as 
experienced in 2004. KONE’s diverse business mix and maintenance base ease its dependancies on 
China and its ability to grow faster than the market. These limit downside risk of our valuation. 
 
 
 
 

  
 

 
 
 
 
 
 
 
 
  

Figure 2: 2014 KNEBV Share Price Movement vs. Helsinki Industrials. Our 
analysis indicates 10,7% holding return with limited downside. 

Figure 1: Sources: 
Bloomberg, Morningstar, 

Factset 

2,00 % 2,25 % 2,50 % 2,75 % 3,00 %

6,10 % 47,92 € 50,47 € 53,37 € 56,71 € 60,58 €

6,60 % 42,59 € 44,54 € 46,73 € 49,21 € 52,03 €

7,10 % 38,31 € 39,85 € 41,55 € 43,45 € 45,58 €

7,60 % 34,81 € 36,04 € 37,39 € 38,89 € 40,54 €

8,10 % 31,89 € 32,89 € 33,99 € 35,19 € 36,51 €

Change in long term growth rate

W

A

C

C

Long-term What If -analysis (DCF)

Figure 3: What If -analysis shows valuation to be sensitive to Competitive Balance in 
Maintenance, WACC and long-term growth. RED indicates SELL recommendation. 

94,00 % 96,00 % 98,00 % 100,00 % 102,00 %

170 % 37,81 € 40,33 € 42,98 € 45,76 € 48,67 €

160 % 37,55 € 40,06 € 42,71 € 45,49 € 48,40 €

150 % 37,29 € 39,80 € 42,44 € 45,22 € 48,13 €

140 % 37,03 € 39,54 € 42,18 € 44,95 € 47,86 €

130 % 36,77 € 39,28 € 41,92 € 44,69 € 47,60 €
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Short-term (2015-2019) What If -analysis

Selected Financial Ratios 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Profitablity

Operating profi t (EBIT) margin 12,49 % 13,75 % 14,11 % 14,15 % 13,66 % 13,71 % 14,04 % 14,35 %

Return on Equity (ROE) 31,73 % 40,37 % 41,98 % 40,77 % 38,96 % 38,21 % 37,95 % 37,53 %

Financial leverage

Debt to equity 1,61 2,02 1,86 1,81 1,81 1,75 1,69 1,63

Shareholder ratios

Earning per share 1,17 1,37 1,82 1,96 2,04 2,20 2,42 2,66

Working Capita l -439,5 -584,9 -453,2 -506,6 -549,3 -616,7 -682,3 -741,6 

Figure 4: KONE's stable financial condition (high ROE&EBIT) expected to continue 
due to improving Working Capital rotation (one of KONE’s strategic targets). 
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Figure 6: KONE Life Cycle 
1. Success in one segment 
leads to success in others 
2. Different customers: 
Modernization – building 
owners, managers  
Maintenance – facility 
managers, building owners 
New equipment – mainly 
builders 

    
BUSINESS DESCRIPTION 

KONE is a Finnish company that provides life cycle people flow solutions in the form of elevators, 
escalators, automatic building doors and systems that integrate them with buildings. The main 
operations of KONE are manufacturing and installing new equipment and providing maintenance 
services. The service business is yet divided into maintenance and modernization. KONE operates 
in all segments of elevator and escalator industry (E&E) ranging from residential, commercial, 
infrastructure and special buildings to marine and offshore segments. In the FY 2013 new equipment 
accounted for 54%, modernization for 14% and maintenance for 32% of KONE’s total sales. 

Founded in 1910, KONE is an established player with estimated 18,5% of the market and one of the 
innovation leaders in the E&E industry as exemplified by KONE being the only E&E inclusion in Forbes’ 
World Most Innovative 100 Companies List.1 Recently the company has provided its services in 
landmark buildings such as Madison Square Garden in New York City, Doha Tower in Qatar and Marina 
Bay Sands in Singapore. The examples above exemplify the global presence of KONE. KONE operates 
through more than 1 000 offices around the world in over 50 countries. It has authorized distributors in 
over 60 countries. KONE has 8 production units and 7 R&D centers around the world. In the FY 2013 
Asia-Pacific region accounted for 38 %, Europe, Middle East and Africa (EMEA) for 46 % and Americas 
for 16 % of the company’s net sales. 2 

KONE has an impressive track record of planning and executing its strategy. Its 2005-2007 
strategic development program was to focus on Asia, operational excellence and sourcing. For example it 
won market shares in China and cut down supplier network. During 2008-2010 it focused also on 
Environmental Excellence and delivered a new volume elevator with 70% reduction in energy 
consumption. It also raised its EBIT target to 16% from already attained 14% at the beginning of 2011.3 

KONE's STRATEGY TODAY is expressed in the company's vision to create ”the best people flow 
experience”. The company's progress is measured in five strategic targets, which are regularly brought to 
action by changing, measurable development programs. Most recent development programs are to be 
implemented during 2014–2017.4 We expect these targets likely to be met and explain in Appendix 3 
below why they are critical to KONE’s sales sustainability. 

First in Customer Loyalty. KONE provides life cycle services, so loyal customers translate to 
business relations extending possibly for the life time of the building. 

A Winning Team of True Professionals. KONE has grown its employee base rapidly. This 
expansion poses its own problems regarding communication and ensuring loyalty to KONE’s value 
proposition. KONE has succeeded in developing employee satisfaction for 5 years running. 

The Most Competitive People Flow® Solutions. KONE’s key differenting factor are its new 
elevators that can lead to conversions. Reference buildings and innovation/design awards help brand 
KONE as quality leader in all businesses and help sustain premium margins. 

Preferred Maintenance Partner. Maintenance is the highest margin business of the three. KONE’s 
continued focus on customer experience, branded People Flow and value-based sales is aiming to 
provide competitive edge in a business where differentiation is challenging and pricing tightening. 

Top Modernization Provider. Modernization markets have been lagging behind new equipment due 
to relative weakness in American and European markets. Modernization projects also provide 
possibilities to attract customers to maintenance contracts, but we see New Equipment as the leader in 
conversions for the time being. Nevertheless, KONE needs to focus on modernization – old elevator base 
is constantly growing and will need modernization in the future. 

SHAREHOLDER STRUCTURE ensures KONE’s control to remain in Herlin family. Kone 
has two kinds of shares. Only B-shares are publicly listed. A-shares have essentially 10:1 vote advantage 
over B-shares, but this disadvantage is somewhat offset with a higher dividend at minimum one (1) 
percent and at maximum two-and-a-half (2,5) percent, calculated from the accounting par value of the 
share. Every B-share is guaranteed at least one vote in AGMs. 

KONE's shareholder structure is very stagnant. It has been owned by the Herlin family since 
1924. Former CEO and present chair Antti Herlin effectively owns KONE via two holding companies 
with over 20,64% of shares and 61,86% of votes. The other shareholder groups are fragmented with the 
second most powerful owner having only 5,5% of votes. The KONE share structure will keep the 
company in the ownership of Herlins with very high probability. While the wealthy Herlins themselves 
have little need for constant dividends, family Herlin’s Kone foundation has had a steady growth in 
grants awarded. Minority owners also have the right to demand for minority dividend. 

Concentrated ownership can be expected to quarantee long-term vision, steadiness and loyalty. It might 
also pose a problem for the Kone in the long run. We expect largest owner Antti Herlin's two children to 
continue in the family business. Jussi Herlin is the present Vice Chair and M.Sc. in economics, Iiris 
Herlin is the member of the board and B.A. in Social Sciences. The need to keep Herlins in the executive 
positions might prove to be risky if they are preferred over more qualified candidates. Possible 

Figure 5: KONE Sales mix by 
business and market 
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Figure 7: Urban population vs. Rural 
population 1950-2030. Source: UN. 

Figure 8: Urbanization drives growth, and market is 
expected to double. Source: UN, Team Estimates. 

inheritance disagreements, as experienced when Antti Herlin inherited his Kone shares, could distract 
Kone's progress and break the voting majority. (See Appendix 7 for Board of Directors review). 

Solid corporate management expected to continue in the hands of the new CEO. Henrik 
Ehrnrooth succeeded Matti Alahuhta as the CEO of Kone in April 2014. Ehrnrooth was promoted from 
inside – he worked as the company's CFO for five years prior to the appointment. His background is 
decidedly more in international investment banking and global finance than his predecessors. He was 
nominated as the CFO of the year in 2011 and has successfully managed Kone's financial position and 
risks during the last 5 years. Ehrnrooth was also not seen as a radical shift in our conversation with the 
KONE IR. KONE’s option programs are not tied to short term targets, but reviewed by board with focus 
on long-term success.5 (See Appendix 8 for Executive Board review.) 

CORPORATE GOVERNANCE AND SOCIAL RESPONSABILITY 
 
Corporate social responsibility is a critical risk mitigator. Corporate citizenship and 
responsibility are ingredients for stable and sustainable growth for KONE. It brings up “sustainability” 
as one of its strategic blocks of business. Especially the safety of the products, good treatment of the 
personnel in every continent and environmental concerns play a significant role in KONE’s risk 
management. KONE’s strategic targets include “a great place to work”, “leader in sustainability” and 
“most loyal customers”. In addition KONE has identified safety and quality as its high priority areas. 
KONE has a vision to act in responsible manner and take its stakeholders into account. These ideas 
have been adopted: KONE has developed eco-efficient products such as UltraRope, received multiple 
responsibility recognitions, and acted as a member in ISO committee (for ISO 25745), in order to 
develop requirements for the energy efficiency of elevators and escalators.6 KONE has published a 
Corporate Responsibility report of good quality annually since 2008. 
 
Herlin ownership causes exceptions in corporate governance. Finnish company law and 
KONE’s corporate governance principles determine the duties and responsibilities of KONE 
Corporation’s various governing bodies. The target company follows the Corporate Governance Code 
2010 by the (Finnish) Securities market association, with the exception of recommendations 26 
(Independence of the members of the audit committee), 29 (Members of the nomination committee) 
and 32 (Members of the remuneration committee). The code is comply or explain type of soft law, and 
KONE has explained that the exceptions are due to the ownership structure of the company. Antti Herlin 
controls 62 % of the voting rights and according to the target company “the significant entrepreneurial 
risk associated with ownership justifies the main shareholder serving as Chairman of the Board of 
Directors and of the Nomination and Compensation Committee as well as member of the Audit 
Committee and, in this capacity, overseeing the shareholders’ interests”.7 

 
INDUSTRY OVERVIEW AND COMPETITIVE POSITIONING 
 
Growth driven by unavoidable trends: urbanization and ageing population. 
The industry growth is driven by megatrends such as urbanization, population growth 
especially in Asia and changing demographic structure all over the world. UN estimates 
world urban population to rise by 2,5 billion by 2050, with largest growth coming in 
India, China and Nigeria.8 We estimate this to result in a elevator base of over 20m 
elevators, twice the size of today’s base. Also the rise of envidonmental-friendly values, 
safety, need to replace aging equipment and the net growing installed base are key 
factors driving the overall industry growth.9 

Conversion of new elevator orders to lucrative maintenance contracts is the 
key to higher margins. The new order market has high barriers to entry – specialized 
technology, emphasis on safety, brand establishment – and dominated by 4 Original 
Elevator Manufacturers while the maintenance market is fragmented and hard to 
penetrate. The maintenance market is estimated in 2014 to total nearly 12 million 
elevators, growing with a rate of 750 000 new units.10 The 4 OEMs are estimated to 
converse circa 70-90% of lower margin new orders to lucrative maintenance contracts. 

 

 

 

 

 

 

 

 
Figure 9: KONE has positioned its production globally near the biggest 

new elevator markets (India, China, Mexico). Source: KONE. 

Year World Urban. % Elevators (m)

2010 51,60 % 10

2015 54,00 % 12

2020F 56,20 % 13,29

2025F 58,20 % 14,47

… … …

2050F 66,40 % 19,29

Urbanization & Elevators

1 € added in Sales in 2014… Sales in Maint. Profit in Maint.

…in New Equipment +0,16€ in 2015-2019 +0,05€ in 2015-2019

…in Modernization +0,20€ in 2015-2019 +0,06€ in 2015-2019

Maintenance Growth supported by other segments

Figure 10: Maintenance sales growth is supported by success in other 
segments. Estimations only cover years 2015-2019, and 
underestimate the total gain. Source: Team estimates. 
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Growth areas rising in the economically 
developing East. The most important growth area of 
the industry is Asia & Pacific which accounted for over 
76 % of the new elevators and escalators in 2013.11 The 
strong growth of the region and overall Asian market is 
expected to slow down. The main driver for Asia & 
Pacific growth is China with over 6% of people moving 
cities during 2010-2015.12 China accounted in 2013 for 
over 90 % of the global net growth in new installed 
units.13 There is some oversupply in Chinese residential 
market with vacancy rate over 22%.14 We expect 
China’s government to continue ensuring 
smooth urbanization in China. China’s 12th Five-
Year Plan (2011-2015) addresses the target growth of 
GDP to be 7 percent, and also indicates efforts being 
directed to heighten the standards of living rather than 
to fasten growth that could result in a deeper housing 
bubble.15 We expect E&E industry to grow slower than 

steadier with the government pushing the urbanization from horizontal to vertical constructing through 
incentives for higher ratio of construction area to land area.16 The increasing income level promotes the 
floor space per person for housing. Also the construction and services businesses are expected to 
consolidate to established players in China, where the law and the standards are still under-developed. 
However, it is assumed that stricter standards will occur in near future and offer the major companies a 
competitive edge to adapt to the new qualifications and standards through economies of scale opposed 
to the small local operators. (See Appendix 3 for detailed NE sales estimation) 

Pent-up modernization demands in the West. Both elevator base and population in the West are 
aging. ELA and NEII estimate that over 50% of elevators in US (1M elevators) and EU (5,3M elevators) 
are over 20 years old. New eco-efficient elevators and monitoring systems are increasingly easier to sell 
as measurable differences in energy cost widen. The demand in Europe is pent-up due to lack of liquidity 
and negative outlook during the eurocrisis. Legislation such as EU-wide SNEL (Safety Norm for Existing 
Lifts) is mostly implemented and we expect these to drive growth less in the future. More significant 
driver will be ageing of population, especially in the developed world. According to a study by the UN, 
the number of older persons (aged 60 years or over) is expected to more than double, from 841 million 
people in 2013 to more than 2 billion in 2050 globally.17 The oldest countries are shown in Figure 6. New 
elevators in residential buildings will allow these people to live longer in their own appartments, easing 
spending pressure on already stretched public elder care services. 

Elevators and escalators are both necessity and luxury without foreseeable substitutes. 
Demand for elevator solutions is going to expand and varify. [1] Home elevators are needed to ensure 
that the aging population can continue to live longer at home in taller buildings. [2] Higher commercial 
buildings are built in scarce land areas and smoothness of transport is emphasized in savings in working 
time. [3] Maintenance demand is made more visible by tightening regulation. All elevators in use need 
maintenance. [4] People Flow control solutions provide entirely new possibilities of differentiated KONE 
service brand. 

 
COMPETITIVE POSITIONING 
 
KONE has positioned itself as the innovative global leader in Asia market and globally in 
new equipment. It has seized 1st position in China, rest of Asia-Pacific and India in New Equipment 
orders. Also EMEA region has seen some improvement during 2009-2013: KONE is now the 2nd player, 
driven by market share capture in Middle-East and Northern Europe, while in South Europe KONE has 
willingly lost market share to keep higher margins. The capture of key markets will be translated to 
maintenance contracts, where KONE has already improved its relative position in China (from 4th to 
1st).18 The new equipment business has a much higher degree of consolidation than the modernization 
and maintenance businesses. There are four large global manufacturers who mainly control the new 
equipment market: KONE, Otis (part of the United Technologies group), Schindler, and ThyssenKrupp 
Elevator (part of the ThyssenKrupp group). There also smaller local original equipment manufacturers 
(OEMs) in the new equipment, however, the “big four” mainly dominate the global market. When it 
comes to services - maintenance and modernization - the market is much more scattered and 
fragmented with Otis dominating. Differentiation between service providers is difficult. 

Innovative and eco-friendly new equipment leads KONE’s brand. According to KONE’s 
estimates in 2013 its share of the global new elevator and escalator market was 18,5 % (up from 13% in 
2009), when the whole new equipment market consisted of 750 000 new units. KONE’s maintenance 
base exceeded 950,000 units in the end of 2013 and KONE estimates that there are over 12 million 
elevators and escalators in operation globally. Thus the market share of KONE in maintenance is 
roughly 8 %. KONE’s most recent volume offering was only rolled out in late 2012 in EMEA and Asia, in 
Mexico in 2013 and US and Canada in 2014. We view these elevators superior low-rise solution and 
expect them to boost sales in near future. (See Appendix 2 for our Offering Comparison) 

Figure 11: Population % of ages >65. KONE operates near these markets with 
modernization services. Source: OECD. 

Market (growth/decline) NE Maint.

North America 4.(4.) 4.(4.)

EMEA 2.(3.) 3.(3.)

North & Central Europe 1.(2.)

South Europe 3.(2.)

Middle-East 1.(3.)

Russia 4.(4.)

China 1.(4.) 1.(4.)

Rest of APAC 1.(1.) 2.(2.)

India 1.(2.)

Southeast Asia 2.(3.)

Australia 1.(1.)

Source: KONE

KONE Global Positioning 2013 (2009)

Figure 12: Key global positions won by 
KONE provide a foothold for 

maintenance growth. 

Figure 13 Past new equipment growth 
(KONE’s estimate). We estimate KONE 

will grow 1,5xmarket growth in 2015-19. 
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Aftermath of financial crisis has seen KONE financially outperforming others. KONE has 
succeeded after 2009 when new real estate construction dropped dramatically in EMEA and Americas 
and modernization and maintenance markets were squeezed. KONE has grown on average during these 
years 10%, compared to 4% by the second best ThyssenKrupp. KONE has also been able to improve its 
EBIT during each of these years. (See Figure 8) We account this performance to successful penetration 
of the Chinese market and better operating efficiency. 

 

 

 

 

 

 

In the long-term KONE is looking to succeed by differentiation, Schindler through cost-
leadership, Otis through service excellence and ThyssenKrupp Elevators via sustainable 
offering.19 All of the four have been focusing on customer experience, energy efficiency and safety – 
success comes down to execution. All OEM’s are also positioned in China and India, but KONE has the 
best hold of the market. Otis has a foothold in global maintenance and in US and India, but has recently 
suffered few elevator accidents that harm its brand. KONE has the least focus on its home market. 

INVESTMENT SUMMARY 
 
Close to HOLD, but downside is limited. We recommend a BUY, but the margin is small (0,25€). 
KONE’s downside risk is limited by business diversification, market flexibility and growing dividents.  

Sustainable business model and global megatrends enable growing earnings. The growth of 
the elevator and escalator base is in the core of the E&E industry outlook. Manufacturing and installing a 
new equipment unit brings cash flow today, but also in the future as the new unit must be maintained 
and modernized. Thanks to KONE’s sound and sustainable business model and brand it is able to 
capture much of the potential cash flow of additional units in the elevator and escalator base. In 
addition, global megatrends such as urbanization20 and the ageing of the population21 enable growing 
E&E base and earnings in the future. 

The E&E industry has recently grown the most in the APAC region. KONE has had outstanding growth 
(15-44%) in China, where the market has grown 10 % annually. We estimate that the E&E base will not 
grow in China at such speed, but China will still provide a lucrative market in the coming years. In 
addition, we estimate that India, second largest new elevator market and “a country on ground floor”, 
must build higher as urbanization proceeds. In Americas and EMEA we are estimating more modest, but 
stabler growth than in APAC. Shareholder of KONE can expect a steady rise of EPS. 

Strong balance sheet enables growing by acquiring. KONE is financially in a robust condition. 
With little debt and with negative net working capital the company is de facto financed by its customers. 
The strong balance sheet enables KONE to grow through acquisitions as it has successfully done. In an 
interview with us KONE’s representative hinted that the possible acquisitions could be Small 
Maintenance enterprises operating in maintenance business. It was also suggested that KONE is not 
actively looking forward to acquire or merger with the bigger players. We see KONE’s proven ability to 
obtain high-margin service contracts from the ever-growing elevator base as keys to success. 

Possible investment risks growing with China dependency, but only slightly. A detailed 
presentation of risks and mitigating factors is explored under “Investment risks”. The main risks consist 
of regulatory risks, legal risk, operational risks, and personnel risks. Most of the New equipment sales 
growth is from China. This increases KONE’s dependency on China (accounts 73,6% of New Equipment 
in E2019) and exposes NE sales and future maintenance to a severe market risk (see MR1 under 
“investment risks”) that we have classified as high-impact risk. Market disturbance in the Chinese 
growth market would affect the share price, but not radically. Yet again, KONE’s sustainable business 
model mitigates this risk, since earnings from the growing maintenance business are non-cyclical. 

No official dividend policy, but good history of paying dividends. The basis of the overall 
business outlook, business opportunities, as well as the present capital structure and the anticipated 
changes in it are the key factors, which determine the dividend proposal made by the board.  Since 2008 
KONE has been able to pay a growing ordinary dividend annually and buy back shares. In 2008, 2011 
and 2012 extraordinary dividends were paid. 

Valuation Method 

We have used both Free Cashflow for Equity (FCFE) and Residual Income Model as methods to 
calculate our target price. Multiples comparison with Schindler was also conducted. 

Growth

in % Sales EBIT change Sales EBIT change Sales EBIT change Sales EBIT change

2009-10 -2 % 1 % -1 % 2 % -1 % 5 % 5 % 20 %

2010-11 1 % 11 % -4 % -17 % 7 % 9 % 5 % 9 %

2011-12 9 % -8 % 5 % 25 % -3 % -11 % 20 % 4 %

2012-13 8 % 15 % 7 % -9 % 4 % 3 % 10 % 23 %

Average 4 % 5 % 2 % 0 % 2 % 2 % 10 % 14 %

ThyssenKrupp Elev. Schindler Otis KONE

Figure 14: Comparison of percentual changes in sales and EBITs of the big four OEMs demonstrates KONE’s 
successful capture of the China growth opportunity. Sources: Companie’s IR. 

Figure 17 China's share of total sales and 
orders received (KONE estimate) 

Figure 16 Acquisition history 

Figure 18 Dividend history 

Figure 15 Team estimates steady EPS 
development 
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KONE Share Price Movement in the Last 5 Years 
(RED indicates external factors, BLUE actions by KONE) 

   
 
 
 
 
   
 

 
 
 
 
 
 
 
 
 
Figure 19: Selected events in relation to KONE Share price.22 Macro events move the needle more than KONE’s own news. 

 
VALUATION 
 

DCF & Residual Income Model Valuation 

We estimate a target price of 41,67 € for KONE, representing a 10,7% upside and resulting in a BUY 
recommendation. 

For valuation we used the multi-stage Residual Income method based on the forecasted income 
statements and balance sheets to arrive at common share value of 41,67 €. Our model has 5 stages: for 
the next 6 years we estimated the income statement and the balance sheets in order to find the ROE. The 
net profits of the first 6 years are identical with those of the DCF model. Stages 2-4 cover the next 16 
periods, where the ROE is conservatively estimated to decline at rather fast rate. After year 2035 we 
assumed that the ROE will diminish 5 % per year until the abnormal income is zero. We have 
determined the fifth stage as the terminal value in this model. 

We see that Residual Income method valuation is most suited to analyze the value of a KONE share, 
because the Elevator & Escalator business has strong growth in the future and no dramatic changes in 
the Return on Equity in sight. However, we have used DCF valuation as verification to prevent large 
inconsistencies in the target price. The shortcoming of the DCF model in this case is the calculation of 
the terminal value, as it is difficult to estimate a future growth figure that would not greatly overestimate 
or underestimate the share value. No significant future investments are communicated by KONE which 
would have unpredictable effects on future revenues. 

Our model is based on our estimates on KONE’s sales, COGS, taxes and CAPEX. A short peer 
comparison with Schindler was also conducted. 

Sales 

New equipment sales driven by real estate 
construction activity and KONE’s ability to grow faster 
than the market. We estimate KONE’s new equipment sales 
to grow from 3,744 m€ in 2013 to 5,986 m€ in 2019. The main 
reasons for this growth is Asia’s sustained construction activity 
and recovering US economy and KONE’s continued competitive 
advantage supported by superior design and innovativeness. 
See Appendix 3 for full breakdown of our estimates of global 
market development and our NE sales growth model. 

Modernization sales driven by ageing elevator bases 
and overall economic prospects. We estimate 
modernization sales to develop from 0,971 m€ in 2013 to 1,220 
m€ in 2019. We accredit this improvement on slow but steady 
recoveries in US, North and South Europe where over 50% of 

elevators are aged over 20 years and to pent-up demand caused by financial crisis. KONE will also be 
gradually increasing its modernization competence by converting its growing maintenance base to 
modernizations. See Appendix 3 for full breakdown of our model and assumptions. 

Maintenance sales development decided by Conversions from NE and Modernization 
Sales, Competitive Balance between service providers and Acquisitions. We estimate 
maintenance sales to grow from 2,218 m€ in 2013 to 3,486 m€ in 2019. This growth is based on the 
assumption that KONE is able to improve it’s total conversion rate in China swiftly nearer to rate of 80% 

Figure 20. Source: Team 
estimates 

Estimated returns Recommendation

Over 10% BUY

Between 0-10% HOLD

Under 0% SELL

Recommendation Methodology

Figure 21: Recommendation 
basis for holding the stock for 

a year. 

Figure 22: EBIT improvement expected to smoothen, maintenance to grow in 
importance. Source: KONE, Team estimates. 

DCF Analysis 41,55 €

Residual Income Model 41,67 €

Difference b/w Models 0,29 %

Current Price 37,65 €

Upside 10,7 %

Valuation
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assumed elsewhere. We also base our estimate on slightly improving competition balance - as indicated 
by rising customer satisfaction - on KONE’s denser service network and People Flow concept. These will 
result in improvement in rate of annually winning more outstanding contracts and/or losing less 
existing contracts. Detailed explanation of our model and assumptions is in Appendix 3. 

Cost of Goods Sold (COGS) set to slightly improve. The forecast for KONE’s COGS is driven by 
two factors: changing business mix – share of higher margin maintenance gradually 
growing - and economies of scale. We expect relatively denser maintenance network and 
optimization of service to result in lower relative fixed costs, even with personnel cost price rise 
pressure. Lower oil prices are expected to lower, rising steel cost to rise material costs. We estimate 
these to result in a decline of overall COGS from 85,92% in 2014 to 85,12% in 2019. See appendices 3 for 
sales development, 4 for cost structure change. 

Tax rate was estimated to decline to 22,8% in 2019. See Appendix 5. 

Capital Expenditure estimated to rise. KONE operates in a business that requires neither high 
working capital nor fixed assets. We estimate CAPEX to rise from relatively low 77,4 m€ in 2013 to 170,8 
m€ in 2019. As no future investment plans are announced with the exception of a factory investment of 
60 m€ in India in 2016, we expect the CAPEX to include mostly replacement of fixed assets. However, 
we expect some new, smaller investments to be made in the Asia & Pacific region and the total CAPEX to 
rise steadily following the development of sales. See Appendix 6 for CAPEX Calculations. 

Cost of Equity: CAPM with Fama-French adjustments 

The Cost of Equity was calculated with adjusted Capital Asset Pricing Model. To arrive in risk free rate of 
0,59 %, we took the latest yield for 10-year German government bond.23 KONE’s 12 month beta of 0,89 
was calculated by Kauppalehti.24 The market premium was assumed to be the historical average equity 
risk premium of 6%. KONE having one of the lowest book to market and highest market capitalizations 
in the Finnish stock market, we adjusted the cost of equity with premiums of 1,05 and 0,80 calculated by 
researcher Burcin Akgul to be average size and value premiums in Finland during 1990-2011.25 These 
inputs gave us Cost of Equity of 7.78 %. (Figure 23). 

WACC 

We used WACC to determine the appropriate discount rate for the FCFF and the Residual Income 
Model. For interest rate we calculated the historical effective interest rate for the interest-bearing 
liabilities, which resulted to interest rate of 4,3 %. Amount of debt and equity were taken from the 
Q3/2014 report’s balance sheet and totaled 329.3 mEUR for debt and 1830.8 mEUR for equity. The Cost 
of Equity was calculated above. Tax shield for interest costs is taken into account with effective tax rate 
of 23.2 % which was estimated by the team. This resulted into WACC of 7,10 % (Figure 24) 

Terminal Value 

Our valuation is dependant of the terminal value. The terminal value component in Residual 
Income Model was calculated with assumption that abnormal returns (returns on equity that exceed the 
cost of capital) will start to gradually lower after year 2035. We see KONE’s business model strong and 
industry outlook positive resulting in steady but lowering Return on Equity for the next 22 years. After 
that, we estimated the ROE retention rate to be 95 %. Portion of the terminal value (present values of 
Residual Income after year 2035) from projected share price is 31,04 %. In Discounted Cash Flow model 
the terminal value component was calculated with Gordon Growth Model. Long term growth was 
estimated to be modest 2,5 %, the average global inflation in the long term. Terminal value represents 
for 78,8 % of the total projected share price which, however, is quite conventional for DCF models. The 
DCF model is nevertheless very sensitive for error estimates in this matter and we were cautious in our 
estimations in order to evade positive bias in the share price. 

Peer Group Pricing: long-term premium story 

KONE has only one global peer that is publicly listed as a separate company: Schindler. We regard 
Schindler as an excellent benchmark, since it operates in same markets as KONE with similar high-end 
offering and is also family-owned (by Schindler & Bonnard families)26. 

Comparison indicates that KONE and Schindler are somewhat evenly priced in short term (P/E), even 
though KONE has better sales growth and profit margins. The markets expect Schindler to catch up in 
the near term, but KONE’s long term prospects are priced with premium (higher Price/Book, 
Price/Sales). See Figure 25. 

FINANCIAL ANALYSIS 
 
 Robust earnings base with nearly 7 billion € order book, healthy amount (over 5 billion) 
in new orders received during Q1-Q3 2014. These numbers do not include maintenance contracts. 
The order book amounts to 1,4 times this year’s combined new equipment and modernization sales. We 
estimate KONE’s superior offering and improving customer satisfaction to support future earnings. 
 

Figure 24. Source: 
Team Estimates 

Figure 23. Source: Factset, 
Team estimates 

KONE Schindler

Current P/E 26,15 27,15

Est. P/E 24,35 21,99

Price/Book 10,78 6,46

Price/Sales 2,67 1,8233

5 y div. growth 25,21 % 1,92 %

EBIT% 1-9/2014 14,80 % 10,10 %

Sales growth 8,00 % 7,10 %

Source: Bloomberg

Peer Group Comparison

Figure 25: Peer Group 
Comparison confirms KONE 
to be regardes as a long-term 

stock. Source: Bloomberg. 

Cost of debt 4,28 %

Cost of equity 7,78 %

Effective Tax Rate 23,2 %

Equity % 84,8 %

WACC 7,10 %

WACC

Figure 26 Orders received 
showing average growth 

of 11,7 %. 

Market beta 0,89

Risk free interest rate 0,59 %

Market premium (OMXH) 6,00 %

Premium correction 1,85 %

Cost of Equity ( by CAPM) 7,78 %

CAPM
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Sustainable profit margins. KONE has improved its EBIT from 12,49% to 14,1% in two years and 
raised its target EBIT to 16% without indicating when it will be reached. We expect EBIT to stay closer to 
14% during the next years. Main reasons for stable margins are: flexible and diverse business mix, 
hedging against material costs, improved customer satisfaction and lowering relative fixed costs. KONE 
would be able to attain the EBIT target of 16% by focusing on maintenance. 

Improving CFO and CFI enable higher dividends. KONE has been able to improve it’s CFO and 
CFI after a decline caused by financial crisis. KONE has had a generous dividend payout ratio (122,6% in 
2012, 108,5% in 2013), which indicate trust in earnings power and capital lightness of the business 
model. We share this view. (See appendix for 1 for Cash Flow Chart) 

  

 

 

 

 

 

 

 

 

 

Negative working capital with strong balance sheet enables flexible acquisitions, high 
ROE. KONE’s negative working capital provides option to use debt if acquiring larger companies, lower 
interest expenses and excellent ROE (40,3% in FY2013). KONE has negative working capital and thus, 
relatively low current ratio, due to its ability to finance projects with advance payments. This reduces 
counterparty and credit risk and allows KONE to quickly react to changing economic conditions. We 
expect ROE to lower to 37,5% due to competition. KONE is close to being debt-free, when it come to 
long-term debt. Long-term debt to assets is under 5 %, which is an exceptionally low figure. We estimate 
this to continue during forecasting period. Strong balance sheet is backed with committed bi-lateral 
credit facilities of EUR 317.6 million to ensure sufficient liquidity. Financially KONE is in a 
remarkable condition. 

CONDITIONAL DRIVER OF ADDITIONAL UPSIDE 
 
Aggressive tax planning 

 The parent company has tax residency in Finland and is thus subjected to Finnish corporate tax rate of 
20 %. In FY 2013 sales of the parent company to subsidiaries was 445,4 mEUR, which mainly relates to 
revenues for the utilization of intellectual property rights. The Finnish tax authority levied an income tax 
of 46 mEUR on the parent company in FY 2013. Income taxes paid by the parent company accounted for 
roughly 20 % of all income taxes paid by KONE. KONE could mitigate its exposure to tax by transferring 
the parent company’s residency to a country of lower tax treatment of income received from 
intellectual property rights (eg. Netherlands) or just to country with lower statutory corporate tax rate. 
We estimate that this kind of arrangement could cut KONE’s total income taxes by 10-15 %.  However we 
see this scenario highly unlikely, especially under Herlin’s control, since KONE has chosen to embrace 
ethical values in its business. 

    
INVESTMENT RISKS 
Investment risks are classified below by their class, impact and estimated probability. 

 

Regulatory Risk | Local Regulatory Changes  (RR1) 

KONE operates in an industry with different local regulations in all 
new equipment, maintenance and modernization sectors.  
Unexpected changes in elevator and escalator requirements could 
require KONE to update their global offering, adjust their business 
and inflict costs. These effects would affect all companies in the 
regulated field. 

Figure 29: Probability Matrix. We estimate highest risks in Herlin 
ownership, market growth disruptions and protective legislation. 

 

V. High MR1

High RR1 PR1

Medium 

Low OR1/FR1 LR1/PR3

V. Low FR2 LR2 OR2/PR2 RR2

V. Low Low Medium High V. High

Probability & Impact Matrix

Impact

Probability

Figure 28 Team estimates stable 
development of margins 

Selected Financial Ratios 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Profitablity

Operating profi t (EBIT) margin 12,49 % 13,75 % 14,11 % 14,15 % 13,66 % 13,71 % 14,04 % 14,35 %

Net profi t margin 9,63 % 10,04 % 11,00 % 10,96 % 10,62 % 10,69 % 10,98 % 11,25 %

Return on Equity (ROE) 31,73 % 40,37 % 41,98 % 40,77 % 38,96 % 38,21 % 37,95 % 37,53 %

Liquidity

Current ratio 1,12 1,06 1,07 1,08 1,06 1,07 1,08 1,09

Cash ratio 0,09 0,11 0,11 0,11 0,11 0,11 0,11 0,11

Financial leverage

Long-term debt to assets 4,03 % 4,90 % 4,59 % 4,52 % 4,38 % 4,33 % 4,29 % 4,26 %

Debt to equity 1,61 2,02 1,86 1,81 1,81 1,75 1,69 1,63

Shareholder ratios

Earning per share 1,17 1,37 1,82 1,96 2,04 2,20 2,42 2,66

Working Capita l -439,5 -584,9 -453,2 -506,6 -549,3 -616,7 -682,3 -741,6 

Dividend payout ratio 122,55 % 108,53 % 78,82 % 79,21 % 81,75 % 78,31 % 76,20 % 75,24 %

Figure 27: Team estimates stable 
revenue growth and robust 

profit margins. 
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Mitigating Factors: KONE actively co-operates in the development of 
regulations, codes and standards for elevators, escalators and automatic 
doors, e.g. ISO Committee in China. KONE is also focused on safety and was 
able to reduce their elevator energy consumption by 70% - tighter 
regulation could prove to be a barrier to entry for smaller and less 
established companies than KONE. 

Regulatory Risk | Protectionist Regulation (RR2) 

The global elevator and escalator market is highly consolidated with the four 
major players controlling over 65% of the market. This dominating role of 
four Western companies in publicly supported construction markets can lead 
to local regulators to support national producers via legislation and 
regulation. 

Mitigating Factors: KONE and other established companies can be 
perceived as having the required know-how to handle the security 
and environmental demands of the elevator market. KONE is also a 
large employer in the markets it operates in. KONE has disclosed that it has 
not been targeted by protectionist regulation. 

Market Risk | Disruption of Growth Markets (MR1) 

Disturbances in construction markets in Asia could lead into decreased demand for new equipments, 
especially in China. Decreasing demand in new equipments in North America or Europe could lead to 
increased price competition, therefore lower margins. Lower new orders would also hurt the KONE’s 
innovative brand that is gained and maintained through winning and delivering high-end elevators. 

Mitigating Factors: Chinese government has smoothened the China’s GDP growth 
volatility and actively supported the housing market which indirectly aids KONE’s 
business. We expect this to continue, as well as construction stimulus elsewhere. The need 
to keep aging population in their homes instead of carehouses in developed countries can boost 
modernization market especially in Europe. 

Legal Risk | Anti-Trust Accusations (LR1) 

Elevator and escalator markets are mainly dominated by 4 key players which can lead to unfair 
procedures. They have faced cartel fines in 2007. KONE’s share of the fines was lowest of the group, 
142,1 million euros. Recent legislature (ECJ ruling in Kone and Others C-557/12) increases the possible 
financial damage of cartel activity in EU: now companies could face not only fines but also be held liable 
to damages caused by inflated costs. Same risk applies to other markets. KONE has not made a 
reservation in their bookkeeping to pay for liabilities concerning the civil suits from the cartel case. 

Mitigating Factors: KONE was already been affected once and has since focused on competitiveness 
of separate businesses and for example does not bundle new orders to maintenance contacts. 

Legal Risk | Lawsuit Risks (LR2) 

While elevator travel is very safe (more safe than using garage doors according to American Consumer 
Product Safety Commission)27, it is not immune to accidents. Recent lawsuits of deaths in elevators in 
US have been settled with roughly 500 000 $. Other frequent lawsuits are patent disagreements. We see 
these risks affecting all the big players in generally the same way. 

Mitigating Factors: KONE has stated in its strategy that it always focuses on safety in cooperation 
with end users and building owners. They have organized a yearly People Flow Day for their employers 
to communicate safety related information. This has been effective: KONE’s Industrial Injury 
Frequency Rate has been improving for seven years. 

Operational risk | Quality Risk (OR1) 

KONE’s goal is to grow faster than the market while keeping its quality high. This requires focused 
management, efficient network of suppliers and internal control systems to monitor service and 
equipment quality. Failures in these fields could result in extra costs, delays in deliveries on short term 
and loss of positive brand image on long term. 

Mitigating Factors: KONE focused on its suppliers from 2005 onwards and cut them down to a few 
main suppliers in each section. This resulted in a strong position where KONE can control quality and 
allow competition to keep costs in check. KONE also has quality control processes and more frequent 
customer surveys to monitor performance. It also has global insurance for business interruption. 

Operational risk | Raw Material and Personnel Cost Risk (OR2) 

Raw material cost directly affect KONE’s lifts’ and escalators material costs. Fuel price directly affects 
service costs. Most important overall cost driver is personnel cost. 

Variable Our Estim. To HOLD To SELL
NE growth rate vs. 

market 1,5 1,4 0,01

WACC 7,0951 % 7,5601 % 7,7951 %

Long-term Growth 

Rate 2,50 % 2,45 % 1,70 %

Conversion Rate 

excl. China 80->84% 77 % 10 %

Conversion Rate in 

China 57->65% 56 % 12,5 %

Competition Balance 0,97->0,98 0,97 0,94

China NE growth rate 10->6% 6,5 % -1,5 %

COGS 85,6-84,9% 85,60 % 86,20 %

Sensitivity Analysis (2014-2019) Ceteris Paribus

Figure 30: Sensitivity Analysis shows KONE's capability to withstand 
singular shocks to most variables, but also dependency on long-term view 

and competition balance in maintenance. 
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Mitigating Factors: KONE lowers its price vulnerability by entering into fixed-price contracts with its 
major suppliers for a significant part of its raw material and component purchases. The company looks 
to build a more dense service network, which would lower relative travel time and costs. Personnel cost 
is manageable since majority of KONE’s employees are blue collar workers and employee satisfaction 
high. 

Financial Risk | Currency Risk (FR1) 

KONE is significantly more exposed to translation risk than to transaction risk. Transaction risk is 
diminished by the facts that most of KONE’s business take place in local currencies and rest is further 
hedged. The most significant transaction risk exposures are in US dollars, Chinese renminbis and British 
pounds. The majority of the currency forward contracts expire within one year. Translation risk 
(changes in consolidation exchange rates to euro) affects 70% of KONE’s business. The translation risk is 
not hedged as a rule with financial instruments as KONE’s business consists of continuous operations in 
various currency areas. The most significant translation risk exposures are in Chinese renminbis, Hong 
Kong dollars, US dollars, Australian dollars and British pounds. 

Mitigating Factors: KONE uses “natural” and financial hedging to mitigate transaction risk. This risk 
is also mitigated by the company’s policy to invoice its customers partly before and during the projects. 
Translation risk is somewhat mitigated by the company’s balanced global positions: a negative exchange 
in one currency rate can be offset by positive changes in others. 

Financial Risk | Credit Risk (FR2) 

KONE has substantial amounts of cash and short-term investments that need to be invested safely. 

Mitigating Factors: KONE’s deposits its excess funds in only high credit worthiness banks and liquid 
money market funds. We see negative surprises from these to be very unlikely. 

Personnel Risk | Ownership Risk (PR1) 

KONE has been owned by the Herlin family for over 90 years. Majority of Antti Herlin’s wealth is in 
KONE’s shares and he might encounter problems in how to divide his inheritage equally between his 
four children without diluting the voting majority. Sudden occurrences regarding Antti Herlin would 
shift the ownership structure and focus of KONE, but have limited effect on the company itself. 

Mitigating Factors: Herlin family has already suffered from one inheritance disagreement when 
KONE was given to Antti Herlin. The Herlins have publicly stated their willingness to avoid a second 
family feud. But Antti Herlin’s wealth is too concentrated in KONE to allow equal inheritance without 
breaking up the voting majority. 

Personnel Risk | CEO Risk (PR2) 

New CEO Henrik Ehnrooth has a background in international banking. KONE is his first Finnish 
employer. While he has been impressive as the company’s CFO, it is yet to be seen how he will lead 
KONE as a whole. Former CEO Matti Alahuhta was well respected leader and succesfully communicated 
and executed the company strategy. 

Mitigating Factors: Alahuhta will continue to influence the company as a member of the board. 
Ehrnrooth was promoted from the inside, so we estimate he will be familiar with the KONE way. 

Personnel Risk | Employee Management Risk (PR3) 

The number of employees of KONE has surged from just under 34 000 at the end of the year of 2009 to 
over 43 000 in the end of year 2014. This 26% growth in just 4 years might prove challenging for the 
human resources department and executive management. KONE’s brand of quality is vulnerable for 
mistakes a single employee can make. 

Mitigating Factors: The company has a Code of Conduct and Global learning management system. 
KONE has been voted to be in the top 3 of Popular Employers in a few different surveys in Finland, 
which signals that their work atmosphere helps gel the workers to the company. 
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Appendix 1. Estimated Income Statements, Balance Sheets and Selected ratios for forecasting period. 

EUR (millions) 2009 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Net sales 4 743,7 4 986,6 5 225,2 6 276,8 6 932,6 7 497,5 8 060,5 8 642,0 9 259,1 9 920,2 10 628,6

Cost of sales & operating costs -4 137,4 -4 272,4 -4 471,4 -5 442,4 -5 956,5 -6 416,7 -6 899,5 -7 403,7 -7 934,7 -8 472,4 -9 048,0 

Other income 24,6 47,7 37,2 35,6 55,9 60,0 64,5 43,2 46,3 49,6 53,1

EBITDA 630,9 761,9 791,0 870,0 1 032,0 1 140,8 1 225,4 1 281,5 1 370,6 1 497,4 1 633,7

EBITDA % 13,3 % 15,3 % 15,1 % 13,9 % 14,9 % 15,2 % 15,2 % 14,8 % 14,8 % 15,1 % 15,4 %

Depreciation & Amortization -62,2 -63,5 -65,9 -86,0 -78,5 -82,6 -84,7 -100,9 -101,6 -104,3 -108,8 

Impairment charges -2,0 -2,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0

EBIT 566,7 696,4 725,1 784,0 953,5 1 058,2 1 140,7 1 180,6 1 269,1 1 393,1 1 524,9

EBIT % 11,9 % 14,0 % 13,9 % 12,5 % 13,8 % 14,1 % 14,2 % 13,7 % 13,7 % 14,0 % 14,3 %

Financing income 28,8 14,7 26,4 42,9 42,7 29,8 24,5 27,6 29,3 31,8 35,7

Interest (and related) expense -9,0 -9,0 -8,2 -26,8 -36,8 -11,5 -11,6 -14,4 -13,6 -13,5 -13,7 

Other comprehensive income -16,9 41,7 25,1 -6,6 -16,9 0,0 0,0 0,0 0,0 0,0 0,0

Associated companies 8,1 12,3 73,3 4,3 1,1 1,9 1,9 1,9 1,9 1,9 1,9

Pre-Tax profit 577,7 756,1 841,7 797,8 943,6 1 078,4 1 155,5 1 195,6 1 286,6 1 413,3 1 548,7

Pre-Tax profit/ sales 12,2 % 15,2 % 16,1 % 12,7 % 13,6 % 14,4 % 14,3 % 13,8 % 13,9 % 14,2 % 14,6 %

Taxes -128,2 -178,5 -172,2 -193,3 -247,3 -253,7 -271,8 -278,1 -297,0 -324,1 -352,6 

Net profit 449,5 577,6 669,5 604,5 696,3 824,6 883,7 917,5 989,7 1 089,2 1 196,1

Minorities -0,8 -0,6 -0,8 -9,9 -11,3 -9,1 -4,3 -3,6 -3,3 -4,2 -5,0 

Net profit available for common stock 448,7 577,0 668,7 594,6 685,0 815,5 879,4 913,9 986,4 1 085,1 1 191,2

ROE (Equity in beginning of the year) 43,13 % 41,83 % 29,72 % 36,55 % 47,82 % 44,98 % 42,33 % 42,03 % 42,05 % 41,67 %

Income Statement

 

Assets (mEUR) 2009 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Current Assets

Inventories 784,6 765,9 794,7 980,8 1 103,9 1 179,5 1 268,0 1 359,5 1 456,6 1 560,6 1 672,0

Accounts Receivable 837,0 917,7 1 022,1 1 130,6 1 164,6 1 355,8 1 457,7 1 562,8 1 674,4 1 794,0 1 922,1

Deferred assets 173,3 160,8 176,7 181,7 203,0 241,2 259,3 278,0 297,8 319,1 341,9

Income tax receivables 45,8 62,7 63,3 38,1 43,0 54,9 56,3 60,3 61,7 65,9 71,9

Current deposits and loans receivable 421,2 624,9 686,3 623,6 551,4 414,2 484,3 523,1 581,6 670,4 765,9

Cash & cash equivalents 204,9 192,5 234,0 249,6 339,1 366,7 394,3 422,7 452,9 486,5 523,0

Total Current Assets 2 466,8 2 724,5 2 977,1 3 204,4 3 405,0 3 612,3 3 919,8 4 206,5 4 525,1 4 896,6 5 296,8

Non-current Assets

Goodwill 657,1 777,5 1 004,6 1 085,7 1 103,6 1 214,0 1 335,4 1 468,9 1 615,8 1 777,4 1 955,1

Other intangible assets 49,6 82,1 160,7 198,1 228,9 263,2 302,7 348,1 400,3 460,4 529,5

Property, Plant and Equipment - Gross 968,6 1 014,9 1 082,6 630,1 604,6 724,6 853,6 1 051,9 1 200,1 1 359,3 1 530,5

-Accumulated Depreciation -768,1 -810,0 -851,0 -368,4 -335,0 -453,8 -575,7 -720,9 -867,0 -1 017,1 -1 173,6 

Property, Plant & Equipment - Net 200,5 204,9 231,6 261,7 269,6 270,8 277,9 331,0 333,1 342,2 356,8

Investments in associated companies 19,3 25,5 9,0 12,8 4,3 5,0 5,0 5,0 5,0 5,0 5,0

Shares 131,2 149,8 157,0 136,3 103,4 135,5 135,5 135,5 135,5 135,5 135,5

Available-for-sale investments 5,5 5,3 3,4 4,4 4,5 4,6 4,6 4,6 4,6 4,6 4,6

Non-current loans receivable 1,6 1,8 5,5 5,5 5,3 5,5 5,5 5,5 5,5 5,5 5,5

Deferred tax assets 152,8 176,5 178,3 200,4 218,9 215,0 215,0 215,0 215,0 215,0 215,0

Total Non-current Assets 1 217,6 1 423,4 1 750,1 1 904,9 1 938,3 2 113,7 2 281,7 2 513,7 2 714,9 2 945,6 3 207,0

Total Assets 3 684,4 4 147,9 4 727,2 5 109,3 5 343,3 5 725,9 6 201,5 6 720,2 7 240,0 7 842,2 8 503,8

Balance Sheet

 

 
Equity and Liabilities (mEUR) 2009 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Capital and reserves attributable to the 

shareholders of the parent company

Share capital 64,6 65,1 65,1 65,1 65,3 65,3 65,3 65,3 65,3 65,3 65,3

Share premium account 100,4 100,3 100,3 100,3 100,3 100,3 100,3 100,3 100,3 100,3 100,3

Paid-up unrestricted equity reserve 13,0 35,0 51,5 81,2 105,4 125,4 145,4 165,4 185,4 205,4 225,4

Fair value and other reserves 0,4 -3,9 -5,5 -4,0 7,3 0,0 0,0 0,0 0,0 0,0 0,0

Translation differences -24,5 21,5 48,2 40,1 -7,0 0,0 0,0 0,0 0,0 0,0 0,0

Remeasurement of employee benefits 0,0 0,0 0,0 0,0 -50,6 0,00 0,0 0,0 0 0,0 0

Retained earnings 1 184,5 1 381,3 1 767,1 1 601,2 1 473,3 1 638,8 1 818,2 1 982,1 2 193,4 2 448,5 2 739,7

Total Shareholders' Equity 1 338,4 1 599,3 2 026,7 1 883,9 1 694,2 1 929,8 2 129,2 2 313,1 2 544,4 2 819,5 3 130,7

Cumulative Minority interests 0,8 1,3 7,3 21,3 30,4 34,7 38,3 41,6 45,8 50,8 56,4

Total Equity 1 339,2 1 600,6 2 034,0 1 905,2 1 724,6 1 964,6 2 167,5 2 354,7 2 590,2 2 870,3 3 187,0

Non-current Liabilities

Loans 27,2 28,7 21,1 20,9 21,1 21,1 21,1 21,1 21,1 21,1 21,1

Deferrex tax liabilities 42,4 60,8 81,6 88,4 106,1 95,9 102,7 105,1 112,2 122,4 133,2

Employee benefits 110,6 113,4 105,2 96,8 134,7 145,7 156,6 167,9 179,9 193,3 207,7

Total Non-current Liabilities 180,2 202,9 207,9 206,1 261,9 262,6 280,4 294,1 313,2 336,8 362,1

Provisions 100,3 99,4 88,7 136,2 139,4 112,8 112,8 112,8 112,8 112,8 112,8

Current Liabilities

Current portion of long-term loans 7,3 8,6 8,2 8,2 8,1 8,2 8,2 8,2 8,2 8,2 8,2

Short-term loans and other liabilities 88,5 32,1 67,4 82,9 110,0 93,1 84,6 140,4 108,3 92,2 84,2

Advance payments received 832,4 902,7 962,1 1 242,0 1 397,5 1551,3 1705,6 1844,6 1998,6 2156,7 2317,9

Accounts payable 252,5 284,2 385,5 441,0 511,2 551,8 593,4 636,7 682,4 728,6 778,1

Accruals 761,3 868,5 909,7 1 006,7 1 105,5 1 085,7 1 146,2 1 223,6 1 314,1 1 414,1 1 520,3

Income tax payables 122,7 148,9 63,7 81,0 85,2 95,9 102,7 105,1 112,2 122,4 133,2

Total Current Liabilities 2 064,7 2 245,0 2 396,6 2 861,8 3 217,4 3 385,9 3 640,7 3 958,6 4 223,7 4 522,3 4 841,9

Total Equity and Liabilities 3 684,4 4 147,9 4 727,2 5 109,3 5 343,3 5 725,9 6 201,5 6 720,2 7 240,0 7 842,2 8 503,8

Net debt -392,5 -634,6 -718,4 -664,4 -616,6 -512,8 -608,0 -608,2 -717,0 -842,2 -967,6 

Working capital for valuation purposes -128,2 -297,2 -264,2 -439,5 -584,9 -453,2 -506,6 -549,3 -616,7 -682,3 -741,6 
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EUR (millions) 2009 2010 2011 2012 2013

Cash flow from operations before financing 

items and taxes 825,1 857,2 819,8 1055,3 1213,1

Interest received 10,8 10,6 17,3 21,0 29,5

Interest paid -19,3 -2,1 -1,4 -2,1 -2,4

Dividends & cap. Repayments received 27,7 22,8 16,7 13,5 10,8

Other financing items 8,3 -36,0 -5,0 4,3 2,7

Taxes paid -151,2 -169,5 -244,4 -165,4 -231,3

Cash Flow from Operations 701,4 683,0 603,0 926,6 1022,4

Capital expenditures -43,0 -46,2 -92,1 -113,4 -77,4

Investment grants received 17,0 4,9 14,6 1,2

Proceeds from sales of fixed assets 0,8 0,6 5,1 6,5 5,5

Aquisitions, net of cash -48,4 -113,6 -143,5 -127,9 -78,2

Cash Flow after investments (Free cash flow) 610,8 540,8 377,4 706,4 873,4

Change in deposits and loans receivable -220,9 -182,7 -42,0 59,3 57,9

Proceeds from current creditors 0,0 0,0 0,0 0,0 303,6

Repayments of current creditors -36,3 -53,0 -24,8 -1,3 -305,6

Payments of long-term liabilities -145,1 -1,1 -13,5 0,0 -29,6

Purchase of own shares 0,0 -16,8 -40,7 -36,9 -62,9

Increase in equity (option rights & issue) 9,9 22,3 16,7 29,7 24,4

Profit distribution (dividends) -164,0 -333,2 -229,7 -740,8 -755,7

Changes in non-controlling interests 0,0 0,0 0,0 -1,5 -6,8

Change in cash and cash equivalents 54,4 -23,7 43,4 14,9 98,8

Cash Flow

 

Ratios 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Profitablity

EBITDA margin 13,86 % 14,89 % 15,22 % 15,20 % 14,83 % 14,80 % 15,09 % 15,37 %

Operating profit margin 12,49 % 13,75 % 14,11 % 14,15 % 13,66 % 13,71 % 14,04 % 14,35 %

Net profit margin 9,63 % 10,04 % 11,00 % 10,96 % 10,62 % 10,69 % 10,98 % 11,25 %

Return on Assets (ROA) 11,83 % 13,03 % 14,40 % 14,25 % 13,65 % 13,67 % 13,89 % 14,07 %

Return on Equity (ROE) 31,73 % 40,37 % 41,98 % 40,77 % 38,96 % 38,21 % 37,95 % 37,53 %

Liquidity

Current ratio 1,12 1,06 1,07 1,08 1,06 1,07 1,08 1,09

Quick ratio 0,78 0,72 0,72 0,73 0,72 0,73 0,74 0,75

Cash ratio 0,09 0,11 0,11 0,11 0,11 0,11 0,11 0,11

Activity

Total asset turnover 1,23 1,30 1,31 1,30 1,29 1,28 1,26 1,25

Fixed asset turnover 23,98 25,71 27,69 29,00 26,11 27,80 28,99 29,79

Financial leverage

Long-term debt to assets 4,03 % 4,90 % 4,59 % 4,52 % 4,38 % 4,33 % 4,29 % 4,26 %

Long-term dept to equity 10,82 % 15,19 % 13,37 % 12,94 % 12,49 % 12,09 % 11,73 % 11,36 %

Debt to equity 1,61 2,02 1,86 1,81 1,81 1,75 1,69 1,63

Debt service coverage 29,25 25,91 92,25 98,53 81,72 93,41 103,41 110,93

Shareholder ratios

Earning per share 1,17 1,37 1,82 1,96 2,04 2,20 2,42 2,66

Working Capital -439,5 -584,9 -453,2 -506,6 -549,3 -616,7 -682,3 -741,6 

Dividend payout ratio 122,55 % 108,53 % 78,82 % 79,21 % 81,75 % 78,31 % 76,20 % 75,24 %
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2009 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Inventory rotation (days) 60,4 56,1 55,5 57,0 58,1 57,4 57,4 57,4 57,4 57,4 57,4

Accounts Receivable rotation (in days) 64,4 67,2 71,4 65,7 61,3 66,0 66,0 66,0 66,0 66,0 66,0

Deferred assets/Net sales 3,7 % 3,2 % 3,4 % 2,9 % 2,9 % 3,2 % 3,2 % 3,2 % 3,2 % 3,2 % 3,2 %

Income taxes /Pre-Tax Profit 22,2 % 23,6 % 20,5 % 24,2 % 26,2 % 23,7 % 23,7 % 23,4 % 23,2 % 23,1 % 22,9 %

Income tax receivables/last year Income taxes 48,9 % 35,5 % 22,1 % 22,2 % 22,2 % 22,2 % 22,2 % 22,2 % 22,2 % 22,2 %

Financing income / interest bearing receivables and shares 5,0 % 1,8 % 3,1 % 5,5 % 6,4 % 4,3 % 4,3 % 4,3 % 4,3 % 4,3 % 4,3 %

 Interest (and related) expense/ interest bearing debt 3,9 % 4,9 % 4,1 % 12,8 % 13,4 % 4,3 % 4,3 % 4,3 % 4,3 % 4,3 % 4,3 %

Income taxes payables/taxes 95,7 % 83,4 % 37,0 % 41,9 % 34,5 % 37,8 % 37,8 % 37,8 % 37,8 % 37,8 % 37,8 %

Goodwill growth 18,3 % 29,2 % 8,1 % 1,6 % 10 % 10 % 10 % 10 % 10 % 10 %

Growth ofOther intangible assets 65,5 % 95,7 % 23,3 % 15,5 % 15 % 15 % 15 % 15 % 15 % 15 %

Cumulative Minority interests/SH Equity 0,1 % 0,1 % 0,4 % 1,1 % 1,8 % 1,8 % 1,8 % 1,8 % 1,8 % 1,8 % 1,8 %

Depreciation/Net fixed assets 31,0 % 31,0 % 28,5 % 32,9 % 29,1 % 30,5 % 30,5 % 30,5 % 30,5 % 30,5 % 30,5 %

Advance payments received/ New Equipment sales 37,3 % 39,4 % 40,0 % 39,6 % 37,3 % 37,5 % 37,8 % 38,0 % 38,5 % 38,7 % 38,7 %

Accruals/ sales of maintenance & modernization 30,3 % 32,3 % 32,2 % 32,1 % 34,7 % 32,3 % 32,3 % 32,3 % 32,3 % 32,3 % 32,3 %

Accounts payable / COGS 6,1 % 6,7 % 8,6 % 8,1 % 8,6 % 8,6 % 8,6 % 8,6 % 8,6 % 8,6 % 8,6 %

Loans / Current portion of long-term loans 26,8 % 30,0 % 38,9 % 39,2 % 38,4 % 38,8 % 38,8 % 38,8 % 38,8 % 38,8 % 38,8 %

Return on equity (for retention ratio 33,56 % 36,09 % 32,92 % 31,73 % 40,37 % 41,92 % 40,75 % 38,97 % 38,24 % 38,00 % 37,60 %

Retention ratio 97,07 % 107,51 % 91,21 % 96,40 % 127,25 % 103,83 % 97,21 % 95,63 % 98,12 % 99,38 % 98,95 %

COGS/sales 87,22 % 85,68 % 85,57 % 86,71 % 85,92 % 85,58 % 85,60 % 85,67 % 85,70 % 85,41 % 85,13 %

Profit from Assoc. companies / Investments in assoc. companies 42,0 % 48,2 % 814,4 % 33,6 % 25,6 % 37,3 % 37,3 % 37,3 % 37,3 % 37,3 % 37,3 %

Additional calculations

  

Basis for Team Estimates

Income Statement Item Basis for estimation Additional info

Net sales See Appendix 3

Cost of sales & operating costs See Appendix 4

Other income Average % of years 2009-2013 * Sales

Depreciation & Amortization Average % of years 2009-2013 * Sales

Impairment charges KONE's goodwill tests

Financing income Average Financing Income % (2009-2013) * Invest. In ass. Companies + Shares + Current deposits + av. For sale inv.

Interest (and related) expense Average % of years 2009-2011 2012 and 2013 were excluded because of options

Other comprehensive income Average of years 2009-2013 Depends on currency rate we expect to even themselves out

Associated companies Average profit/inv. In associated companies * inv. In Associated companies Excluding 2011, when Giant Kone was purchased

Taxes See Appendix 5

Minorities Change in cumulative minority interest

Balance Sheet Item Basis for estimation

Inventories According to net sales

Accounts Receivable According to net sales

Deferred assets According to net sales

Income tax receivables Tax receivables /previous year's taxes * Previous year's taxes

Current deposits and loans receivable Total Equity and liabilities- Total assets

Cash & cash equivalents According to net sales

Goodwill Average past years growth %

Other intangible assets Fixed growth rate of 15%

Property, Plant and Equipment - Gross

-Accumulated Depreciation

Property, Plant & Equipment - Net Plant investment in India around 2016

Investments in associated companies Fixed amount of 5 000 000 each year

Shares Past years' average

Available-for-sale investments Past years' average

Non-current loans receivable Past years' avarage

Deferred tax assets Fixed amount based on last year

Share capital Past years' average

Share premium account Past years' average

Paid-up unrestricted equity reserve Past years' average

Fair value and other reserves Expected to be 0

Translation differences Expected to be 0

Remeasurement of employee benefits Expected to be 0

Retained earnings Last year + Net profit for common stock - Dividents

Cumulative Minority interests Past years' progression

Loans Expected to remain similar to the past years

Deferrex tax liabilities Past years' progression

Employee benefits Average past years growth %

Current portion of long-term loans Past years' average

Short-term loans and other liabilities Past years' progression

Advance payments received A portion of new equipment sales

Accounts payable A portion of COGS

Accruals A portion of Maintanance sales

Income tax payables A portion of taxes

Net debt Past years' progression

Working capital for valuation purposes Past years' average
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Appendix 2. Offering Comparison28 

Overall we estimate KONE has been successful in positioning its offering as the greenest and most beautifully designed. Purely technically the 
differences are not significant or perceivable, and if KONE’s strengths aren’t seen to be worth the extra cost, KONE might lose orders. 

KONE Type Machine Room Maximum Travel (ft) Capacity (lbs) Speed (fpm)

EcoSpace Low-Rise Elevator » Traction No 150 2000 - 5000 150 - 350

MonoSpace Mid-Rise Elevator » Traction No 300 2000 - 5000 200 - 500

KONE Highrise MiniSpace Traction Yes 1312 4410 1969

Schindler Type Machine Room Maximum Travel (ft) Capacity (lbs) Speed (fpm)

330A Hydraulic Yes 65 5000 150

3300 Traction No 98 2100-3500 150

5500* Traction No 350 5000 500

7000 Traction Yes 1640 8500 2000

Otis Type Machine Room Maximum Travel (ft) Capacity (lbs) Speed (fpm)

HydroFit Hydraulic No 27 2100-5000 125

Gen2 Traction No 300 2100-5000 500

Skyrise Traction Yes 650 2100-5000 800

ThyssenKrupp Type Machine Room Maximum Travel (ft) Capacity (lbs) Speed (fpm)

Endura Hydraulic No 33 2100-5000 80-150

Synergy Traction No 300 2100-3500 150

Momemtum Traction Yes 825 2500-4000 1200

Offering Comparison

 

Comparison of the 4 OEMs’ offerings was made by examining one elevator from Low-Rise, Mid-Rise and High-Rise categories from each company. 
We picked the elevators most advertised by the companies. Comparison of technical, quantitative and measurable details shows that KONE and 
Schindler have fastest elevators and best maximum travel range. Prices of different elevators are generally not public. ThyssenKrupp makes an 
exception in a brochure, where it estimates hydraulic Endura’s building cost to be 74 000$ on average.29 ThyssenKrupp also estimates traction 
elevators to be costlier to build (74 000$ vs. 90 000$), but cheaper to run (500$ vs. 350$). These figures are not definite. 

Our estimates of the best elevator for each segment not including price comparison: 

Best Low-Rise: KONE 

Best Middle-Rise: Tie. 

Best High-Rise: Schindler. 

KONE’s chose in 2007 to stop producing hydraulic elevators, citing environmental concerns over the elevator type’s oil usage.30 This choice 
emphasizes KONE’s strategic differentiation towards eco-friendly and design-oriented offering. These qualities are hard to measure per elevator, so 
we have estimated their impact on company level and by awards and certificates received. 

We estimate KONE to be leading in design with frequent design awards in the last years especially compared to none in the case of Otis and 
ThyssenKrupp. 

KONE 

2014: Good design award, German design award – Special Mention, IF Product Design Award 

2013: Iconic Awards – Winners, Red Star – Excellent Award, Succesful Design Award – Winner 

2012: Red Dot – Winner & Honorable Mention 

Schindler 

2012: Architectural Products’ Product Innovation Award. Red Dot – Winner. 

Otis – none.  

ThyssenKrupp – none.  

We estimate KONE to be leading in eco-efficiency and communicating its green image. KONE received the best possible score of 100 in 
the CDP 2014 reporting and was 12th in Newsweek’s and Corporate Knights Capital’s World’s Greenest Companies ranking.31 Other OEM’s didn’t 
feature. 
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Appendix 3. Net Sales Development Estimation 

Our net sales development forecast is estimated by segments and markets. The year 2014 is based on KONE’s actual progress and our estimates of 
recent events’ impact on sales. Further years are modeled. 

[1] We have modeled Net Sales development by estimating new elevator equipment development by each market’s construction activity forecasts 
and real estate outlooks and implementing KONE’s ability to beat the market growth. Breakdown of our expectations and model are 
explained in detail below. 

[2] Modernization market activities were estimated after each markets’ elevator ages, markets’ importance and markets’ GDP forecasts. 

[3] Maintenance sales were modeled using both new equipment and modernization sales development as a starting point. Then we included key 
ratios that quantify KONE’s success in growing its maintenance base: conversion rates in China and elsewhere, competitive balance and 
acquisition activity. We also took price inflation into account. The model is explained in detail below. 

[1] New Equipment Sales 

New Equipment Sales was forecasted by breaking down KONE’s global sales mix and forecasting each sector indepently. Year 2014 was slightly 
adjusted from KONE’s Q3 report and further years were modeled. The growing importance of certain markets was modeled by adjusting the global 
share mix each year. This base was multiplied by KONE’s ability to grow vs. the market (estimated to be 1,5x). This resulted in Total Sales Growth %. 
This was then applied to previous year’s Sales. Our estimates for years 2014-2019 are explained below. 

Global Sales Share 2013 2014 2015 2016 2017 2018 2019

Exist. Share Change % Change % Change % Change % Change % Change %

North Europe 5 % 1,0 % 1,5 % 0,0 % 0,0 % 1,0 % 1,0 %

South-Europe 5 % -3,0 % -3,0 % -3,0 % -3,0 % -2,0 % -1,0 %

Middle-East and Africa 5 % 3,0 % 0,0 % -2,0 % -3,0 % -1,0 % 0,0 %

North America 3 % 3,9 % 6,4 % 4,0 % 4,0 % 4,0 % 4,0 %

South America 3 % 1,0 % 1,0 % 1,0 % 1,0 % 1,0 % 1,0 %

China 67 % 10,0 % 8,0 % 7,0 % 6,0 % 6,0 % 6,0 %

Rest of Asia-Pacific 8 % 5,8 % 5,8 % 5,8 % 5,8 % 5,8 % 5,8 %

Japan & S-Korea 4 % 2,0 % -1,0 % 0,3 % 0,5 % 0,5 % 0,5 %

Total Sales Growth % 11,1 % 9,1 % 7,3 % 6,9 % 7,3 % 7,5 %

(incl. KONE's Faster Than Market Growth)  

Basis for market growth/decline assumptions: 

 KONE’s ability to grow faster than markets: 1,5. KONE has been growing twice the market growth rate in China. Last years and 
H1’s growth was slower: 1,5 times the market growth. We expect this ratio of 1,5x to continue due to KONE’s innovativeness, design and 
eco-friendliness. (See Appendix 2 for more info on OEMs’ offerings) 

 North Europe: Biggest markets Germany and UK are expected to grow slightly in recent years. The worsening eurocrisis is extected to 
slow production in the future.32 We expect ECB to start more aggressive monetary policy and stimulus to lead construction activity to pick 
up. 

 South Europe: South Europe consists of mainly Spain, France and Italy, which are all in financial distress and Spain in a housing bubble 
aftermath. Market is expected to slow down but slowly pick up speed in later years because of stimulus.33 

 Middle-East and Africa: We expect recent oil price crisis to hinder construction in Middle-East, where for example Saudi-Arabia is highly 
dependant on oil price. This market being the most high-rise oriented (longer build times) and also still very wealthy, we expect the 
decline of oil income to manifest starting from 2016. 

 North America: North America is mainly (80%) driven by US, where commercial sector accounts for 2/3 of sales. We have relied on AIA 
Consensus Forecast to forecast 2014 and 2015 commercial sector construction activity.34 We expect the good trend to continue with the 
US economy showing strength. 

 South America: We expect South America to show slight growth, hindered by public spending cuts and the sector being out of KONE’s 
main focus. 

 China: We base our negative estimation on China on several sources. According to China’s National Bureau of Statistics, this year saw a 
drop of -10% points in growth rate of Investment in Real Estate, -14,5% drop in November in Growth Rate of Land Area purchased and 
also near halt (0,6%) in Growth Rate of Sources of Funds for Real Estate Development Enterprises.35 FED researchers Kaiji Chen and Yi 
Wen also report of Vacancy Rate of 22,4% (US had 3% during the peak of housing bubble 2006.)36 Kansas City FED also expects housing 
to stabilize at a lower path, but the researchers confirm China officials’ capabilities (especially on more local level) of stimulating growth 
of construction sector.37 KONE has proven quality offering and is able to provide for all Commercial, Other Residential and Affordable 
housing sectors. China also has lots of residential structures that will be demolished to provide room for newer housing. Consolidation of 
real estate developers will ease liquidity issues. Generally the real estate is the most used wealth asset for citizens, so there are incentives 
for public sector to help smooth any real estate bubbles. While construction investment has been historically well above the GDP, we 
expect the vacancy problem to be gradually solved resulting in sligthly lower or above GDP (set to be 7% by the officials) growth. 

 Rest of Asia-Pacific: We have estimated India to account for half of the Asia-Pacific’s development. According to PwC’s estimate, India’s 
construction will grow by 6-8% a year for the next ten years.38 We have estimated this to result in growth rate of 7,5%. The other half of 
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the estimate comes from relatively young and developing markets where KONE is a market leader: we have estimated their growth to be 
4%. 

 Japan & South Korea: We expect these highly urbanized and well developed countries to keep a relatively steady growth pace. 

 

China’s development slowing down 

 

 

 

 

 

Europe’s construction picking up 
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[2] Modernization Sales  

Modernization Sales Development was estimated by concentrating on few key markets, where the elevator base is 50% older than 20 years 
according to KONE. These markets were US and Europe, which account for 50% of overall elevator base. 

We estimated Modernization Sales development by weighting each sector’s general growth (as indicated by IMF Forecast of GDP’s of biggest 
countries in respective sectors: France39, Germany40, US) by their respective elevator bases. On top of that, we adjusted for inflation. We estimate 
pent-up demand and KONE’s competitive offering and conversion from maintenance contracts to modernization to increase sales by 0,5% point 
each year. General GDP growth will also have an impact on price of electricity41 and in turn increase KONE’s energy-efficient modernization activity. 

We have not included the effect of growing maintenance base providing ample opportunities to make modernization offers to a customer base 
already on KONE’s side, since KONE has only recently been able to grow its maintenance base. This conversion from maintenance to modernization 
will have a positive effect in the future. 

Modernization Sales

Sector & Elevator Base 2014F 2015F 2016F 2017F 2018F 2019F Proxy

North Europe (2'000000) 0,50 % 1,50 % 1,80 % 1,60 % 1,40 % 1,30 % Germany

South Europe (3'000000) 0,40 % 1,00 % 1,60 % 1,80 % 1,90 % 1,90 % France

North America (1'200000) 2,20 % 3,10 % 3,00 % 3,00 % 2,70 % 2,60 % United States

Sales Growth Rate 3,08 % 3,87 % 4,24 % 4,27 % 4,19 % 4,14 %

(incl. Real GDP + Infl. 2% + pent-up demand + KONE improvement 0,5%

Real GDP Growth

 

Germany’s Real GDP Forecast (IMF): 

 

France’s Real GDP Forecast (IMF): 

 

US Real GDP Forecast (IMF): 
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2365,006 2513,968033 2709,614 2943,26793 3205,245 3484,807

6,6 % 6 % 8 % 9 % 9 % 9 %

[3] Maintenance Sales 

Maintenance Sales was modeled to change due to key factors indicated by KONE. Maintenance Sales annual change is derived from a. competing 
against other maintenance providers, b. converting modernization and new equipment sales to maintenance contracts, c. inflation, d. acquiring 
maintenance contracts. Starting rates were deducted from last 5 years’ performance. The model had an average 2,78% unexplained component 
when comparing to actual revenue development, which could be acquisitions. 

a. Competitive success was indicated by measure of competitive balance. KONE has disclosed it has “over 90%” renewal rate. KONE will 
also win some contracts from the market. We estimated  competition balance to be in 2014 0,97 (92% renewal rate + 5% wins from the 
market), meaning KONE is losing 3% of maintenance contract sales base annually. 

b. Converting success was measured by conversion rates in China and elsewhere. KONE has disclosed it has been able to convert “70-
90%” of new equipment sales and modernization deals to maintenance contracts. In China, this rate has been lower, for KONE around 
60% and for Giant KONE around 50%. China’s conversion rate was set at 55% in 2014, elsewhere it was set at 80%. China’s share of total 
sales was also taken into account. Every converted contract to maintenance was measured to be 1/20 of original sales value. This ratio of 
new elevator price/maintenance year was taken from ThyssenKrupp’s catalog. 

c. Inflation was forecasted by weighting Europe, US and China inflation in equal parts. ECB, FED and Inflation.eu forecast it to be around 
2-4% in the forecasting period.42 Future inflation from 2015 onwards is expected to be 2,5%. 

d. Acquisitions was set to be annually 0,5% of existing maintenance base in 2014 representing relatively lower acquisition possibilities 
going forward. 

 

The Model is explained below. 

 

 

 

 

 

 

 

 

 

 

 

 

Our estimations and reasonings for key driver development during the forecasting period: 

Key Maintenance Drivers 2009 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Conversion Rate exl. China 0,8 0,8 0,8 0,8 0,8 0,8 0,82 0,82 0,83 0,83 0,84

China Conv. Rate 0,55 0,55 0,55 0,55 0,55 0,57 0,6 0,6 0,65 0,65 0,65

Competition Balance 0,97 0,97 0,97 0,97 0,97 0,97 0,97 0,98 0,98 0,98 0,98  

 Conversion Rate: Improving this rate is one of KONE’s strategic focus points. People Flow solutions mean more information about 
elevator use and more optimization that KONE can leverage when selling for maintenance. Considering KONE’s impressive execution 
history, we see slow improvement in this rate from 80% to 84%. 

 China Conv. Rate: KONE has a lower conversion rate in China due to fragmented nature of market, unestablished brands and high 
vacancy rate (some newly build houses lack residents and elevator maintenance). KONE has two different brands in China with different 
conversion rates. We expected quick improvement in the total conversion rate deriving from raising brand awareness, market 
consolidation, lower vacancy rates and mutual learning. 

 Competition Balance: We expect tight price competition to affect competition balance. KONE has indicated that it is willing to sacrifice 
market shares in tighter markets. We also expect KONE to improve it’s pricing tactics, maintenance service by even denser networks and 
people flow and elevator data use. In the long term we expect KONE to start improving it’s current competition balance slightly from 0,97 
to 0,98. 

These assumptions lead to maintenance sales and growth estimates of: 

 

 

2014E 2015E 2016E 2017E 2018E 2019E
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And to business mix forecasts: 

Sales by Segments 2009 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

New Equipment 47,0 % 46,0 % 46,0 % 50,0 % 54,0 % 55,2 % 56,0 % 56,2 % 56,1 % 56,0 % 56,0 %

mEUR 2229,5 2293,8 2403,6 3138,4 3743,6 4136,7 4512,2 4854,3 5191,2 5569,5 5985,7

Growth-% 2,9 % 4,8 % 30,6 % 19,3 % 10,5 % 9,1 % 7,6 % 6,9 % 7,3 % 7,5 %

Modernization 19,0 % 17,0 % 17,0 % 16,0 % 14,0 % 13,3 % 12,8 % 12,5 % 12,1 % 11,8 % 11,4 %

mEUR 901,3 847,7 888,3 1004,3 970,6 995,8 1034,3 1078,1 1124,1 1171,3 1219,8

Growth-% -5,9 % 4,8 % 13,1 % -3,4 % 2,6 % 3,9 % 4,2 % 4,3 % 4,2 % 4,1 %

Maintenance 34,0 % 37,0 % 37,0 % 34,0 % 32,0 % 31,5 % 31,2 % 31,4 % 31,8 % 32,2 % 32,6 %

mEUR 1612,9 1845,0 1933,3 2134,1 2218,4 2365,0 2514,0 2709,6 2943,7 3206,2 3486,4

Growth-% 14,4 % 4,8 % 10,4 % 4,0 % 6,6 % 6,3 % 7,8 % 8,6 % 8,9 % 8,7 %  
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Figure 31 Annual average global wage growth shows wages in China growing faster than 
inflation. We estimate this to be somewhat offset by KONE’s measures.  

Appendix 4 COGS Development Estimation 

Our COGS development estimation is based on changing business mix and overall cost progression. COGS for each segment was not 
disclosed by KONE, but we estimated profit margins from last 5 years’ segment weights and aggregate COGS reported by KONE. We also took into 
account KONE’s own disclosement that maintenance was the most profitable, new equipment coming second and modernization coming last, and 
Economist’s article Top  Floor, Please.43 We also took into account last year’s development that New Equipment and Maintenance sectors improving 
their profits. The estimation was performed by solving a function group with solutions that provide most consistent and error-free COGS for each 
sector. 

This resulted in COGS estimates we took as the basis for our forecasts: New Equipment (93%), Modernization (95%) and Maintenance (70%). Back-
testing resulted in estimation errors under 0,10% in 80% of the years. We also tested these profit margins with other E&E companies and ended 
with supporting results. 

2014E 2015E 2016E 2017E 2018E 2019E

New Equipment 47,0 % 46,0 % 46,0 % 50,0 % 54,0 % 55,2 % 56,0 % 56,2 % 56,1 % 56,0 % 56,0 %

COGS-% (estimate) 94,00 % 94,00 % 94,00 % 94,00 % 93,00 % 92,80 % 93,30 % 94,00 % 94,60 % 94,60 % 94,60 %

Change % -0,20 % 0,50 % 0,70 % 0,60 % 0,00 % 0,00 %

Modernization 19,0 % 17,0 % 17,0 % 16,0 % 14,0 % 13,3 % 12,8 % 12,5 % 12,1 % 11,8 % 11,4 %

COGS-% (estimate) 95,00 % 95,00 % 95,00 % 95,00 % 95,00 % 95,00 % 95,25 % 95,60 % 95,90 % 95,90 % 95,90 %

Change % 0,00 % 0,25 % 0,35 % 0,30 % 0,00 % 0,00 %

Maintenance 34,0 % 37,0 % 37,0 % 34,0 % 32,0 % 31,5 % 31,2 % 31,4 % 31,8 % 32,2 % 32,6 %

COGS-% (estimate) 72,00 % 71,00 % 71,00 % 71,00 % 70,00 % 69,00 % 67,80 % 66,80 % 66,10 % 65,60 % 65,10 %

Change % -1,00 % -1,20 % -1,00 % -0,70 % -0,50 % -0,50 %

Overall COGS 87,22 % 85,68 % 85,57 % 86,71 % 85,92 % 85,58 % 85,60 % 85,67 % 85,70 % 85,41 % 85,13 %

COGS-Estimates by Segment

 

To forecast the total cost progression we have modeled KONE’s cost structure starting from Schindler’s cost structure.44 We adjusted KONE’s 
relative share of material expenses to be higher (6%) and share of personnel costs to be lower (-9%) than Schindler’s because of KONE’s larger new 
equipment activity in China. We also took into account KONE’s higher profit margin. 

We are expecting a modest growth in the COGS of  new equipment and modernization mainly due to the forecasted rise in the prices of steel 
for FYs 2015 and 2016. Steel in many forms accounts for 94 % of the weight of KONE’s low-rise elevator. COGS in new equipment are expected to 
grow also, because of faster than inflation growing wages, especially in China. Real wages have grown in China and we expect this trend to 
continue. 

The main source for slight decrease in COGS will be derived from the favourable situation in the maintenance business. The optimization of the 
maintenance service enabled by denser service routes and gathered data will increase profitability in maintenance. Dropping oil prices will 
also have a momentarily positive effect on profitability, since KONE’s fleet of 14 000 service cars will consume cheaper gasoline. 

KONE has set a target to grow its EBIT-% to 16 %. We forecast that KONE will not be able to achieve this goal during our estimation period. This is 
partly due to the fact that sales of the segment that clearly has the highest margin, maintenance, will not grow dramatically its stake of all sales 
during the forecasting period.   

 

 

 

Figure 32 Steel Billet futures price curve indicates growing material 
costs as 94% of elevator weight is steel. 
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Appendix 5 Tax Development Estimation 

We have estimated KONE’s operational effective tax rate to follow the market area weighted average statutory tax rates. The market 
areas are EMEA, Asia-Pacific and Americas and the weight of the each market area in our model is is derived from the sales in that 
market area in the certain financial year. We justify the method due to the fact that the market area weighted average statutory tax 
rates have come extremely close to the effective tax rates reported by KONE (the average distance from the market area weighted 
average statutory tax rates to the effective tax rate reported by KONE is -0,17 % percentage points, which was included as a constant 
in our model).  The data ranging from 2009 to 2013 shows a steady decline both in statutory tax rates and KONE’s effective tax 
rates. 

In the coming years the balance of the market area will shift more and more to the Asia-Pacific region and especially in China. 
Corporate taxation culture in Asia is somewhat different than for instance in Europe. Legislatures might offer different tax rates for 
companies based on the nationality of the company or the province or region where the company operates.For example, in China 
foreign companies had lower tax rates than domestic companies until 2007. Also tax holidays are given for companies. During tax 
holidays, companies are exempt from paying taxes during the whole financial year. According to a paper composed by Masaaki 
Suzuki, small Asian countries compete for investments with low tax rates and by allowing tax holidays45. We estimate that the 
tax competition will reach also giants such as China, in the form of the Chinese government offering tax holidays 
or other tax benefits for companies. 

We also forecast a steady decline of statutory tax rates in the EMEA region, mainly driven by the tax competition 
in Europe. 

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

EMEA 21,8 % 21,1 % 20,8 % 20,9 % 21,0 % 20,7 % 20,7 % 20,6 % 20,4 % 20,2 % 20,0 %

Change -3,1 % -1,6 % 0,6 % 0,3 % -1,1 % -0,2 % -0,4 % -1,0 % -1,0 % -1,2 %

Market area share of total sales 62,00 % 58,00 % 55,00 % 49,00 % 46,00 % 43,57 % 41,01 % 38,60 % 36,48 % 34,42 % 32,35 %

Asia-Pacific 26,1 % 25,2 % 25,0 % 24,3 % 24,2 % 23,8 % 23,4 % 23,2 % 23,0 % 22,8 % 22,7 %

Change -3,54 % -0,47 % -2,97 % -0,46 % -1,71 % -1,5 % -1,0 % -0,8 % -0,7 % -0,7 %

Market area share of total sales 17,00 % 21,00 % 27,00 % 35,00 % 38,00 % 41,64 % 44,80 % 47,53 % 49,96 % 52,41 % 54,97 %

Americas 33,7 % 33,7 % 32,7 % 32,0 % 32,0 % 32,2 % 31,8 % 31,4 % 31,1 % 30,7 % 30,4 %

Change 0,00 % -2,97 % -2,04 % 0,00 % 0,52 % -1,0 % -1,5 % -1,0 % -1,0 % -1,0 %

Market area share of total sales 21,00 % 21,00 % 18,00 % 16,00 % 16,00 % 14,78 % 14,78 % 14,19 % 13,88 % 13,56 % 13,17 %

Total 25,02 % 24,61 % 24,08 % 23,88 % 23,97 % 23,70 % 23,69 % 23,43 % 23,25 % 23,10 % 22,94 %

ETR resulting from the operations 25,5 % 25,0 % 24,8 % 23,5 % 23,6 % 23,5 % 23,5 % 23,3 % 23,1 % 22,9 % 22,8 %

Effective Tax rate (ETR) estimations
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Appendix 6. CAPEX Calculations.  
 

EUR (millions) 2009 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E

Gross fixed assets in end 968,6 1014,9 1082,6 630,1 604,6 724,6 853,6 1051,9 1200,1 1359,3 1530,5

Capex 43,0 46,2 92,1 113,4 77,4 120,0 129,0 138,3 148,2 159,2 171,1

Other changes in fixed assets -0,4 0,1 -24,4 -565,9 -102,9 0,0 0,0 60,0 0,0 0,0 0,0

Gross fixed assets in beginning 926,0 968,6 1014,9 1082,6 630,1 604,6 724,6 853,6 1051,9 1200,1 1359,3

Accumulated depr. In end 768,1 810,0 851,0 368,4 335,0 453,8 575,7 720,9 867,0 1017,1 1173,6

Depreciation 63,5 65,9 86,0 78,5 118,8 121,9 145,2 146,1 150,1 156,5

Other changes in accum. Depr. -21,6 -24,9 -568,6 -111,9 0 0 0 0 0 0

Beginning accumulated depr. 768,1 810,0 851,0 368,4 335,0 453,8 575,7 720,9 867,0 1017,1

CAPEX calculations

 
 
Value for India’s 60 million factory was added to Other Changes in Fixed Assets in FY2016. Depreciation was calculated to develop in relation to 
gross fixed assets. Other changes in accum. depr. was estimated to be 0. 
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Appendix 7. Team Estimate of Board of Directors46 

We have estimated Board of Director’s capabilities and motivation in three categories: experience, focus and support. Experience 
rating expresses our view of the Board member’s business experience in fields relevant to KONE. Focus rating expresses our view 
of the member’s current ability to focus on KONE’s governance, strategies and policies. Support rating reflects our view of the 
member’s ability to support the management. 

Overall our view of the board’s competencies is mixed: there are several veteran members who can support management 
with their experience, networks and leadership. Their focus on KONE might be limited by numerous other positions of trust. On the 
other side, there are Herlin family members who bring very little experience to the table. 

Antti Herlin 

Chairman of the Board  

b. 1956, D.Sc. (Econ.) h.c., D.Arts h.c., D.Sc. (Tech) h.c.  

Member of the Board since 1991. 

Has served as Chairman of the Board since 2003. Previously served as CEO of KONE Corporation 1996–2006 and as Deputy 
Chairman 1996–2003.  

Current key positions of trust: Chairman of the Board of Security Trading Oy, Holding Manutas Oy and Sanoma Corporation, 
Deputy Chairman of the Supervisory Board of Ilmarinen Mutual Pension Insurance Company and Member of the Board of 
Technology Industries of Finland. 

Experience: 10/10 

Focus: 8/10 

Support: 9/10 

 

Jussi Herlin 

Vice Chairman of the Board  

b. 1984, M.Sc. (Econ)  

Member of the Board since 2012. 

Consultant at Accenture between 2012-2014. Previously served as Deputy Member of the Board of KONE Corporation during the 
years 2007-2012. 

Current key position of trust:  Member of the Board of Security Trading Oy since 2006. 

Experience: 4/10 

Focus: 8/10 

Support: 3/10 

 

Shinichiro Akiba 

b. 1956.  

Member of the Board since 2012. 

Has served as President and CEO of Toshiba Elevator and Building Systems Corporation, alliance partner of KONE, since 2011, and 
Corporate Senior Vice President, President and CEO of Community Solutions Company since 2013. He has previously served in 
different positions in the Toshiba Group since 1979. 

Experience: 9/10 

Focus: 8/10 

Support: 9/10 
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Matti Alahuhta 

b. 1952, D. Sc. (Tech.), D.Sc. (Tech.) h.c.  

Member of the Board since 2003. 

President of KONE Corporation since 2005, and President & CEO since 2006. Previously served as Executive Vice President of 
Nokia Corporation 2004, as President of Nokia Mobile Phones 1998–2003 and as President of Nokia Telecommunications 1993–
1998. 

Current key positions of trust: Chairman of the Board of Outotec Corporation, Chairman of the Board of the Aalto University 
Foundation, Chairman of the Board of DevCo Partners Corporation, Vice Chairman of the Board of the Confederation of Finnish 
Industries, and member of the Board of AB Volvo, member of the Board of ABB Ltd and member of the Foundation Board of the 
International Institute for Management Development (IMD, Switzerland). 

Experience: 10/10 

Focus: 7/10 

Support: 10/10 

 

Anne Brunila 

b. 1957, D.Sc. (Econ.), D.Sc. (Econ.) h.c.  

Member of the Board since 2009. 

Professor of Practice, Hanken School of Economics since 2014. Previously served as Executive Vice President, Corporate Relations 
and Strategy and Member of the Management Team of Fortum 2009-2012, as President and CEO of the Finnish Forest Industries 
Federation 2006-2009, in the Finnish Ministry of Finance as Director General Director 2003-2006 and in several advisory and 
executive positions in the Bank of Finland 1992 - 2000 and in the European Commission 2000-2002. 

Current key positions of trust: Member of the Board of Stora Enso, Member of the Board of Sampo Plc, Member of the Board of 
Sanoma Corporation, Chairman of the Board of the International Chamber of Commerce Finland, Vice Chairman of the Board of 
Aalto University Foundation, Member of the Board of The Research Institute of the Finnish Economy ETLA and Member of the 
Board of the Finnish Business and Policy Forum EVA. 

Experience: 9/10 

Focus: 6/10 

Support: 8/10 

 

Sirkka Hämäläinen-Lindfors 

b. 1939, D.Sc. (Econ.), D.Sc. (Econ.) h.c.  

Member of the Board since 2004. 

Previously served as Member of the Executive Board of the European Central Bank 1998–2003, as Governor and Chairman of the 
Board of the Bank of Finland 1992-1998 and as Member of the Board of the Bank of Finland 1991-1992. 

Current key positions of trust: Chairman of the Board of the Finnish National Opera, and Vice Chairman of the Board of University 
of the Arts Helsinki. 

Experience: 8/10 

Focus: 8/10 

Support: 6/10 
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Ravi Kant 

b. 1944, B.Tech. (Hons.), M.Sc.  

Member of the Board since February 2014. 

Has served in different positions in Tata Motors since 1999, and as Managing Director and CEO from 2005 to 2009 and after that as the Vice 
Chairman. Prior to that, he was Director, Consumer Electronics, Philips India; Director (Marketing), LML Ltd. and Vice President (Marketing), 
Titan Watches Ltd.  

Current positions of trust: Vice Chairman of the Board of Directors of Tata Motors Ltd., Chairman of the Board of Indian Institute of Management 
Rohtak, Tata Advance Materials Ltd and Tal Manufacturing Solutions. Also member of the boards of Tata Industries Ltd, National Institute of 
Design (India), Enactus (USA) and WonderWork (USA). Previously acted as chairman and director of several Tata companies in India and abroad. 

Experience: 8/10 

Focus: 7/10 

Support: 9/10 

 

Juhani Kaskeala 

b. 1946, Admiral.  

Member of the Board since 2009. 

Managing director of Admiral Consulting Oy since 2011. Previously served in Finnish Defence Forces in several positions 1965-2009, last as 
Commander of the Finnish Defence Forces 2001-2009. 

Current key positions of trust: Member of the Board of Oy Forcit Ab, Member of the Board of Nixu Oy, Member of the Board of John Nurminen 
Foundation, Vice chairman of the Delegation of the Finnish Olympic Committee and Member of the European Leadership Network. 

Experience: 6/10 

Focus: 6/10 

Support: 7/10 

 

Sirpa Pietikäinen 

b. 1959, M.Sc. (Econ.)  

Member of the Board since 2006. 

Served as Member of the European Parliament since 2008 and as a negotiation theory lecturer and consultant since 1999. Previously served as a 
Member of Finland’s Parliament 1983–2003 and as Finland’s Minister of the Environment 1991–1995. 

Current key positions of trust: Chairman of GLOBE EU, Chairman of the Finnish Association of Landscape Industries, Member of the Board of 
Alzheimer Europe, Member of the Board of Finn Church Aid, Member of the Finn Church EU Advisory Board, Member of the Board of Lammi 
Savings Bank, and Member of the KVS Foundation Advisory Board. 

Experience: 7/10 

Focus: 5/10 

Support: 5/10 

 

Iiris Herlin 

b. 1989, B.A. candidate in Social Sciences  

Deputy Member of the Board since 2013. 

Member of the Board of Security Trading Oy since 2011. 

Experience: 1/10 

Focus: 8/10 

Support: 1/10 
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Appendix 8. Team Estimate of Executive Board47 

We have estimated Executive Board’s competencies in three categories: Experience, Strategic Fit and All-Aroundness in a scale of 1-10. Experience 
rating reflects our view of the member’s work experience in fields relevant to KONE. Strategic Fit rating reflects our view of the member’s 
background fit to KONE’s strategic focus. All-Aroundness reflects our view of the degree of variance – global, business sectors - in member’s 
background. Overall, we see view the board to be well-rounded in skills and globally experienced. 

Henrik Ehrnrooth 

President & CEO  

b. 1969, M.Sc. (Econ). 

President & CEO of KONE Corporation since April 2014. Member of the Executive Board. Previously served as Chief Financial Officer of KONE 
Corporation 2009–2014. Earlier worked Goldman Sachs from 1998–2009, most recently as a Managing Director in the Investment Banking 
Division and at UBS in various positions from 1994–1998. 

Experience: 8/10 

Strategic Fit: 7/10 

All-Aroundness: 8/10 

 

Klaus Cawén 

M&A and Strategic Alliances, Russia, Legal Affairs  

b. 1957, LL.M. 

Member of the Executive Board since 1991. Employed by KONE Corporation since 1983. Previously served as General Counsel of KONE Corporation 
1991–2001. 

Current key positions of trust: Member of the Board of Oy Karl Fazer Ab, Member of the Board of East Office of Finnish Industries Ltd, and Member 
of the Board of Toshiba Elevator and Building Systems Corporation (Japan). 

Experience: 9/10 

Strategic Fit: 8/10 

All-Aroundness: 8/10 

  

William B. Johnson 

Greater China  

b. 1958, MBA 

Member of the Executive Board since 2012, and employed by KONE Corporation since 2004. Previously served as Managing Director of KONE 
China since 2004, Service Vice President of Asia-Pacific, Carrier International Corporation (United Technologies) 2002–2004, as Managing 
Director Australia, Carrier Air Conditioning Ltd. (United Technologies) 2001–2002, and in various leadership roles with Otis Elevator Company 
and Trammell Crow Company. 

Experience: 9/10 

Strategic Fit: 9/10 

All-Aroundness: 8/10 

  

Pekka Kemppainen 

Service Business  

b. 1954, Licentiate in Technology 

Member of the Executive Board since 2005. Employed by KONE Corporation since 1984. Previously served in KONE Corporation as Executive Vice 
President, Asia-Pacific 2004–2010, as Executive Vice President, New Equipment Business, Elevators and Escalators 2001–2004, as Senior Vice 
President, New Equipment Business and Technology 1995–2001 and as Director of the Research Center 1990–1994. 

Experience: 9/10 

Strategic Fit: 8/10 

All-Aroundness: 7/10 
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 Heikki Leppänen 

New Equipment Business  

b. 1957, Licentiate in Technology 

Member of the Executive Board since 2005. Employed by KONE Corporation since 1982. Previously served in KONE Corporation as Senior Vice 
President, Technology 2004–2005 and as Head of Global Research and Development 2000–2004. 

Experience: 9/10 

Strategic Fit: 9/10 

All-Aroundness: 7/10 

 

Pierre Liautaud 

West & South Europe, Africa, Customer Experience  

b. 1958, M.Sc (Ecole Polytechnique, Ecole Nationale Supérieure des Télécommunications) 

Member of the Executive Board and employed by KONE Corporation since 2011. Previously served in Microsoft EMEA as Vice President, Enterprise 
& Partner Group 2003-2006, then Area Vice President Western Europe 2006-2009. Was CEO at @viso (Vivendi-Softbank, 1999-2001) and Activia 
Networks (2001-2003). Also served in IBM Corporation 1982-1999, most recently as Vice-President Marketing, Internet Division (1998) and 
General Manager, Global Electronics Industry (1999). 

Experience: 6/10 

Strategic Fit: 8/10 

All-Aroundness: 9/10 

 

Tomio Pihkala 

Operations Development  

b. 1975, M. Sc. (Mechanical Engineering) 

Member of the Executive Board since 2013. Employed by KONE Corporation since 2001. Previously served in KONE Corporation as Executive Vice 
President, Safety, Quality and Installation 2013-2014, Vice President, Technology Finland 2011–2013, as Director, Service Equipment Business, in 
KONE China 2009–2010, as Director, Product Strategy and Marketing, in KONE China 2007–2008.  

Experience: 9/10 

Strategic Fit: 9/10 

All-Aroundness: 7/10 

 

Neeraj Sharma 

Asia-Pacific and the Middle East  

b. 1960, B. Tech (Marine) 

Member of the Executive Board since 2014. Employed by KONE Corporation since 2009. Previously served in KONE Corporation as Managing 
Director for KONE India 2009-2014, prior to which he has served in various leadership roles at General Electric. 

Experience: 6/10 

Strategic Fit: 7/10 

All-Aroundness: 6/10 
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Eriikka Söderström 

CFO  

b. 1968, M.Sc. (Econ.) 

Member of the Executive Board. Employed by KONE Corporation since 2013. Previously served at Vacon as CFO from 2009–2012, at Nautor as 
CFO in 2008 and in Nokia Siemens Networks / Nokia Networks in several finance leadership positions between 1994-2007. Current key position of 
trust include Member of the Board of Comptel Corporation. 

Experience: 8/10 

Strategic Fit: 7/10 

All-Aroundness: 7/10 

  

Kerttu Tuomas 

Human Resources  

b. 1957, B. Sc. (Econ.) 

Member of the Executive Board and employed by KONE Corporation since 2002. Previously served as Group Vice President, Human Resources of 
Elcoteq Network Corporation 2000–2002 and as Personnel & Organization Manager of Masterfoods Oy (Mars) 1994–1999. 

Current key positions of trust: Member of the Board of Kemira Corporation and member of the Strategic Board of CEMS, the Global Alliance in 
Management Education. 

 Experience: 9/10 

Strategic Fit: 7/10 

All-Aroundness: 8/10 

 

Noud Veeger 

Central and North Europe  

b. 1961, M.Sc. (Econ.) 

Member of the Executive Board since 2004. Employed by KONE Corporation since 1999. Previously served in KONE Corporation as Executive Vice 
President, Asia-Pacific and Middle East 2010-2014, Executive Vice President, Central and North Europe 2004–2010, as Managing Director of 
KONE Plc (UK) 2002–2004, as Director, New Elevator & Escalator Business, KONE Netherlands 1999–2002, as Director of OTRA Netherlands 
1996–1998 and as Managing Director of HCI Central America 1993–1996. 

 Experience: 9/10 

Strategic Fit: 9/10 

All-Aroundness: 8/10 

 

Larry G. Wash 

Americas  

b. 1961, M. Sc. (Electrical Engineering), M. Sc. (Business Administration) 

Member of the Executive Board and employed by KONE Corporation since 2012. Previously worked as President of Global Services for the Climate 
Solutions sector of Ingersoll Rand, as Vice President of service and contracting business for Trane within North and Latin America, and in various 
leadership roles with Xerox and Eastman Kodak. 

Experience: 9/10 

Strategic Fit: 8/10 

All-Aroundness: 9/10 
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