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1. Introduction

A firm’s Board size holds significant value in the world of corporate sector. This study 

focused on the association of Finnish companies’ board size and valuation. This 

chapter briefly introduces the background, motivation, and relevance of this study 

and the author discussed the research question and thesis structure. 

1.1. Background 

The board of members is made up of individuals who are elected according to the 

legal requirements to protect and preserve the interests of shareholders. The main 

function of the board is to control managerial behavior and ensure that senior 

management acts in the best interest of the shareholders. (Lahlou 2018.) In order to 

determine the firm performance, mostly it is required for investors to analyze the 

board composition. According to the available literature, there are two opposing 

views are held regarding the impact of board size on firm performance. Some 

authors propose that a larger board is a source of knowledge and expertise and help 

to enhance the firm’s performance (Dalton et al. 1999). However, many other 

authors argue that a larger board hardly makes any contribution in a firm’s 

performance. According to Jensen (1993), a larger board is less likely to work 

effectively and face the communication gap and coordination problems. According to 

the same author, it becomes more difficult for a CEO to handle the larger board and 

to organize meetings and achieve a consensus. 

The consideration of firm board composition and valuation method is very important 

for investors/analysts while valuing a firm. Every publicly listed company’s stock 

trading at a certain price and there are many key factors impact the stock price. A 

firm’s performance mostly measures by its market share in the respective industry 

(Santoz and Brito 2012, 99). Therefore, it is important for an investor to check if the 

current market price of a stock truly reflects the current value of a company and how 

the firm’s board size impacts the firm’s performance. Usually, stock markets make 

corrections and for investors it is important to determine these market corrections. 
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In orders to understand the market corrections, investors’ need to adopt a reliable 

valuation method that help them to estimate the fair value of a firm’s stock.  

1.2. Research Motivation, Aim and Objective 

Having recently studied published articles on valuation and board composition the 

author of the research realized the importance of this study in the Finnish context. 

Additionally, it could be beneficial for the author’s future career path to receiving 

both theoretical and practical knowledge of valuation and its measurement methods, 

since the author has personal interest in stock investment.  

The main purpose of this study was to analyze the association between boards’ size 

and firm valuation. In order to achieve the study objective, the author examined the 

previous literature to answer the research question. 

The study was conducted in order to make the contribution in the existing literature 

by assessing the effects of board size on the firms’ performance and the research 

aimed to determine the valuation of sample companies with DCF method. The study 

was focused to analyze the association between firm valuation and board size. 

Through this study, the author hoped to find the solution for the research question.

1.3. Research Approach and Question  

The quantitative approach was used to conduct the research since the data used in 

this study was numerical and the primary source of research data was companies’ 

annual financial statements. Microsoft Excel was used to make the calculations of the 

available data and determine the valuation of different stocks with the DCF model to 

answer the following question:  

• What is the association between the board size and the firm valuation
derived through discounted cash flow method?

The author used the secondary source to collect the data from the aforementioned 

websites NASDAQ, FIN Treasury, Investing, Trading economics, Yahoo! Finance, 

World Bank and the relevant companies’ online website for exploring the financials 
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of the particular company. In addition, every source had its limitations and to 

eliminate these limitations, the author used a combination of the above sources and 

addressed these challenges. For instance, while the research needed 5-year data 

from 2014 to 2018, NASDAQ provided the five-year data but with limited 

information, Yahoo! Finance had only four year updated data, and Investing.com 

provided the last four year data with ratio analysis. Finally, the company’s websites 

were used to check the financial reports and board members information.  

1.4. Structure of the thesis 

The author divided the thesis into six chapters. It begins with an Introduction chapter 

that briefly describes the phenomenon of board size and its impact on firm 

performance. In addition, the research question is formulated in chapter one. The 

second and third chapter is a combination of theoretical and empirical literature 

review and it consists of a presentation of the basic concepts about valuation, 

different valuation methods with special emphasis on the DCF valuation model. The 

chapters also discuss briefly about different boards size and composition. The fourth 

chapter describes the methodology part that consists of data collection, analysis of 

data, research approach and context. This chapter also provides information on the 

data collection sources, valuation process and other details that impact on stock 

valuation. The fifth chapter contains a summary of this study in order to have an 

overall overview and synopsize the main idea of the study. In the final chapter, the 

author discusses key findings, practical limitations, implications, and 

recommendations. 
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2. Literature Review

This chapter highlights and reviews the existing studies that investigate various 

aspects of valuation methods and board size. This section examines literature 

focused on the board’s size, board’s independence and valuation methods to analyze 

the association between the firms’ board composition and valuation. 

2.1. The valuation Process 

Every asset has its value and it can be valued but the valuation process of every asset 

is not the same. A firm valuation process requires different kinds of historical data, 

company information, and assumptions. Therefore, it is mandatory for an analyst to 

adopt different formats and techniques to estimate the fair value of a firm. 

(Damodaran 2002, 1-3.) In order to estimate the firm value, it is mandatory for 

investors to choose the valuation method to conduct the valuation process. 

However, it is necessary to consider the other aspects of an asset that impact the 

valuation. It is not possible to determine the firm’s fair value only on the basis of 

historical data. An investor with a preconception always tries to estimate the value of 

a stock with more fairness. Valuation is more than a number and an investor 

evaluates several other factors (Board size, Capital structure, Goodwill, Synergy, IP, 

Life stage of company). 

2.1.1. Information, Noise and Valuation 

Every valuation method is a combination of a set of information and a valuation 

model. However, the main problem is that there is plenty of information available on 

different sources. This large unnecessary information less likely helps 

analysts/investors in valuation process and most likely distract them from using the 

relevant information. It is mandatory for analysts/investors to know the importance 

of the information in order to use the valuation method in a better way. (Damodaran 

2015.) For instance, the financial reports (Annual report, 10K, 10Q) of a company 

cover a great deal of information and most of the data is not required to be used in 

the valuation process. Therefore, it is important for an analyst to remain focused 

while looking for company information. 
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2.1.2. Price vs Value Enhancement 

It is important to understand the difference between price enhancement and value 

enhancement of a firm. Therefore, it is mandatory for investors to identify that if a 

company’s policies and strategies fail to make an impact on current cash flow, 

growth or discount rate then it is less likely to contribute in firm valuation 

(Damodaran 2014). 

Value –Neutral actions that do not make any impact on firm value are as follows: 

• Stock splits and stock dividends

• Accounting decisions, i.e. inventory related decisions, and pooling instead of
purchase

• Decisions on new securities that might impact on the perceptions but not on
firm valuation

Value – Enhancement Actions 

• Reinvestment in projects

• Appreciation in operating margins

• Acquisitions

• Building competitive advantage, i.e. brand name, cost advantage, patents,

and legal protection

2.1.3. Bias and sources of Bias 

The bias plays a big role in the valuation process. Bias is an important factor that 

allows analysts/investors to assume the valuation of a company even before 

choosing the valuation model. Usually, investors collect information and check the 

stock prices before investing in the company’s stock because investors make an 

investment in a company for profit reasons. Any prior information about the 

company, most likely, sets a value of its stock in investors minds at an early stage of 

the valuation process. (Damodaran 2016, 2-5). For instance, a company’s current 
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operating margin most likely set a perception in investors mind. The main sources of 

biases are the analysts/investors’ perceptions about the stock, in-group favoritism, 

experts views, management discussions in their annual reports (Damodaran 2016, 2-

5). 

2.1.4. Bias Mitigation from Valuation 

Bias cannot be regulated or legislated out of existence. Investors/Analysts are 

humans and bring their biases to the table. However, they can reduce the impact of 

bias on valuation with the below approaches. (Damodaran 2016). 

• Self-awareness

• Valuation needs to remain separate from the structure of reward and

punishment

• Avoid to reveal the beforehand intentions

• Bias revealing

There are some certain truths about business valuation (Damodaran 2006-2012) 

• Valuation is biased

• There can be no precise result in a valuation

• The valuation model complexity is an inverse relationship with the quality of

the results.

2.1.5. Valuation –Mixture of Narrative and Numbers 

It is easy to remember a story rather than numbers but in the financial world, fantasy 

can create a problem for the investors and misguide them. Numbers allow investors 

to remain disciplined but without a story, valuation is all about excel sheet and 

formulas. In order to assume a firm’s future cashflows and growth, It is important for 

an investor to combine the numbers and stories. (Damodaran 2017). 
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A good valuation (Story+Numbers) 
The Number 

Cruncher 
The 

storytellers 

Figure 1.  Valuation process (Adapted from Damodaran 2017) 

According to (Damodaran 2017) an investor/analyst needs to apply five steps (as in 

Figure 2 below) to defend the story and each set of numbers needs to be backed 

with the story. Most of the qualitative stories need to be connected to the value 

inputs. It is most important for the storyteller to remain open for feedback and listen 

to others and remain ready to modify the story. 

Figure 2. (The story- to- number process; Adapted from Damodaran 2017) 

2.2. Valuation Methods and Choices 

There are several models for the valuation of an asset/firm, but the main problem is 

to choose the most reliable method in order to assume the fair valuation of an 

asset/firm. There are four well-known methods (figure 3) used by investors/analysts 

for valuation (Damodaran 2002). 
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An analyst can use any of the below-mentioned approaches to assume the value of a 

firm/asset. In order to estimate the fair valuation, it is necessary for investors to 

choose the most appropriate method. However, the importance of other factors 

such as time horizon, the reason for doing valuation, analyst/investor’s beliefs about 

the market most likely play an important part in valuation (Damodaran 2002). 

Figure 3. Valuation Models (Adapted from Damodaran 2002) 

There are many methods available in order to conduct a valuation, which as 

classified in six different ways. (See Table 1). 

Table 1. The main valuation methods (Adapted from Fernandez 2007) 

MAIN VALUATION METHODS 

Balance Sheet 
Income 

Statement Mixed(Goodwill) 
Cash Flow 

Discounting 
Value 

Creation Options 

Book Value Multiples Classic Equity Cash Flow EVA Black and Scholes 
Adjusted book 
value Per 

Union of 
European Free Cash Flow 

Economic 
Profit Investment option 

Liquidation 
Value Sales 

Accounting 
Experts Capital Cash Flow 

Cash Value 
added 

Expand  the 
Project 

Substantial 
Value P/EBITDA 

Abbreviated 
Income Debt Tax Shield CFROI 

Delay the 
investment 

Other 
Multiples Others Alternative uses 
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Apart from the methods above, below are commonly used methods. 

• Relative Valuation Model

• The Comparable Valuation Model

• Dividend Discount Valuation Model

2.2.1.  Balance Sheet-Based Methods 

To determine the firm valuation investors most likely use the balance sheet based 

methods. These methods only consider the company’s assets mentioned on the 

balance sheet and this valuation approach most likely ignores the important factors 

such as the industry’s current situation, contracts, management problems, human 

resources, etc. (Fernandez, P. 2002, 24).  

Some of these methods as follow: 

• Book Value

• Adjusted Book Value

• Liquidation Value

• Substantial Value

2.2.2. Income Statement –Based Method 

Income statement based methods are different from the balance sheet-based 

methods. These methods seek to determine a firm’s value through the earning size 

of a firm, sales or other relative indicators. (Fernandez, P. 2002, 27.) An income 

statement allows the investors/analysts to estimate the profitability of a firm in 

absolute terms (Damodaran 2012, 72). The income statement of firm measures both 

the operating and equity income of the firm in the form of the EBIT and net income 

(Damodaran 2006, 84). In relative valuation, the valuation of an asset is compared to 

the values assessed by the market for similar comparable assets (Damodaran 2010, 

5). For example, if a buyer is determining the price of a real estate in a particular 

area, then the buyer would look at what similar real estate in the nearby area is sold 

for. The first step is to find similar firms for the target group. (Damodaran 2010.)



15 

2.2.3.  Discounted Cash Flow Valuation Process (DCF) 

Discounted cash flow method is the foundation on which all other approaches built. 

It is important to understand this approach to use the other valuation approaches 

appropriately such as relative valuation and option pricing model. This valuation 

approach is technically correct to value a firm. (David 2012.)

Where 

CF= cash flow 

i= discount rate 

   n=time periods from one to infinity 

Below is the generic valuation model of DCF (Damodaran 2011) 

Figure 4. Generic valuation model of DCF (Adapted from Damodaran 2011) 
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2.2.4. Advantage and Disadvantages of the DCF Method 

The DCF valuation method allows investors/analysts to understand the business and 

business-related activities of the firm. It also helps analysts/investors to take a close 

look of the company’s cash flows, risk, and earnings. According to (Damodaran 2006-

2012), appropriate use of DCF model can produce beneficial results for analysts. 

Besides, there is number of disadvantages of this model. DCF valuation model 

requires a lot of information and historical data to estimate the discount rate, 

growth, and cashflows. Another big disadvantage of this model is that the analyst can 

manipulate the input which reflects the bias of the analyst. (Damodaran 2012.)

2.2.5. Relative Valuation Model 

This valuation model allows an investor/analyst to compare an asset with similar or 

comparable assets to estimate the relative value of an asset which derived from 

comparable assets, a common variables such as revenue, book value, earnings, and 

cash flows. (Damodarn 2012.) One of the illustrations of the relative valuation model 

is to value a firm and it uses an industry-average price earning ratio. It assumes that 

the other firms in the sector are comparable to the firm being valued and that the 

market, on average, prices these firms correctly (Damodarn 2012). Some additional 

value drivers that could be applied by an analyst in the relative valuation model i.e. 

PS (Price to Sales) and PB (Price to Book). 

 Analysts often choose the most common approach to estimate the PE ratio for a 

firm and there are some limitations of this approach. 

Limitations of this approach: 

• Bias makes this approach weak.

• Same group of firms often have very different business mix and risk growth

profiles.

• It is difficult to predict the PE growth of growing firms.
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2.2.6. Dividend Discount Models (DDM) 

One of the simplest models for equity valuation is the dividend discount model. The 

value of a stock is the present value of the expected dividend on it. A formula that 

analysts/investors use to value the equity of a firm by computing the present value 

of all expected future dividends (Fernandez 2002). The DDM valuation model 

remains very useful for specific companies and the model is outmoded as per 

analysts and not suitable for every company to estimate the value. While investing in 

the stock market, an investor always expects the returns in two types of cashflows. 

• Dividends during stock holding period

• Expected price at the end of holding period

An analyst/investor use several version of the dividend discount model (DDM) to 

assume future growth by assuming different dividend discount model. 

2.2.7. The Gordon Growth Model 

The Gordon Growth model use by analysts/investors mostly for ’steady state’ firm 

valuation which produce growing dividends with a sustained rate forever. This model 

relate the value of a stock to returns on an investment in terms of its expected 

dividends in the following period time. (Damaodaran 2012). 

The Model 

Where, 

DPS1 = Expected Dividends (next period – one year) 

ke= Required rate of return (equity investors) 

g = Growth rate (dividends forever)
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The model has a difficult assumption to meet that the growth rate in dividends has to 

be constant over time which seems unrealistic in case of the cyclical firm. 

The model is simple to make the valuation of stock but there are some limitations of 

this model and it remains sensitive to assume the growth rate of the firm because it 

can produce the absurd results. For example, a stock with an expected dividend 

$2.30 per share for the next period with a cost of equity of 17% and expected growth 

rate 4% forever. The value of a stock is: 

Value= $ 2.3 =$ 17.69 

(0.17) – (0.4) 

Figure 5. DDM Valuation 

2.3.  Key Components and inputs for Valuation 

Every valuation method requires the inputs to assume the fair value of a stock. For 

DCF method an analyst required four important inputs expected growth rate, 

expected cash flow, Terminal value, and WACC. (Damodaran 2010.) 

a). Expected Growth 

The investor may use a different way to estimate the expected growth of the firm. 

Historical per share earnings growth is a good step to initiate. To estimate, future 

growth is to look at other analysts’ predictions. Investors can check the investment 

strategies of the firm in new projects to predict the future rate of return. 

(Damodaran 2006-2012.) There are some disadvantages to using these methods, to 

estimate the expected growth. While considering the historical growth it is important 

to consider the appropriate base year to estimate fair growth expectation for the 

future year and it is important for the analysts/investors to deal with negative 

historical growth i.e. startup companies mostly have negative earnings in the early 

stage. It is important to check the bias while using the firm’s management and other 

analyst growth estimation. 
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b) Cash Flows  

It is one of the important components to predict the company’s value. According to 

Damodaran, to make the forecast of cash flows it is essential for analysts to examine 

the historical data and check the growth rate to predict the future while considering 

the following aspects. 

• The time period of Growth 

• Terminal value calculation  

• Cash flow in that particular period 

 

While making the forecast of cash flows which require plenty of assumptions and 

predictions about the company and how the company will run the business in the 

future. Undoubtedly, it is impossible to make any future predictions. There are some 

important factors that help an analyst to make predictions about the future of the 

company. 

• Historical data 

• Other analysts assumptions  

• Company’s management plans  

2.3.1. Capital Asset Pricing Model(CAPM) 

The CAPM is a model that formally links the notion of risk and return; it uses the 

beta, the risk-free rate, and the market return to help investors define the required 

rate of return on investment. The Capital asset pricing model (CAPM) originally 

developed by William F.Sharpe and John Lintner about five decades ago. CAPM 

predicts that a share’s expected return depends on three following things: Risk-free 

rate, the expected return on the overall market and the share’s beta. (Gitman 2011, 

147.) The CAPM model does not have any rational or orderly way to make 

assumptions and it makes unrealistic conclusions and predictions (Fernandez 2017). 

It is an attracted model because of its simple logic and intuitively pleasing predictions 

about measuring risk and return relationships. The model’s empirical problems may 

reflect true failings (Fama & French 2003). 
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2.3.2. Risk 

Risk is a part of the investment, and understanding of what it is and how it is 

measured is essential to develop an investment philosophy. In finance, risk definition 

is both different and broader. Risk as an investor sees it, refers to the likelihood that 

an investor will make a return on an investment that is different from the return an 

investor to make it can be profit or loss. Risk is a mix of danger and opportunity. Risk 

is always remaining subject to investment. For instance, an investor buying any 

default-free bond for a fixed time period with a sure return of 6 percent expected 

growth will receive the actual return 6 percent after the specific period. But an 

investor who bought stock in a company and expected to have 20 percent on the 

same stock but the actual return on this investment will not certainly be the same as 

investors expect. It might even be lower or higher. (Damodaran 2012.) 

2.3.3. Risk Free Rate and Risk Premium 

An asset is risk free for an investor if the investor already knows the certain expected 

return on it– the actual return is always equal to the expected return of an investor 

i.e. government securities (Damodarn 2012, C7).In order to make an investment risk

free, investors most likely to consider the following two conditions (Damodaran

2009).

a) No risk of default can be associated with its cash flow.

b) The investment that has no reinvestment risk.
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According to (Fernandez and his team 2018), the average risk-free rate for Finland in 

the financial world was 1.7 percent. 

 

 
 
Figure 6. Risk free rate (Adapted from Fernandez 2018) 
 
The market risk premium illustrates the return of the market portfolio after excluding 

the risk-free rate. According to (Berk et al. 2011), most of the researcher usually 

make the assumption of MRP ( Market Risk Premium) within a range of 3 to 5 

percent according to last 5 decades historical data. For this thesis, the author author 

assumed the market risk premium 5.9%. 

 

Figure 7. Market risk premium (Source: http://www.xn--marktrisikoprmie-

7nb.de/fi.html) 

http://www.marktrisikopr%C3%A4mie.de/fi.html
http://www.marktrisikopr%C3%A4mie.de/fi.html
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2.3.4. Nature of Business and Beta  

According to the CAPM model, there is a direct linear relationship between the risk 

of an asset relative to the market and the return that can be expected from the 

assets. The Product sensitivity of business sets the value of a firm’s beta. It is often 

observed that companies in the business of discretionary products have higher betas 

than the firms involve in less discretionary products. (Damodaran 2014.) 

Cyclical companies that produce the luxury product have higher beta than non-

cyclical/ defensive firms that produce the essential products like utilities that a 

person needs to have even in the bad economic situations have lower beta. A 

product that is discretionary in one market close to being a non-discretionary in 

other markets. For example, Internet service seems non-discretionary in developed 

nations like Europe. However, in countries like Africa people still cannot afford these 

services and it seems discretionary products for them. (Damodaran 2014.) 

3. Corporate Governance  

According to economists, the standard definition of corporate governance is 

”defense of stakeholders interests” (Tirole 2001). Corporate governance is an 

essential part of finance research and an integral part of the valuation, stakeholders 

of a company impact directly or indirectly the company’s decision making and the 

company’s stock value. Corporate boards of directors perform critical roles and 

consider an essential governance mechanism (Lipton and Lorsch 1992; Jensen 1993). 

The essence of corporate governance is to ensure that the assets of the company are 

in the hand of responsible persons and they use the assets efficiently and effectively 

in the interest of the company (Mamun 2011). According to (Calder 2008), the 

modern corporation has a legal personality and it exists within a legal framework. 
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3.1. Corporate Governance in Finland

The structure of Finnish listed companies’ ownership is not similar. Some companies’ 

ownership structure is decentralized, while in other companies shareholders have 

significant holdings. In Finnish listed companies dominant shareholders play an active 

ownership role through board representation. (Lekvall 2014.) The board makes the 

decisions as a collective and the main responsibilities of the board to manage the 

company’s operational activities accurately and make the supervision of financial 

matters. According to the Finnish corporate governance code, company’s operational 

activities and development stage set the composition of the board. According to the 

code, a major portion of the directors need to be independent in the company. 

(Lekvall 2014.) An independent director means the person does not have any 

employment relations with the company’s operational as well as financial activities.  

3.2. Board Size 

The size of firm boards’ has received significant attention from academic researchers 

over the past decades. From a theoretical standpoint, two different observations are 

held regarding the impact of board size on firm performance. According to the 

previous literature, some authors argue that firms’ performance can be improved by 

larger boards. To improve the firm performance, larger boards may provide the 

expertise and better decision making (Lahlou 2018). 

However, there are many authors suggest that larger boards are less likely to create 

any positive contribution to firm performance. Larger boards most likely create 

problems, which usually overshadow the potential benefits of having a larger board 

(Lahlou 2018). According to (Yermack, 1996), studied a negative relationship 

between firm value and board size. According to (Garg, 2007), smaller boards are 

more efficient than the larger boards. The same author suggested six as the ideal 

board size for a firm. 

Most of the existing studies on the board of directors are based on agency theory 

which is concerned with the monitoring role of directors. According to the 

perspective of agency theorists, the main purpose of the board of directors is to 

solve the agency problem. According to (Kalsie, Shrivastva 2016), board size 
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positively affects firm performance. Larger boards meant companies had more 

knowledge base and resources in comparison to smaller boards. Recourse theory 

suggested that the large size of the board brought diversity in the board with wide 

variety of expertise. However, the stewardship theory had opposing views and 

suggested that a smaller board is more effective and supports the negative 

association between board size and firm performance. (Kalsie and Shrivastva 2016.) 

The role of the board directors is to monitor the company’s operational activities and 

make strategic decisions according to the company’s requirement to sustain the 

firm’s business. There is no doubt that board size is one of the key factors while 

determining the valuation of the company. Large boards have their advantages 

because of the supply of better advice to the company management (Pfeffer, 1972; 

Zahra and Pearce, 1989; Lynall et al., 2003). According to (Lipton and Lorsch 1992; 

Jensen 1993), larger boards are counterproductive because large board makes the 

decision-making process weaker. 

3.3. Board Independence  

 
The corporate board plays significant role in monitoring and management key 

decision making. From a theoretical standpoint, two different observations are held 

regarding the impact of independent board members on firm performance. 

According to the previous literature, some authors argue that firms’ performance can 

be improved with optimal board independence. To eliminate the bad practices and 

to protect the shareholders’ interest most likely every country has a certain code for 

boards’ composition. (Lahlou 2018.) For instance, NASDAQ listed companies’ needs 

to have a certain percentage of independent directors in the board composition 

(Lahlou 2018). According to (Fema and Jensen 1983), outside directors affect the 

firm’s performance positively than inside directors. Outside directors challenge the 

CEO and better able to perform their responsibilities (Weisbach 1988). 

However, there are many researchers failed to find any positive relationship between 

firm performance and board independence. According to (Ferris and Yan 2007), 

there is no association between fund performance and board independence. 

According to (Bhagat and Black 2002), their study unable to find any positive 
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association between firm performance and board independence in a large sample 

investigation and found firms with more independent directors were less likely to 

outperform other firms. 

3.4. Board Composition 

Board composition in terms of the ratio of independent to inside directors and the 

number of directors influence the effectiveness of the board. Board of directors 

needs immense knowledge about the firm’s operating environment to add value and 

perform their duties and to contribute towards the company’s objectives efficiently 

and effectively.  

In Finland, an organization’s board can have either one or two-tier structure and 

generally the composition of the listed company’s board have non–executive 

directors. According to the code, managing director and chairman of the company 

play a different role in the board and listed companies normally have 5 to 10 

directors. (Calkoen 2011.) 

According to the previous studies, there is difference between inside and outside 

directors’ incentives. Non-executive directors often play the same role in many 

boards and paid less than executive directors (Mura 2007). In order to protect the 

shareholders’ interest and to improve board effectiveness, policymakers throughout 

the world have introduced a range of code to improve the governance practices 

(Lahlou 2018). 

In Finland, according to the corporate governance code, executive and non-executive 

directors have the same importance and both are liable for the outcome of a 

decision and the supply of right information on the right time to non-executive 

director is mandatory. According to the previous literature, there are three main 

stages of every company such as emerging, maturing, and decline and exit. In order 

to sustain and grow, every stage demands a different kind of strategies and decision 

making ability from the board. According to (Lynall 2003 et.al), firms’ financial and 

non-financial requirements changed according to the life stage and to meet the 

demands, a firm needs an appropriate board. In mature firms most likely have larger 
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board composition with the different levels of diversity and expertise in business and 

non-business activities (Balogh 2016).  

Based on the previous literature review, this study conjectures that board size and 

firm performance are interdependent. 

H1 There is a positive relationship between larger board size and firm performance. 

4. Methodology

This chapter presents a step-by-step account of how the data was collected and 

explained the research methodology applied in the investigation in order to achieve 

the objective of the study. The first section of this chapter explained the difference 

between the research method and research methodology. The other sections 

showed the research strategy, data collection and analysis methods applied in the 

study. Whereas, the final section of this chapter presents the reliability and validity 

of this study.  

4.1. Research Approach 

The characteristics of research (Krishnaswami, et al. 2010) is a systematic and critical 

investigation into a phenomenon and adopt a scientific method, objective, and 

logical, based upon observable experience or empirical evidence and remain focused 

on the development of theories and principles. The objective of a researcher to build 

up the knowledge wealth through his/her research findings. There are two main 

domains of research qualitative and quantitative methods. Whereas, research 

methodology is a combination of science and philosophy behind every research. 

(Adams, Khan and Raeside 2014, 5). 

The qualitative approach is based on subjective assessment of behavior, attitude and 

this approach seeks for in-depth solution of the given research problems and it 

includes an array of interpretive techniques (Cooper and Schindler 2013). 

The quantitative research approach outcome is presented through numerical terms 

or monetary (Krishnaswami, O et al. 2010). For example, if an analyst/investor wants 

to make the valuation of stock then it is essential for the investor/analyst to check 
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the previous year financials because the future profit of the company is directly 

correlated with the profit of the previous years.  

The author used the quantitative method in this thesis to find the solutions to 

research questions. The material used in this thesis was accounting information; 

companies’ financials to estimate the companies’ valuations. Therefore, the material 

used for the research is correct and unchanged.  

Table 2. Comparison of Qualitative and Quantitative methods 

S.No. Issue Qualitative methods Quantitative methods 

1 Overall aim Explanation and 
understanding Generalization and conformation 

2 Sample size Small Large 
3 Data amount Large size data (raw) Relatively small data (numerical) 

4 Connection with 
respondents 

One-to-one 
relationship (close) Almost no direct relationship 

5 Data collection techniques Interview, costly and 
time consuming  

Large scale survey, less costly and 
less time consuming 

6 Flexibility and 
Standardization Flexible Relatively less flexible than 

qualitative analysis 
7 Point of view Participants Researcher 

Note: Above list of issues in not exhaustive and the order does not represent any 

priority. 

In quantitative method researchers generally impose a framework of their own, but 

in qualitative method, researchers see things from the eyes of participants. 

Additionally, there is a mixed method – the mixture of qualitative and quantitative 

methods. 

4.2. Data Collection and Analysis 

It is based on facts and relevant past and present materials such as the opinion of a 

certain group, marks obtained by certain students, a certain raw material for certain 

output, the types of news and newspaper readers, etc (Krishnaswami,O et al. 2010). 

The data play an essential role in research and allow the researcher to eliminate the 

guesswork and imagination from the study. There are two main data sources to 

collect the data. 
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a) Primary Source 

b) Secondary Source 

 
According to (Krishnaswami, O et al. 2010), data collected through primary sources, 

always collected through origin without any previous records. For example, 

interviewing of consumers on the brand loyalty program, brand preference to know 

the consumer behavior. Primary data provide first-hand information to the 

researcher. 

Secondary data sources consist of readily available compendia and statistical 

statements i.e. companies financial reports, census reports, publications of 

international organizations, etc. Secondary data are readymade and readily available 

data and researchers have no original control over the collection and classification of 

data. (Krishnaswami, O et al. 2010.) Secondary data is not collected by the researcher 

directly from respondents/subjects (Greener, S. 2008). 

This thesis research data are mainly gathered from secondary data sources such as 

company’s annual reports, financial reports, and brochures. The data not collected 

through any surveys, interviews or questionnaires. It is collected from publicly 

available free sources and it is purely free from the bias of the author because it is 

publicly available data for general use and not for any particular motive of research. 

The data used in this study mostly gathered from the following listed (Table 3) 

websites, a combination of different sources used by the author to eliminate the 

weakness of a particular source. For instance, this study seeks 5-year data from 2014 

to 2018, but every website has its limitation and the combination of different 

websites eliminates the weakness of each resource i.e. Yahoo Finance! and 

Morningstar allows the author to list down the 5-year on one place to compute the 

valuation of stocks. The author gathered data of 20 Finnish publicly listed companies 

on the OMX25. The details of the companies as listed in Appendix 1. The companies 

are from different sectors as listed below: 

• Consumer Cyclical 

• Industrials 

• Communication Services 
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• Utilities

• Consumer Defensive

• Basic Materials

• Energy

• Technology

• Health Care

The study collected 5 years data of 20 Finnish firms from annual reports, balance 

sheets, income statement and cash flows from 2014 to 2018. There are multiple 

sources were used to collect the data but the main source of financial data was 

NASDAQ (http://www.nasdaqomxnordic.com/).  

The current market data obtained was all as of April 30th, 2019, or May generally 

where available. 

Table 3: Sources of historical data used in the study 

Variable Source 

Revenue 
Nasdaqomxnordic,Yahoo Finance,Income 
Statement 

EBITDA 
Nasdaqomxnordic,Yahoo Finance,Income 
Statement 

Net income 
Nasdaqomxnordic,Yahoo Finance, Income 
Statement 

D&A Nasdaqomxnordic,Yahoo Finance,Cash Flow 
CapEx Nasdaqomxnordic,Yahoo Finance,Cash Flow 
Net Debt Nasdaqomxnordic,Yahoo Finance, Balance Sheet 
Beta Yahoo Finance, Reuter, FT 
Share Price Nasdaqomxnordic 
No of share outstanding Nasdaqomxnordic 
Risk free rate Marktrisikoprämie.de 
Market risk premium Marktrisikoprämie.de 
Marginal tax rates KPMG 
General Company 
Information Nasdaqomxnordic, Reuter 

http://www.nasdaqomxnordic.com/ 
www.marktrisikoprämie.de 
https://finance.yahoo.com/ 
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html 

http://www.nasdaqomxnordic.com/
http://www.nasdaqomxnordic.com/
http://www.marktrisikopr%C3%A4mie.de/
https://finance.yahoo.com/
https://home.kpmg/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-tax-rates-table.html


30 

In order to make the data analysis the author combed through the financial reports 

and compiled data from the selected companies. To identify the board size of each 

company author noted the number of board members and the independent 

directors. Once the data of board members were identified, the author soughed to 

investigate the firms’ performance with the help of firm valuation such as equity 

value, current beta and current debt.  

4.3. DCF Calculation Process 

In order to calculate the valuation with DCF model following formulas applied for the 

years from 2014 to 2018 only. 

• 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔ℎ 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 (%) = ( 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 /𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑒𝑒 

𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦− 1)×100

• 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 (%) = ( 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 /𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦−

1)×100

• D&A (%) = ( 𝐷𝐷&𝐴𝐴 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 /𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦− 1)×100

• 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺ℎ (%) = ( 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦/ 

𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 𝑜𝑜𝑜𝑜 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦−1)×100 

• 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺ℎ (%) = ( 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦/𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝑜𝑜𝑜𝑜 

𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦- 1 ) X 100 

• 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺ℎ (%) = ( 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝑜𝑜𝑓𝑓 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 

𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 𝑜𝑜𝑜𝑜 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦− 1)×100 

• 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺ℎ (%) = ( 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 

𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑜𝑜𝑜𝑜 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑦𝑦𝑦𝑦𝑦𝑦𝑟𝑟− 1)×100 

• 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺ℎ (%) = ( 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺 𝑃𝑃𝑃𝑃&𝐸𝐸 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑖𝑖𝑖𝑖 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺 

𝑃𝑃𝑃𝑃&𝐸𝐸 𝑜𝑜𝑜𝑜 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦− 1)×100 

There is another set of calculations applied for the year 2019 and 2020 

• Revenue growth rate (%) = Average/Median of all previous revenue

growth rates. There are some companies with negative growth rate of

previous years.So, there are some adjustment made if the ultimate

average/median reflect negative values.
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• EBIT Margin (%) =Average/Median of all previous EBIT margins.

Adjustment made when there are negative numbers in previous years.

• Depreciation and Amortization (D&A) (%) = Average/Median of all

previous D&A rates. The additional terms & condition remain the same as

above.

• Accounts Receivable Growth (%) = Average/Median of all previous

accounts receivable growth rates. The additional terms &

conditionsremain the same as above.

• Inventories Growth (%) = Average/Median of all previous inventories

growth rates. The additional terms &conditionsremain the same as above.

• Accounts Payable Growth (%) = Average/Median of all previous accounts

payable growth rates. The additional terms &conditions remain the same

as above.

• Accrued Expenses Growth (%) = Average/Median of all previous accrued

expenses growth rates. The additional terms & conditions remain the

same as above.

• Capital Expenditures Growth (%) = Average/Median of all previous

capital expenditures growth rates. The additional terms & conditions

remain the same as above.

4.4. Reliability and Validity 

According to Bryman & Bell 2007, there are three prominent factors involve to check 

the reliable measure. 

• Stability

• Internal reliability

• Inter-observer consistency

There are different ways to establish validity: face validity, concurrent validity, 

predictive validity, construct validity and convergent validity (Bryman et al. 2007). 

Face validity: Every new measure that develops by a researcher should establish its 

face validity and that can be established by asking from experts and professional and 

it is an essential intuitive process. (Bryman et al. 2007, 165.) 
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Concurrent validity: According to (Paul J. Frick et al. 2009), test with this kind of 

validity illustrates substantial correlations with other measures to which it is 

theoretically related. This is a parameter also used in behavioral sciences. 

Predictive validity: With the help of this validity researchers able to predict some 

later criterion measure, rather than a contemporary in as in it execute in concurrent 

validity (Bryman et al. 2007, 165). 

Convergent validity: This validity of measures of a similar concept builds through 

other methods (Bryman et al. 2015, 171). For example, with the help of a 

questionnaire one can measure the time amount of an employee on daily activities 

and may examine its validity by tracking the number of employees and using a 

structured observation schedule to notice the amount of time spent on similar 

activities with the frequency details. 

The author used only internationally accepted frameworks of valuation and also 

research satisfied the internal as well as external validity aspects. The methods 

described by the author in this study is universal and other researchers can also use 

the same models and techniques the author used in this study. 

5. Results

This chapter presents the results of the study. It shows the relationship between firm 

valuation and board size of 20 Finnish companies. This study investigated the impact 

of boards’ size on firm performance using a unique data set of 20 Finnish listed firms. 

This result supports the agency theory preposition that optimal board size improves 

monitoring to enhance the performance of the firm. Below Tables 4 and 5 present 

the different variable of independent members in the firms’ board. It was found that 

most of the firms had more than 40% independent board members in their board 

composition and that different firms’ board compositions resembled each other. 

However, they seemed to have different working styles, strategies to achieve their 

vision and mission. 
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Table No. 4 Summary Output 

Variable  
(in Numbers) Mean Median Min Max 

Board Size 20.5 19.5 16 30 
Independent Board 

Members  5.95 6 0 9 
 

Table 5. Values of twenty companies  

Stock 
symbol 

Enterprise 
value (Euro) 

in million 

Equity 
value (Euro) 

in million 

Equity value 
per share 

(Euro) 

Share 
price on 
3rd May 

2019 
(Euro) 

Total 
debt 

(Euro) 
(million) Board 

size 
HUH1V 3066.75 2266.35 21.81 34.87 893.4 18 

KCR 2983.76 2457.96 31.11 36.54 756.3 30 
KESKOB 6868.88 6535.71 66.02 47.08 440.6 16 
KNEBV 23294.23 23736.43 46.09 48.99 193.8 24 
METSO 4307.1 4040.1 26.93 32.61 598 19 
NESTE 25185.64 25282.64 32.88 29.35 1039 17 
NRE1V 6133.62 6448.82 46.73 29.53 132.3 22 
ORNBV 5861.62 5960.42 42.27 29.74 149.9 16 
OTE1V 140.2 172.6 0.95 4.51 201 18 
OUT1V 5128.58 3972.58 8.88 3.63 1224 18 
STERV 10107.52 9540.52 12.08 11.47 567 22 
UPM 13642.2 13845.2 25.98 25.5 685 21 

VALMT 5595.13 5770.13 38.47 23.84 201 23 
WRT1V 15652.38 15318.38 25.88 13.89 821 26 

YIT 1007.93 1139.23 5.58 5.36 132.3 19 
METSÄ 
BOARD 
OYJ B 2314.02 1983.62 5.57 5.03 440.1 16 
NOKIA 32871.96 35310.96 6.32 4.57 3822 26 
AMEAS 14628.54 13826.34 119.19 40.07 1042.2 18 
CGCBV 5014.38 4299.38 66.14 36.96 971.3 21 

FORTUM 39864.38 34357.36 38.69 18.55 6092 20 
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Table 6. Firms beta and stock price 

Stock Code Beta 
Equity value 

per share 
(Euro) 

Share price 
(Euro) 

HUH1V 1.097 21.81 34.87 
KCR 1.29 31.11 36.54 

KESKOB 0.48 66.02 47.08 
KNEBV 0.79 46.09 48.99 
METSO 1.37 26.93 32.61 
NESTE 0.89 32.88 29.35 
NRE1V 1.13 46.73 29.53 
ORNBV 0.9 42.27 29.74 
OTE1V 1.71 0.95 4.51 
OUT1V 2.21 8.88 3.63 
STERV 1.86 12.08 11.47 
UPM 1.58 25.98 25.5 

VALMT 0.61 38.47 23.84 
WRT1V 0.93 25.88 13.89 

YIT 0.53 5.58 5.36 
METSÄ BOARD OYJ B 1.91 5.57 5.03 

NOKIA 1.14 6.32 4.57 
AMEAS 0.52 119.19 40.07 
CGCBV 1.38 66.14 36.96 

FORTUM 0.75 38.69 18.55 
 

 

 

 

 

 

 

 

 



35 
 

 

 

 

 

Figure 8. Board size and Stock Performance  

The results of this study suggested that firm’s with smaller board size positively 

associate with firm stock. The study showed that firms’ stocks with the smaller board 

were traded below their equity value per share. 
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Figure 9. Independent Board Members (%) and Stock Performance  

According to the above analysis, the author was not found any relationship between 

board members independence and stock performance.  

It is important to consider that the result was based on the author’s predictions and 

personal judgments that author made during the analysis. There were some 

assumptions made in the valuation process in order to forecast the future and it is 

near to impossible to predict the future. It is very important for investors to use the 

different valuation models as well as check the future perspective of the companies 

while making any investment decision. 

According to Warren Buffet: ”investors must realize that it is impossible to predict 

what will happen in the market or the world and that the only way to survive bad 

times is to invest in companies that are strong enough to weather catastrophic 

events” (Buffet, 2018). 
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6. Discussion

This chapter presents the key findings of the study. The discussion further highlights 

the practical implications and limitations of the study. The section further mentioned 

the recommendations for the future researcher.  

6.1. Summary and Key Findings 

This study aimed at estimating the theoretical valuation of 20 Finnish companies and 

determine these companies’ association with board size.  

• What is the association between the board size and the firm valuation derived
through discounted cash flow method?

To find the solution of the above question, the author used the DCF valuation model 

to predict the value and the stock price of firms. The findings are summarized below: 

• For per share equity value, there was a total 16 undervalued and four

overvalued firms from different sectors.

• The majority of the firms had board compositions with more than 40% of

independent board members.

• The average beta of both the overvalued firms was more than the average

beta of the undervalued firms.

• The average board size of 20 Finnish firms was more than 20 members with

no firm having less than 16 members on the board.

• The study suggested that smaller boards associated positively with firm

valuation.

6.2. Practical Implications 

The findings of this research may impact the perspective of investors and it may 

change their investment strategies about sample companies. In the near future, 

these findings could help sample companies internal management in decision making 

and may also help to analyze and predict the competitor firms’ strategies with 

different viewpoint. Managers of these companies may also come with the solution if 

companies found the current stock price unrealistic.  
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6.3. Limitations and Recommendations 

Few limitations affect this study’s results. Firstly, the size of the studied sample (20 

companies) is too small, which may potentially enhance the chance to make the 

impact on final results either positively or negatively.  

Secondly, the author only used the quantitative method to conduct this study, while 

the combination of different research methods undoubtedly would be more 

beneficial. Because this research depends solely on historical numbers and the 

author had no idea about companies’ futuristic narratives.   

Thirdly, this study also ignores the board composition’s many aspects other than 

Board size and percentage of independent board members. Other factors such as 

age, education, the background of board members, gender diversity etc. not 

recognized by the author. 

Fourthly, the valuation of the companies assume with the help of current beta and 

DCF method. The author used the historical data of companies to assume the firm 

valuation and there were many assumptions and judgmentswere made to predict 

the future cash flow and stock price. 

The author limited the analysis to board size as a result of data availability. As more 

data become available, researchers may consider including other board attributes 

such as board diversity and reputational capital of board members. 

Methodologically, more insights may be obtained in future studies by conducting in-

depth interviews with boards, managers, and shareholders. 
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Appendices 

Appendix 1. List of 20 Finnish Companies 

S.No. Company Name Stock Code Sector 

1 HUHTAMÄKI HUH1V 
Consumer Cyclical 

2 KONECRANES OYJ KCR Industrials 
3 KESKO OYJ B KESKOB Consumer Defensive 
4 KONE OYJ KNEBV Industrials 
5 METSO OYJ METSO Industrials 
6 NESTE OYJ NESTE Energy 

7 
NOKIAN RENKAAT 

OYJ NRE1V Consumer Defensive 
8 ORION OYJ B ORNBV Healthcare 
9 OUTOTEC OYJ OTE1V Industrials 

10 OUTOKUMPU OYJ OUT1V Basic Materials 
11 STORA ENSO OYJ R STERV Basic Materials 
12 UPM-KYMMENE OYJ UPM Basic Materials 
13 VALMET OYJ VALMT Industrials 
14 WÄRTSILÄ OYJ ABP WRT1V Industrials 
15 YIT OYJ YIT Industrials 
16 Mesta Board METSÄ BOARD OYJ B Basic Materials 
17 NOKIA NOKIA Technology 

18 Amer Sports Oyj AMEAS 
Consumer Cyclical 

19 Cargotec Oyj CGCBV Industrials 
20 Fortum Oyj FORTUM Utilities 
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Appendix 2. DCF Valuation of HUH1V 
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Appendix 3. DCF Valuation of KCR 
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Appendix 4. DCF Valuation of KESKOB 



46 

Appendix 5. DCF Valuation of KNEBV 
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Appendix 6. DCF Valuation of MESTO 
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Appendix 7. DCF Valuation of NESTE 
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Appendix 8. DCF Valuation of NRE1V 
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Appendix 9. DCF Valuation of ORNBV 
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Appendix 10. DCF Valuation of OTE1V 
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Appendix 11. DCF Valuation of OUT1V 
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Appendix 12. DCF Valuaton of STERV 
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Appendix 13. DCF Valuation of UPM 
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Appendix 14. DCF Valuation of VALMT 
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Appendix 15. DCF Valuation of WRT1V 
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Appendix 16. DCF Valuation of YIT 
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Appendix 17. DCF Valuation of METSÄ BOARD OYJ B 
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Appendix 18. DCF Valuation of NOKIA 
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Appendix 19. DCF Valuation of AMEAS 
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Appendix 20. DCF Valuation of CGCBV 
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Appendix 21. DCF Valuation of FORTUM 
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