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HOW CAPITAL IS STRUCTURED
AND WHAT DETERMINES ITS COST?

To make sure that business growth is sustainable,
companies need to invest in working capital and
fixed assets — new facilities and technology. These
investments can be financed through Equity and/or
Debt.

One of the owner’s key tasks is to find the optimal

balance between funding sources that maximizes
the shareholder value while maintaining adequate
level of risk.

Invested capital (IC)
Invested capital is comprised of two components:

1. Equity (share/common capital and retained
earnings);

2. Financial Debt (bank loans, bonds, leasing and other
borrowings).

Cost of Capital (WACC?)

Both shareholders and lenders expect a return on the
capital they provide. Lenders earn from interest
payments, and what they expect to earn given certain
risk profile is cost of debt for the company. Shareholders
receive dividends and benefit from the appreciation of
their shares, and what they expect to earn also given
risk profile of the company is called cost of equity.

From the company'’s perspective, the overall cost

of capital is calculated based on the share of debt
and equity in its financing structure — this is the
Weighted Average Cost of Capital or WACC. It
represents the average cost of each source of capital,
weighted by its proportion in the company’s total
financing structure.

Return on Invested Capital (ROIC3)

When a company invests its own and borrowed funds,
it is crucial to ensure these funds are utilized efficiently —
generating returns exceeding their cost.

This is where a key metric comes in — Return on
Invested Capital or ROIC. It measures how much
operating profit the company generates for every unit
of invested capital.

The Relationship Between ROIC and WACC

Many companies associate growth with higher sales,
expansion, new branches and investments. But growth
of business by itself is not necessarily positive for
shareholders — it can either create or destroy value.

The key question any business owner must ask is:

“Does each unit of capital invested generate
operating profit?
Or does it merely increase sales?”

To assess how efficiently a business uses capital,
ROIC is compared to WACC.
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Only when ROIC exceeds WACC, the company

is creating shareholder value. If ROIC is lower,

then even if the business is growing, it is earning less
than what the capital used to finance that growth
cost — which means shareholder value is being
destroyed.

ROIC vs WACC: What it Stands for

Capital is generating Business

ROIC > WACC returns higher than
. creates value
its cost
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How to Calculate WACC and ROIC:

D
WACC = (5——) X Rd x (1= T) +( ) X Re

E
D+E
where:

D - Financial Debt;

E - Equity;

R,— Cost of Debt;

R, — Cost of Equity;

T - Corporate Income Tax Rate.

EBIT X (1-T)
Average IC

ROIC =

where:
EBIT - Earnings before interest and tax;
Average IC — Average invested capital.

*Note: How to estimate Re (Cost of Equity)?
Simplified method:

- If Debt/Equity < 1.0, use a rate of 25% (an approximate
rate for organizationally mature mid-sized companies
with moderate leverage);

- If Debt/Equity > 1.0, then 25%+ (the higher the debt, the
higher the rate).

For example, with Debt/Equity = 0.7, you can assume

Re = 25%. A precise calculation requires more complex
formulas and inputs - risk-free rate, beta coefficient and
market premium. In such a case, it is better to consult an
investment advisor.

1IC - Invested Capital.
2WACC - Weighted Average Cost of Capital.
3 ROIC - Return on Invested Capital.



THREE CASES: HOW CAPITAL
STRUCTURE AND PROFITABILITY
AFFECT BUSINESS VALUE

Consider three hypothetical companies with the same Company B: Equity-dominated capital structure but
amount of invested capital but different capital lower investment efficiency

structures and profitability levels: .
P Y Company B destroys shareholder value because its

Companies A and B have the same capital structure ~ WACC exceeds its ROIC:
(debt makes up 30% of total capital), while Company
C is more dependent on borrowed funds (debt share
—70%).

Its core operations are inefficient — with the same
sales level and capital structure, its operating profit*
is lower and does not cover the cost of capital,
Return on Invested Capital (ROIC3) is identical

for Companies A and C (25%), whereas Company B
invests capital less efficiently (ROIC =15%).

Company B has the same WACC as Company A,
but even relatively cheap capital does not allow
it to create shareholder value.

This example illustrates how differences in capital
structure and business efficiency influence each
company’s ability to increase shareholder wealth.

Company C: Debt-dominated capital structure and high
investment efficiency

Company A: Equity-dominated capital structure and Company C generates low economic profit despite a

high investment efficiency high ROIC:
Company A achieves the highest economic profit (P 33,6 r|_||sl,?<2 debt levels increase the company'’s financial

M) due to:
Elevated financial risks drive up the cost

H H 2
Relatively low cost of capital (WACC?) thanks of both equity and debt.

to low debt and, consequently, lower risks;

A high ROIC? level, indicating strong operational
efficiency.

The Effects of Capital Structure and Business Profitability on ROIC, WACC
and Economic profit (EP), P Million

. Company A Company B Company C
Indicator

Average invested capital 1000 21,6% 1000 21,6% 1000 24.,5%
Equity 700 24.4% 700 24,4% 300 351%
Debt 300 19,0% 300 19,0% 700 25,0%

NOPAT! 250 150 250

WACC? 21,6% 21,6% 24,5%

ROIC? 25,0% 15,0% 25,0%

EP Spread#4 3,36% -6,64% 0,48%

1 NOPAT — Net Operating Profit After Tax.

2 WACC - Weighted Average Cost of Capital.

3 ROIC — Return on Invested Capital.

4 EP Spread - Difference between ROIC and WACC.

5 Economic Profit = NOPAT — WACC x Average Invested Capital.

Source: ink Advisory calculations
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CAPITAL EFFICIENCY:
A PUBLIC COMPANY CASE STUDY

MDMG (the “Mother and Child” Group)

is a leading player in the Russian private
healthcare market, consistently ranking among
the Top 3 in revenues and market coverage.
Since 2018, MDMG has only delivered positive
economic profit to its shareholders — a direct
indication of the company’s effective use of
invested capital.

MDMG's business generates returns (NOPAT)
that exceed the cost of both equity and debt
capital (IC). This means the company's
shareholder value has been steadily increasing.

In 2024, MDMG's Economic profit (EP) reached

a record P 1,6 B. A key driver of this success is

the consistently high and growing ROIC - rising from
14,7% in 2018 to 26,9% in 2024. At the same time,
MDMG's Weighted Average Cost of Capital (WACC) has
remained below 23%, resulting in

a substantial positive spread.

This gap between returns and the cost of capital means
that each ruble invested generates increasing
additional value.

The growth in NOPAT margin (from ~20% to 27%) also
reflects improved operational efficiency and better cost
management.

It is worth noting that MDMG maintains

a balanced capital structure: the share of debt financing
has been gradually decreasing, while equity has been
growing, providing a stable financial platform.

This approach allows the company not only

to generate profits but also to minimize risks associated
with leverage. Taken together, these trends highlight
the maturity of MDMG's business model and its strong
ability to create long-term shareholder value.

MDMG: Efficiency of Invested Capital, P Billion

2on | 2 | 200 | 2on | o | 20m | o

Revenues 14,9 16,2 19,1 252 2572 27,6 33,1
NOPAT 30 3,0 43 6,5 4.8 73 8,8
NOPAT Margin 20,1% 18,4% 22,7% 25,7% 19,1% 26,6% 26,5%
Average invested Capital’ 20,4 23,0 25,3 27,1 27,4 30,8 32,7
Equity 153 16,9 18,9 215 25,0 30,8 32,7
Debt 51 6,1 6,4 5,6 2,4 0,0 0,0
ROIC 14,7% 12,9% 17,2% 23,9% 17,6% 23,9% 26,9%
14,4% 12,1% 11,9% 15,9% 16,3% 20,0% 23,4%

EP Spread 0,3% 0,8% 53% 7,9% 1,2% 3,8% 3,5%

T In this case, invested capital is calculated at book value and does not reflect the increase in MDMG's market

capitalization.

2 For comparability purposes, WACC is estimated based on the company’s actual balance sheet capital structure.

Sources: www.mcclinics.com, consolidated IFRS financial statement, ink Advisory calculations
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CAPITAL EFFICIENCY:
THE CASE OF TWO PRIVATE COMPANIES

This case clearly demonstrates how significantly capital
efficiency impacts creation of shareholder value.
Despite having similar revenue levels in 2020,

the two companies show fundamentally different
dynamics in ROIC, WACC and Economic Profit (EP).

Company X is an example of efficient growth.

Its NOPAT margin has been steadily increasing (1,5% to
6,5%) and by 2022 its ROIC exceeded 40%. At the same
time, the cost of capital (WACC) has been gradually
declining and since 2021 EP has remained consistently
positive. This indicates that the business is scaling
without losing efficiency and is creating additional value
for its owners..

Company Y, on the other hand, is unable to deliver
returns above its cost of capital even as revenues grow.
In 2021, ROIC temporarily exceeded WACC, but by 2022
operating profitability deteriorated (NOPAT margin fell
into negative territory), while WACC consistently
remained above ROIC. This resulted in negative EP

and destruction of shareholder value.

A sustained excess of ROIC over WACC is the key
hallmark of an efficient, resilient business that creates
shareholder value. Even moderate growth with high
profitability is better than expansion accompanied

by negative economic profit.

Companies X and Y: Efficiency of Invested Capital, P Billion

Company X

Company Y

Revenues 6,9 71 9,6 10,5 13,7 6,2 6,5 7,6 6,5
NOPAT 0,1 0,3 0,8 0,7 0,9 0,4 0,3 04 (0)) 0,3
NOPAT Margin, % 1.5% 4,0% 83% 6,4% 6,5% 7,0% 3,9% 4,9% -0,9% 4,2%
Invested capital’ 1,6 1,4 23 3,5 6,0 2,4 2,4 2,7 2,7 2,8
Equity 0,4 0,5 1 1,7 2,6 09 1,0 11 1,0 1,0
Debt 11 09 1,2 1,8 35 1,5 14 1,6 1,7 1,7
ROIC 6,8% 19,0% 431% 23,4% 18,8% 19,6% 10,6% 14,7% -23% 12,4%
EP Spread -1,7%  95% 24,0% 82% 15% 10,9% 11% -3,4% -17,0% -4,7%

TIn this case, invested capital is calculated at book (historical) value.
2 For comparability purposes, WACC is estimated based on the company’s actual balance sheet capital structure.
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NUANCES IN CALCULATING

ROIC and WACC

When comparing ROIC and WACC, it is important to keep in mind several nuances

to avoid “comparing apples to oranges”.

Incomparable bases

When calculating ROIC, balance sheet (or historical)
values of equity and debt are used. For WACC,
however, market values should be applied for public
companies or levels of leverage fromm comparable
companies for private firms.

Different sources of metrics

ROIC is calculated based on operating profit (NOPAT)
—a metric from the Profit & Loss statement (P&L)

that reflects a company’s operational efficiency.
WACC usually incorporates current market cost of
capital, which reflects market expectations.

This means that past performance (ROIC) is being
compared to future expectations (WACC), creating

a timing mismatch that should be taken into account.

ROIC can be manipulated through cost capitalization

Capitalizing costs directly affects invested capital and,
therefore, ROIC.

Presence of non-Operating assets

ROIC should only account for operating assets. Excess
cash, surplus real estate or other non-operating assets
should be excluded. Including them inflates invested
capital and reduces ROIC.

First and the most obvious method -
calculate WACC using the company's actual
(balance sheet) capital structure.

Second method - keep WACC based on market
values but compare it with “Marketable ROIC",
where market values of equity and debt are used
instead of balance sheet figures. But if market
capitalization goes up, this metric could be
underestimated.

Third method - regularly revalue assets at market.

Compare ROIC and WACC not just for a single
period but over time, monitoring how the spread
between them changes. A consistently positive
and widening spread is a strong sign of value
creation, whereas a narrowing or negative spread
calls for deeper analysis.

Use ROIC and WACC from the same period to
ensure comparability. Alternatively, use a
forecasted ROIC (based on budgets or financial
models) and compare it with a forecasted WACC.

Analyze cost structure over time and look for
anomalies in the financial statements.

Remove non-operating investments, surplus real
estate and other non-operating assets from
invested capital calculations.
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Disclaimer

The information contained in this material is provided by INK ADVISORY Limited Liability Company (abbreviated legal name:
LLC INK ADVISORY), OGRN 1247700655180, hereinafter referred to as ink Advisory and/or the Copyright Holder, including
research results, forecasts, and fundamental analysis data, and does not constitute an individual investment recormmendation.

The information herein should not be construed as a guarantee or promise of future investment returns, risk levels, cost
amounts, or investment break-even. Past investment performance is not indicative of future results. This material is provided for
informational purposes only and does not contain investment ideas, advice, recommmendations, or offers to buy or sell financial
instruments (including securities, other assets, or digital financial instruments).

The data presented is for reference purposes only and should not be regarded as a guarantee of income. Examples of
investment performance are based on statistics for specific periods and do not reflect the dynamics of future returns. Analytical
materials, reviews, and news articles by ink Advisory are intended solely to inform clients and do not constitute advertising of
securities or other financial instruments. The information is based on public sources deemed reliable; however, ink Advisory does
not guarantee its absolute accuracy and accepts no liability for possible inaccuracies or changes in the data.

Investing in securities involves risks and all investment decisions should be made independently by the investor, taking into
account personal financial goals and acceptable risk levels. Even in the presence of positive assessments, conclusions should not
be considered as investment recommendations. This material does not constitute an investment recommendation, offer or
solicitation to buy or sell securities of MD Medical Group Investments (Mother and Child Group, MDMG) or the securities of any
other companies. ink Advisory accepts no liability for any losses arising from the use of this material in making transactions or
investment decisions.

Intellectual Property Protection

This article is protected by copyright. The exclusive rights to this article belong to ink Advisory. Quoting of the article is permitted
in an amount not exceeding 30% of the original material, provided that the name of the Copyright Holder and the source are
cited, along with an active hyperlink (for electronic resources) and the publication date of the original material. Any use of the
article beyond quotation is allowed only with written permission from ink Advisory or with the attribution: «<Exclusive rights to
this material belong to ink Advisory».

Reproduction (full or partial) of materials beyond quotation for the purpose of commmercialization is prohibited without the
written consent of the Copyright Holder. This includes distribution, publication, adaptation or creation of derivative works, as well
as use in mass media, analytical reports, or public presentations without proper source citation.

All materials, including analytical reviews, research reports, and news articles published on this resource, are the intellectual
property of ink Advisory and are protected under the legislation of the Russian Federation. In case of violation of these
conditions, the Copyright Holder reserves the right to seek protection of its rights.

More detailed information is provided in the User Agreement:: https://ink-advisory.com/user_agreement.php
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