
1

1. Introduction ............................................................................................................................3
1.1 Motivation for choice of topic and company....................................................................3
1.2 Problem statement ............................................................................................................4
1.3 Delimitations ....................................................................................................................5
1.4 Methodology.....................................................................................................................6

1.4.1 Calculations ...............................................................................................................7
1.5 Structure ...........................................................................................................................7

2. Presentation of Norwegian Property ASA ...........................................................................10
2.1 Business segments, geographic location and investment strategy .................................10
2.2 Share information and stock price developments...........................................................11

3. Theoretical models ...............................................................................................................13
3.1 Strategic models .............................................................................................................13
3.2 Historical and analytical financial statement analysis....................................................14

3.2.1 Return on invested capital (ROIC) and its components ..........................................15
3.3 Valuation models and terms ...........................................................................................17

3.3.1 Enterprise DCF model .............................................................................................17
3.3.2 Free cash flow..........................................................................................................18
3.3.3 Continuing value .....................................................................................................19
3.3.4 Valuing the non-operating investments and the non-equity claims ........................20

3.4 Estimating WACC..........................................................................................................20
3.4.1 Estimating CAPM – cost of equity..........................................................................21
3.4.2 After-tax cost of debt...............................................................................................23

4. The strategic analysis............................................................................................................24
4.1 Introduction to the real estate .........................................................................................24

4.1.1 Classification of investors in the real estate sector and types of properties available
..........................................................................................................................................24
4.1.2 Income from property..............................................................................................25

4.2 The influence of the macro economic factors ................................................................28
4.2.1 The global economy ................................................................................................28
4.2.2 The Norwegian economy ........................................................................................29
4.2.3 Inflation ...................................................................................................................29
4.2.4 Interest rates.............................................................................................................30

4.3 The Norwegian Real Estate Market................................................................................30
4.3.1 Office space in the Oslo and Stavanger region........................................................32
4.3.2 Absorption of office space.......................................................................................33
4.3.3 Vacancy in the office sector in Oslo and Stavanger ................................................35
4.3.4 Future development in Office Space in Oslo and Stavanger...................................37

4.4 The Nordic hotel market.................................................................................................39
4.4.1 Characteristics of the Nordic hotel market ..............................................................39
4.4.2 Development in the Nordic hotel market ................................................................40

4.5 Porters five forces...........................................................................................................42
4.5.1 Porters five forces – Commercial Properties and Hotels.........................................42
4.5.2 SWOT analysis ........................................................................................................45

5. Financial Statement Analysis ...............................................................................................48
5.1 Introduction ....................................................................................................................48
5.2 Peer group selection and description ..............................................................................49

5.2.1 Hufvudstaden...........................................................................................................50
5.2.2 Fabege......................................................................................................................50

5.3 Evaluation of the annual reports.....................................................................................51
5.3.1 Accounting principles..............................................................................................51



2

5. 4 Accounting Corrections and Adjustments to NPRO and peer-group............................54
5.4.1 Correction no.1: Pensions........................................................................................54
5.4.2 Correction no.2: Deferred taxes...............................................................................56
5.4.3 Correction no.2: Liquid assets/ Cash and cash equivalents.....................................57
5.4.4 Correction no.4: Other receivables..........................................................................58
5.4.5 Correction no.5: Litigations.....................................................................................58
5.4.6 Correction no.6: Depreciation .................................................................................60
5.4.7 Correction no.7: Accrued interest, deferred income and other liabilities................61
5.4.8 Correction no.8: Other liabilities .............................................................................61

5.5 Calculation of NOPLAT and Invested Capital...............................................................61
5.5.1 NOPLAT .................................................................................................................62
5.5.2 Invested capital ........................................................................................................64
5.5.3 Historical operating invested capital .......................................................................70

5.6 Return on Invested Capital (ROIC) ................................................................................71
5.6.1 Calculation of ROIC................................................................................................71

6. Forecasting performance ......................................................................................................81
6.1 Forecast of the Income statement ...................................................................................82

6.1.1 Norwegian Property rental income forecast (2008-2022) .......................................82
6.1.2 NPRO’s commercial property rent revenue forecast (2008-2012)..........................83
6.1.3 Hotel revenue forecast (2008-2022) ........................................................................93
6.1.4 Other revenues.........................................................................................................95

6.2 Forecast of other Income statement items ......................................................................95
6.2.1 Forecast for income statement items (2008-2012) ..................................................95
6.2.2 Forecast for income statement items (2013-2022) ..................................................99

6.3 Balance sheet forecast ....................................................................................................99
6.3.1 Forecast for balance sheet items (2008-2012).........................................................99
6.3.2 Forecast for balance sheet items (2013-2022).......................................................103

7. The valuation of NPRO ......................................................................................................104
7.1 Weighted average cost of capital – WACC..................................................................104

7.1.1 Cost of equity ........................................................................................................105
7.1.2 Capital Structure ....................................................................................................106
7.1.3 Estimating after tax cost of debt ............................................................................107
7.1.4 Calculating the WACC..........................................................................................107

7.2 Continuing value ..........................................................................................................108
7.3 Valuing the non-operating investments and the non-equity claims .............................109
7.4 Calculating the company’s value per share ..................................................................109
7.5 Sensitivity analysis .......................................................................................................110

8. Conclusion..........................................................................................................................113
9. Bibliography ......................................................................................................................115

Books ..................................................................................................................................115
Articles ...............................................................................................................................115
Reports and analyses ..........................................................................................................116
Websites .............................................................................................................................117
Speeches .............................................................................................................................117



3

1. Introduction

1.1 Motivation for choice of topic and company
The economy has been prospering over the last years and simultaneously the businesses have

demanded larger office space and become more particular when choosing their locations. As a

result, the building activity in the central areas of the largest cities has boomed and created a

high density in the business districts, ultimately forcing new building to other parts of the

cities. At the same time, the tourism and business travelers are giving hotels record years with

regards to the turnover growth. This global growth has resulted in a steep increase in real

estate prices and rents in connection with real estate in the Nordic market. Conversely, the

sub-prime crisis in the U.S. has dominated the media lately, so investigating the possible long

term effects this may have on the Nordic real estate market is relevant. Additionally, there has

been significant development with respect to investment possibilities in real estate, depending

on the degree of liquidity and risk exposure wanted.1

When choosing upon a topic we were determined to find a topic that both of us found

interesting and a subject we wanted to gain more knowledge about. The real estate market is

dynamic, complex, and affected by numerous factors. Since it has been given little attention

during the course of our master degree we decided on “specializing” within the real estate

business. Concentrating on the Norwegian market in particular and the Nordic in general was

a natural choice for us, as these are the markets we have the best condition for knowing the

economic drivers, and also the market where information was most accessible to us.

By conducting a fundamental analysis of a company we are able to utilize many of the finance

and strategic theories we have learned, and the subject area is well aligned with our

specialization in Finance and Strategic management. The possibility of getting a more

practical approach to the subject, digging into the financial statements and getting a

comprehensive insight into the industry, are factors that we find very appealing with a

strategic analysis and a subsequent valuation of a company.

Concerning our choice of company, firstly we wanted to find a Norwegian company with an

exposure to mainly commercial property. Secondly, the company should have an exciting

overall strategy. Finally, a liquid stock that is actively traded on the stock exchange would be

1 Dagens Næringsliv, 8th June, 2008. ”Ingen gratis lunsj”
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desirable, as this would facilitate the comparison in our valuation with the historical

developments in the company’s stock. Moreover, Norwegian Property ASA is a fast growing

and ambitious property investment company with a relatively diverse portfolio, with respect

to property segments.2

All the mentioned aspects lead to our choice of a due diligence and financial valuation of

Norwegian Property ASA, and a comparison of our findings to the markets opinion of the

company value. In order to give the reader access to our calculations and assumptions the

valuation model is found on the enclosed CD.

1.2 Problem statement
Based upon the previously described purpose and choice of subject, the overall objective of

the thesis is:

Undertake a fundamental analysis of Norwegian Property ASA, resulting in an estimated

market value of the (total) equity and a share price as of 31st of March 2008.

The main objective is operationalized through a number of sub questions outlined below,

which are highlighting different problem statements to be answered throughout the paper.

 What are the expected future developments in the Norwegian commercial property

market and Nordic hotel market?

 How are NPRO strategically positioned (within the real estate market) with regards to

the anticipated future developments?

 Which are the most crucial macroeconomic factors that are influencing the industry?

 What are the characteristics of the historical trends of mature real estate companies

compared to a new company such as NPRO?

 How can the insights we gain by comparing the historical trends of two mature peer

companies, help us to understand the real estate industry?

 Which corrections are deemed necessary in order to present a fair view of the

operating performance of NPRO and the peer group?

 Which are the key value drivers of NPROs performance?

2 www.norwegianproperty.no
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 How can we best model NPROs future commercial property and hotel rental

revenues?

 How do we cope with forecasting the future performance when we lack historical

trends of the barely two year old company?

 What is the theoretical share price of the NPRO stock when using the DCF valuation

model?

 How sensitive is the share price to changes in a set of different key variables

1.3 Delimitations
In best answering the problem statement, and to prevent the paper from escalating outside the

scope, it is necessary to attain some delimitation.

Since the thesis has a practical approach to the problem statement, and we have clear

restrictions on the length of the paper, we delimit from taking a critical assessment of the

theoretical models used in the strategic analysis, financial statement analysis, the forecast and

the valuation.

As we are undertaking an external analysis of the company, we thereby only have information

accessible to the public. All information after the cut off date 31st of March 2008 is not

incorporated in the analysis as it is practically difficult to alter the thesis to all the new

information from the company and its surroundings. The fundamental analysis therefore

include information up till and including the 1st quarterly report in 2008.

It is assumed, as in most of the theoretical models, that the cash flows are received by the

company as a lump sum at the end of the year. As the flows are received continuously over

the year we argue that we apply a mid year adjustment factor in order to avoid understating

the discount factor.3

When forecasting and discounting the future free cash flows we hold target weights to

determine a constant WACC, because rebalancing the WACC is in practice a very complex

3 Koller et.al 2005, p.105
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procedure4. As a remedy for this, a target capital structure is assumed to be achieved for

NPRO in the beginning of 2008 and held throughout the entire valuation.

The company has a small share of the commercial property portfolio which is not offices

(retail), for simplicity we treat the entire portfolio as if consisting of offices.

There will be made assumptions and simplifications throughout the paper where this is

deemed necessary, and to get a better overview we find it more feasible to address these in the

respective sections.

1.4 Methodology
The thesis is written from an investor’s point of view and thus makes use of externally

available information. Various theories are applied in order to gain overview of NPRO and

the real estate market, so we in turn could structure and assess all the relevant information

about Norwegian Property. Quantitative and qualitative analysis are employed to answer the

overall objective of the thesis. Furthermore a number of sources create the basis of our

analysis, such as information from the company’s website, annual reports, books, analyst

reports regarding the company and the industry and articles from newspapers. The validity

and relevancy of the information and the sources are thoroughly considered before applying

them.

The sources utilized most frequently is the annual report, which are subjected to numerous

regulations and requirements regarding structure and form, especially for listed companies

such as NPRO. For industry specific information, published articles and books from the

curriculum are considered more trustworthy then for instance newspaper articles and

unpublished articles and websites. In turn, these are preferred. In every aspect we have strived

to access multiple sources to assure reliable and correct information. Moreover, a large part of

the workload related to the data gathering has consisted of selecting the subjects and

information seemed most relevant to our overall objective. Additionally, we have utilized real

estate specialists and analyst’s reports as a supplement.

4 Koller et.al 2005, p.323
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The CBS library’s E-resources containing journals such as; EbscoHost, Business Source

Complete, InvestextPlus, Thomson One Banker was applied to search for and gather

information. Specialized textbooks are rented from CBS library, specialized Real Estate

magazines and newspapers online and curricular from the master specialization in Finance

and Strategic Management.

Different theoretical frameworks such as Porters five forces, SWOT, PESTEL, discounted

cash flows, capital asset pricing model to mention some, is utilized as a foundation to

highlight strategically and financial aspects.

1.4.1 Calculations

To estimate Norwegian Property’s value and value creation, we ahve developed a valuation

model mainly based on the framework explained in the one of the most important books

within the field of Valuation, the McKinsey book “Valuation; measuring and managing the

value of companies”5. This model makes it easy for the reader to observe the most influential

variables, and at the same time see how the value of the company is estimated, step by step.

Through the model it is unproblematic to incorporate any eventual events incurring in the

valuation process. The model is shown in appendix 1.

Furthermore, in our estimations related to the forecasting, the revenues in particular, comprise

of our own developed model, striving to incorporate all relevant factors influencing the value

of the company. And we did our utmost to avoid double counting and/or circular calculations,

which in particular is a challenging task when the company is in such a strong degree

influenced by multiple macro economic factors.

1.5 Structure
The first part of the thesis is an introduction chapter, consisting of our motivation for

choosing the topic, the problem statement, delimitation to the paper and methodology, which

have to be stated before the analysis. Next, there is a brief chapter concerning the most

imperative theory used. In chapter 2 we outline the company’s history, characteristics,

investment strategy and most essential competitors. The strategic analysis part provides

5 Koller, Tim & Goedhart, Marc & Wessels, David. 2005
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general overview to the reader about the characteristics about the real estate market and

company being valued. A simultaneous financial statement analysis is conducted, thereby

applying the financial and non-financial value drivers, found in the strategic and financial

analysis as inputs in the forecast chapter which are concluding the principal part of our thesis.

The ratios and figures which are estimated will be discussed and interpreted. The peer group

is assessed with regards to the historical developments and possible trends for the future,

since NPRO only have existed since 2006. The described analysis amounts to the valuation

part of the thesis, where we forecast the income statement and the balance sheet as the main

element of this part, then use the information obtained to estimate the cost of capital for

NPRO and the continuing value.

Finally we present our findings of the market value of the equity for Norwegian Property and

the share price as of the cut off date. The thesis is finalized with a sensitivity analysis, with

respect to the most imperative variables, and a discussion of the calculations and our findings

in the final conclusion.
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Figure 1.1 illustrates the structure and the connection between the chapters in our

thesis.

Source: Own contribution

1. Introduction

2. Company and

industry description

3. Theoretical frameworks

4. Strategic analysis

5. Peer-group financial
statement analysis

6. Forecasting7. Valuation

8. Conclusion
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2. Presentation of Norwegian Property ASA
This chapter will describe Norwegian Property’s in general. By investigating their brief

history, which types of segments they are involved in, the chosen overall business and

investment strategy set by the managers and what kind of assets their investment property

portfolio comprises of. We will also comment around the historical share price development

since it got listed on Oslo Stock exchange late in 2006.

2.1 Business segments, geographic location and investment
strategy
Norwegian property is a recently established property investment company, the aim of the

company is to buy, develop and own high quality properties with attractive locations. Their

core operating business segment is (within) defined as commercial properties, even though

they recently bought the largest hotel portfolio in the Nordic region. They stated that the goal

with the acquisition was to diversify their portfolio.6 NPRO acquired their first property in

May 2006, and was listed on Oslo Stock Exchange on 15th November 2006, there are

currently 33 employees and the head office is situated in Oslo. As of 31st of March 2008, their

real estate portfolio consists of 57 commercial properties, 73 hotels and one conference center

in Norgani Hotels, with a combined (market) asset value of NOK 31.1 billion. Whereas the

market value of the equity was priced at NOK 4.592 million.7 This makes Norwegian

Property the largest listed Nordic property company.8 Regarding the capital structure, the

company’s target equity ratio is around 25 percent, while more than 70 percent of the long

term debt will be hedged at fixed interest rates.9 NPROs goal is to hold a broad shareholder

base, comprising of Norwegian and international investors in order to contribute to a high

level of liquidity for the share.

Norwegian property (NPRO) is, as mentioned, operating within two business areas:

commercial properties, some retail but mainly office buildings and hotels. Through a share of

17,5 percent and a put/call option agreement, which gives NPRO the right and obligation to

6 NPRO annual report 2007
7 www.oslobors.no
8 NPRO 1st quarter report, 2008
9 www.norwegianpropery.no
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buy an additional 76 percent of Oslo Properties Investment Company, NPRO controls the

hotel owner Norgani Hotels. The option will be exercised within 1st of July 200810

NPROs overall long term object is to be the largest and most liquid investment option for

Norwegian commercial property. The principal strategy is to invest in attractive properties

located in and around the central business district (CBD) in the largest cities in Norway,

around 85-90 percent will be situated in Oslo and Stavanger. Optimally the tenants will be

diverse large listed companies and public bodies, in order to reduce risks associated with

leases. Considering the hotel segment, NPRO strive to have a hotel portfolio consisting of

three to four star hotels in the Nordic cities with over 50 000 inhabitants, leasing to and

collaborating with the largest and most professional hotel operators in the Nordic region.11

Approximately 87 percent of NPROs commercial real estate portfolio is located in the Oslo

area (measured by gross rental income), 13 percent in Stavanger. Concerning the property

segments, approximately 66 percent of the portfolio consists of commercial properties with

the remaining share consisting of hotels, measured in relation to asset market value. 12 The

hotel portfolio is diversified over all of the Nordic countries, with regards to revenues and

room distribution. The income received from hotels are related to an agreed upon ratio of the

hotel operators total turnover. The company holds a ratio of approximately 33 percent in

hotels and the remainder share in commercial properties,

The distribution of NPROs segment and geographical location, both for the hotel and

commercial real estate sector is illustrated in appendix 2.1-2.3

2.2 Share information and stock price developments
On the 31st of March the number of outstanding shares was 105 481 57013, the shareholders

are many and diversified. The largest shareholders are Whilhelmsen Capital (11%), Credit

Suisse (9%) and SEB Enskilda (6,5%). The remaining holders are spread around 2 percent

and under.14

10 NPRO annual report 2007
11 NPRO annual report 2007
12 NPRO 1st Quarter report, 2008
13 www.oslobors.no
14 www.norwegianproperty.no
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It is only 17 months since the NPRO stock was listed on the Oslo Stock Exchange, so it only

exist a relatively limited number of share price observations. But the developments show that

the stock price has been quite volatile throughout the period. Especially during the global

economic downturn we witnessed the last 3 months, from the beginning January to the end of

March 2008, the stock price has declined from a share price of NOK 62,25 to NOK 44 which

constitutes to approximately 30 percent loss in market value. In the same time period, the

main index of the Oslo Stock exchange (OSEBX) fell by approximately 16 percent.15

Additionally, if one compares the price from the time of the Norgani acquisition, the decline

is even more severe, as the peak price was around NOK 88 in June 2007.16

Viewing the total time period the stock have been listed on the stock exchange, we observe

less volatility then the short economic turbulence period we recently had. The decline in the

share price of NPRO from the IPO late 2006 to March 2008 have been approximately 23

percent, while the OSEBX have gone from a level of 420 in late November 2006 to 412 on

the 31st of March in 2008, corresponding to a fall of approximately 2 percent.17

The stock price movements are illustrated in figure 2.1 below.

Figure 2.1 NPROs stock price developments
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3. Theoretical models

The aim of this chapter is to briefly explain the theoretical frameworks and models that are

employed in our paper. Summarizing all the theory attached to the thesis in one chapter is

believed to give a better overview and a clearer distinction between the theoretical foundation

and the practical application of these.

3.1 Strategic models
There exist numerous models and frameworks that explain strategic issues in more or less the

same manner. An optimal model includes an investigation of the environment a company

operates, the internal capabilities of the firm and how these are best positioned and deployed

in the observed environment. It is a necessity to completely understand the industry and the

company in order to value it. The strategic analysis is therefore a very important tool for the

valuation, since it maps the external and internal non-financial value drivers. Hence, it

provides valuable insight when forecasting for future performance.

All the models chosen are widely acknowledge and frequently used for strategic analysis. The

models to be described are the SWOT and Porters five forces, which are external and internal

analysis tools.

Porter’s five forces identify and analyze forces that influence the competition and profitability

of an industry, and ultimately the attractiveness of an industry.18 Each of these forces is

determined by a number of key structural variables. Porter lists the five forces that drive

competition as:

1) Threat of new entrants 2) Threat of substitute products or services 3) Bargaining power of

buyers 4) Bargaining power of suppliers 5) Rivalry among existing firms

The first four affects the fifth force. Oppose to the macro environment, the forces are referred

to as affecting the microenvironment. Furthermore, the collective strength of the

abovementioned forces determines the ultimate profit potential in the industry, where profit

18 Porter, Michael. 1980 Competitive Strategy p.4



14

potential is measured in terms of long term return on invested capital.19 The forces are

classified and illustrated in appendix 3.1

By understanding how the company creates value and where to focus its resources and

capabilities in the future, it may lead to Ricardian rents for the company, 20 i.e. profits

associated with the possession of superior resources. By conducting a resource analysis of the

tangible, intangible and human assets, it is easier to observe the strengths and weaknesses of

the company.21 The well known SWOT framework will conclude our strategic analysis. It

provides a good structure to evaluate the strengths, weaknesses, opportunities and threats

facing company. Moreover it sums up the analysis of the industry and the firm in a concise

manner.

3.2 Historical and analytical financial statement analysis
A financial statement analysis is included in the valuation process to obtain a historical

perspective of the performance of NPRO and the peer group companies. It enables us to

observe the past and get a deeper understanding and better basis when forecasting for the

future. By thoroughly analyzing the past we can document whether the company has created

value, grown and how it compares to its competitors. But since our company lacks a represent

able past we utilize peer group instead. A good analysis focus on the key value drivers, which

is return on invested capital, growth and free cash flow.22 Whereas the ROIC and FCF are

intended to measure the company’s core operational performance, financial statements mix

operating performance, non-operating performance, and capital structure. Therefore, we must

reorganize the statements to get an analytical format, thus separating the abovementioned

sources and consequently obtaining the true economic performance of the company. The

reorganizing leads to two new terms; invested capital, connected to the reorganized balance

sheet, and NOPLAT, related to the reorganized income statement. These terms will be

elaborated in the section below. Additionally, the ROIC measure are utilized to observe if the

company is creating or destroying value, depending on if the ROIC is above or below the

weighted average cost of capital (WACC), respectively. The spread between WACC and

19 Porter, Michael. 1980 Competitive Strategy
20 Grant, Robert. 2004 p.137
21 Grant, Robert. 2004 p.139
22 Koller et.al 2005 p.106
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ROIC reveals whether invested capital was used more efficiently then could be done

alternatively in the capital market.

When working through the financial statement analysis there are several factors one must

account for. This is done in order to compare financial statements and calculated ratios on a

year to year basis and across companies, ensuring consistency and proper comparison. It is

important to check for the overall accounting principles, exclude the non-recurring items for

the respective companies, and make corrections to items which are likely to affect the result,

such as provisions for pension and litigations.23 If there is observed radical changes in

performance on the historical analysis, we must identify the source. Then determine whether

the change is temporary, permanent or merely an accounting effect. If the change has a

material impact, the financial statement should be adjusted to be comparable.

3.2.1 Return on invested capital (ROIC) and its components

ROIC is such a central measure for the valuation, we decompose and explain the intuitive

sense of it, in order to fully understand what the measure incorporates and conveys. Return on

equity (ROE) and return on assets (ROA) are traditional measures. However, these measures

are distorted in a valuation context, as they mix operations with capital structure and thereby

double count financing charges.24 Therefore, the ROIC is a more adequate analytical tool for

understanding the performance, as it effectively shows how profitable a company’s

management is able to allocate capital into its operations.25 It is independent of the capital

structure and non operating items. It is defined as: the return the company earns on each krone

invested in the business. The formula is written as:

ROIC
pitalInvestedCa

NOPLAT


The invested capital represents the amount invested in the operations of the business. It is

generally computed at the beginning of the period being analyzed, or as an average of the

beginning and end. Whereas the net operating profits less adjusted taxes (NOPLAT),

23 Koller et.al 2005 p.197
24 Koller et.al 2005 p.183
25 Eisinger, John et.al 2007 The quest for quality
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represents the after-tax operating profits of the company after adjusting the taxes to a cash

basis.26

Intuitively it is easier to understand the concept of the ROIC and analyze it when it is shown

in a ROIC tree, as in appendix.3.2. The ROIC is disaggregated into its key components in

order to provide more insights about the drivers of performance.27 To get an overview of the

coherence between the components we will show the disaggregation and the connection.

Since NOPLAT can be expressed as EBITA*(1-cash tax rate), then ROIC can be expressed as

pre-tax ROIC (based on EBITA rather then NOPLAT) adjusted for taxes:

)1(* eCashTaxRat
pitalInvestedCa

EBITA
ROIC 

And if we relate EBITA and invested capital to revenues, we get the equation:

pitalInvestedCa

venues

venues

EBITA

pitalInvestedCa

EBITA Re
*

Re


The ROIC is thus broken into three overall components:

1) Operating margin: (EBITA/Revenues) measures how effectively the company

converts revenues into profits. How efficiently and profitable the company operates.

2) Capital turnover: (Revenues/Invested capital) measures how effectively the company

employs its invested capital.

3) Cash tax rate: incorporates the fact that the company’s ROIC also is affected by the

ability to minimize the taxes. With lower taxes higher after-tax ROIC

Each of the components can be further disaggregated if deemed necessary for the company

being valuated.28

26 Koller et.al 2005 ch.7
27 Copeland et.al 2000 p.171
28 Koller et.al 2005 p.185
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3.3 Valuation models and terms
One can choose between several frameworks when conducting a valuation. Besides the

discounted cash flow based models such as enterprise discounted cash flow, economic profit

(EVA), adjusted present value (APV), the most common alternative techniques are multiples

and real options.29 The choice between the methods is dependant on the purpose and

magnitude of the valuation.

When choosing which model to utilize we must assess the characteristics of the various

models and see which one that fits best. Multiples have an advantage of being applied quickly

and without an advanced interpretation of the comparables. Companies within the same

industry may have different multiples for valid economic reasons, and multiple models ignore

this. Moreover, if a company does not have any direct comparable companies, then multiples

would not be reliable to base the valuation upon. Real options principally use a portfolio of

traded securities which replicates the cash flow of a company, thus the company and the

portfolio have the same price. Though there are practical implications connected to this

method, which is the problem of finding a suitable replicating portfolio. The application of the

method for NPRO would not be trustworthy. For this reason real options related to valuation

is not widespread.30 Our choice of a cash flow model in the valuation was made on the

background of it being the most reliable and commonly used by practitioners, because it is

solely based on the flow of cash in and out of the company, rather than on accounting-based

earnings, which can be misleading.31

3.3.1 Enterprise DCF model

As the overall purpose obviously is to present a fair view of NPROs stock we chose to

implement the model which best fit the company’s nature. Furthermore, it is especially

valuable when it is extended to a multi business company, as the method facilitates a

valuation of individual projects, business units and even company’s with a consistent

methodology.

29 Koller et.al 2005 p.102
30 Koller et.al 2005 p.131
31 Koller et.al 2005 p.101
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Table 3.1 Estimation of the enterprise DCF model

Discounted Cash Flow Model

Present value of FCF in forcasting period and continuing value

+ adjustment for mid year discounting
= Value of operations

+ Value of non-operating assets

=Enterprise value

- Market value of non-equity claims

= Market value of Equity

Share price = Market value of equity / number of shares outstanding

Source: Own contribution based on Koller et al. 2005

The enterprise DCF starts with the estimation of the future operating free cash flows, next,

these are discounted with NPROs weighted average cost of capital (WACC). The free cash

flows is the amount that the company can pay to the investors after making all investments

necessary, it is estimated under the assumption that the firm is all equity financed. Next step is

to value the non-operating assets and adjust this value to the operating value calculated in step

one, in order to obtain the enterprise value. The third step is to calculate the market value of

the company’s debt and deduct this from the estimated enterprise value, and then we

ultimately reach the value of the common equity. Finally, we divide the value of this common

equity to the total number of shares outstanding to determine the share price of NPRO. We

will briefly go through the calculation of the elements described, which is needed in order to

get the company’s equity value. Including the; 1) free cash flow forecast 2) continuing value

3) WACC 4) market value of the company’s non-operating assets and debt

3.3.2 Free cash flow

The free cash flow in our forecasting period is ultimately derived through our income

statement and balance sheet forecasts, and written as follows:
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Table 3.2 Calculating free cash flow

Free cash flow

NOPLAT

+ Depreciation
= Gross cash flow

+/- Decrease (increase) in Working capital

+ Capital expenditures
= Free cash flow

Source: own contribution based on Koller et al. 2005

3.3.3 Continuing value

After a certain time period the year by year forecast becomes uncertain and impossible to

predict with any accuracy, and the company is assumed to reach a steady state, thus instead of

varying the individual drivers we use a perpetuity based continuing value. Ultimately the

continuing value is the company’s expected cash flow after the explicit forecast period.

Several continuing formulas exist,32 the value driver formula is feasible for the enterprise

DCF we utilize, and it is stated as follows:

ValueContinuing
gWACC
ROIC

g
NOPLATt




 )1(1

Where;

NOPLATt+1 = the normalized level of NOPLAT in the first year after the explicit forecast

period

g = the expected growth rate in NOPLAT in perpetuity

ROICI = the expected rate of return on the net new investment

WACC = the weighted average cost of capital

The company’s operations are expected to grow by a rate close to the general growth in the

economy, for perpetuity. Though, if the ROIC is expected to decline one should utilize return

on new invested capital (RONIC) instead of ROIC. The RONIC should furthermore be

32 Koller et.al 2005 p.272
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consistent with expected competitive conditions, and as competition eventually will eliminate

abnormal returns.33

3.3.4 Valuing the non-operating investments and the non-equity claims

Even though these items do not affect the free cash flows and should not be incorporated as

part of NPROs operations. We still have to account for them when ultimately wants to

estimate the value of the equity, as they add or deduct value for the investors. This is done by

assessing the market value of each of the non-operating and non-equity items in the balance

sheet.34

NPROs non-operating investments is categorized as excess cash and cash equivalents, current

investments, long-term security holdings, participation in associated companies, and non-

operational receivables. Consequently, these are valued at the market value stated in the

balance sheet. The PV of the free cash flows plus the non-operating assets equals the

enterprise value.

The non-equity claims include; current and non-current interest bearing bank loans, other

interest bearing liabilities, financial derivative instruments (current), accrued financial

expenses. Generally these items are not belonging to the equity holders of the company, thus

deducting these claims from the enterprise value yields the value of the company’s equity.

3.4 Estimating WACC
The value of operations is determined by discounting each years forecast of free cash flow for

time and risk. Since free cash flow is available to all investors, the discount factor for free

cash flow must represent the risk faced by all investors. The weighted average cost of capital

blends the required rates of return for debt and equity based on market-based target values.35

WACC is calculated as follows:

WACCk
Value

Equity
Tk

Value

Debt
emd  *)1(*

33 Koller et.al 2005 p.274
34 Koller et.al 2005 p.334
35 Koller et.al 2005 p.111



21

where;

D/V = target level of debt to enterprise value

E/V = target level of equity to enterprise value

kd =cost of debt ke = cost of equity

Tm = company’s marginal income tax rate

Note that the enterprise DCF adjust for the tax shield in the calculation of WACC, as the tax

shield is excluded from the free cash flow calculation. The reason for adjusting the tax shield

in the WACC instead of the FCF, is that the FCF assumes a fully equity financed firm, thus

the interest tax shield has been excluded from the flows.36 But as the firm obviously has debt

the adjustment is more feasible to do directly in the WACC calculation.

Additionally, when the future free cash flows are discounted it is normally done with a target

debt to value ratio, and consequently a fixed constant WACC. One must assume that a target

capital structure for a firm will be held in perpetuity. This assumption is not very likely, but as

it is an unpredictable and complicated process to correctly change the WACC every year. It is

in practice normally assumed that the firm keeps its current debt ratio.37 Though, in cases

where the company is relatively new there might be several arguments for the mentioned

target ratio.

3.4.1 Estimating CAPM – cost of equity

To determine the cost of equity we rely on the capital asset pricing model (CAPM), one of the

most known models that convert a stocks risk into expected return.38 It has large impact as it

determines the expected return on any asset or portfolio. The model relies on several

assumptions, such as no transaction costs and taxes, ultimately assuming a perfect capital

market. It has been criticized for unrealistic and simplified assumptions.39 Despite of the

criticism there has yet to be derived a better model with more explanation value added, even

though contributions such as Fama and Frenchs three-factor model and the APT model have

36 Copeland et.al 2000
37 Koller et.al 2005 p.112
38 Koller et.al 2005 p.293
39 Brealy et.al 2005
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been made.40 The models are primarily different with regards to how they define risk. CAPM

defines risk as the stocks sensitivity to the stock market. The formula for CAPM is as follows:

  )()( ifif RErREr  

The model uses three variables to determine the expected return, and only the beta varies

across companies;

 Beta, (Bi): measures a stocks co-movement with the aggregated stock market, and

thereby the stocks ability to further diversify the market portfolio. It represents a

stocks incremental risk to a diversified investor, and since the beta cannot be observed

directly, we have to estimate it. This is done by performing a regression of the stocks

return against the market return, represented by a value-weighted, well diversified

portfolio, such as the main stock index. One should utilize a minimum of 60 data

points when regressing.

 Risk-free rate (rf): is estimated by applying the government default-free bond with 20

years maturity. The stock is risk-free when there is no default risk attached, and a beta

of 0 in the CAPM model, implying no covariance with the market. A holder of a risk-

free asset will only be compensated for time and inflation movements. That is also the

reason that one must make sure that cash flow and the cost of capital is denominated

in the same currency.

 Market risk premium: defined as the difference between the expected return of the

market and the expected return on the risk-free bond.41 It is implicitly what an investor

is paid for investing in a risky asset. There exist several methods for estimating the

market risk premium, the most widespread is based on historical premiums.

Practitioners argue of a level between 4,5-5,5 percent. It is also advocated that the

market risk premium will change over time and is conditional on a number of features

in the economy – not an absolute.42 None of the methods has gained universal

40 Koller et.al 2005 p.318
41 Harris et.al 2001 The market risk premium
42 Harris et.al 2001 p.15 The market risk premium
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acceptance on the background of various shortcomings.43 As a result of this, we have

believe that the most precise estimate is provided by analysts forecast of the risk

premium.

3.4.2 After-tax cost of debt

The yield to maturity of the company’s long-term, option free bonds is the correct measure

when estimating the cost of debt.44 The credit risk of a company is reflecting the yield to

maturity. Accordingly, determinants for the after-tax cost of debt are the company’s credit

risk and the value of their tax shield. In turn, the yield to maturity is determined by the cost of

debt, the probability of default and the recovery rate. The credit risk faced by the bank to the

company is due to the risk of loss from the loan payments of the company. A common way to

quantify the projected cost of debt is to add the risk free rate to the credit spread (which is

defined as the difference between the interest rates on the corporate bonds and the risk free

rate). Moody’s and Standard&Poor are examples of credit rating companies that assess

companies’ credit risk.

The second determinant is the value of the tax shield, and this is straightforward. One simply

adjusts the cost of debt by multiplying it with (1-Tm), where Tm equals the company’s

marginal tax rate. Consistency is achieved as the free cash flows in the enterprise DCF model

does not incorporate the tax effect from leverage, as it assumes the company to be all equity

financed. Consequently, the WACC is adjusted directly with the tax calculation described

above. This facilitates a comparison of operating performance across companies and over

time without regard to capital structure.45

43 Koller et.al 2005 p.298
44 Koller et.al 2005 p.318
45 Koller et.al 2005 p.322
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4. The strategic analysis
The aim of this chapter is to undertake an analysis of the environment related to the markets

Norwegian Property operates in, as well as an analysis of internal capabilities of the company.

We argue that it is as a necessity to fully understand the company and its surroundings to be

able to undertake a valuation. The strategic analysis is in that sense important for how a

company may best position itself against these drivers in order to prosper and gain

competitive advantage. In turn, these value drivers may enable the company to create excess

return for the owners in the future.46

We start by a thorough description of the characteristics of the real estate market, and connect

the influence of the macro economic factors to these characteristics. Next, we explain and

give an overview of the Norwegian real estate market with regards to the abovementioned

interaction. Finally, after having analyzed the macro factors, we undertake a Porter five forces

analysis to highlight NPROs micro economic environment. The chapter is concluded with an

analysis of the external and internal capabilities of NPRO by conducting a SWOT analysis.

4.1 Introduction to the real estate
The risk-return profile of investors in the real estate sector is determined by a set of factors

influencing the commercial property and hotel market. In this chapter we will explain the

characteristics of the real estate market, and how these characteristics are attached to the

income and costs of the investors. Furthermore, in chapter 4.2 we will outline the macro

economic factors with the greatest impact on the real estate sector, and explain how these

factors interact and affect each of the specified characteristics.

4.1.1 Classification of investors in the real estate sector and types of
properties available

Several different players with various characteristics act in the real estate sector. It is feasible

to distinguish between the direct investors who receive rents by owning (or developing) the

properties and indirect investors which receive their rate of return by investing in companies

who own and/or manage the properties. The most notable investors are the listed and unlisted

property companies, financial institutions, pension funds, private investors, property funds

46 Koller et.al 2005 p.142



25

(and syndicates) and limited partnerships.47 Furthermore, some of the direct investors may

also act as property developers, and decide upon trading the properties or keeping them for

the rent they produce. Real estate players may be engaged in several roles simultaneously, as

developers, direct investors or indirect investors, but it is most common to specialize within a

certain role and category of real estate.

There are several different categories of real estate with somewhat various characteristics. The

major classification of properties is residential and non-residential. Residential properties

include single and multi family houses, e.g. apartments, while non-residential properties are

broken down into five subcategories; office, retail, industrial, hotel, recreational and

institutional.48

For the rest of the strategic analysis we focus on the main characteristics that influence

property companies who act as direct investors in the commercial property - and hotel

segment, coinciding with NPRO’s operations.

4.1.2 Income from property

The real estate investors receive rent as oppose to the equity investor’s dividends,49 whereas

both investors expect an appraisal in the market value of their asset. The market value of a

particular property (asset) at any point is decided by the present value of the rental income

expected from the building over its remaining life. The income potential of property

companies depends on numerous factors which are interacting in a complex fashion and are

affecting the rental income with different impact. It is challenging to distinguish between the

factors, since many of them are affecting each other and ultimately the income received.

Examples of these factors are the ability to attract tenants and thereby reduce the vacancy,

closely connected to this is the supply and demand of properties, terms of the lease contract,

active management and most importantly the market rent.

The market rent

47 Holmes et.al. 1994 p.161
48 Brueggeman et.al 2005
49 Brueggeman et.al 2005
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The market rent is the most decisive factor when it comes to the income potential, and it is the

price the tenant must pay for the use of space under the current conditions,50 the market rent

which an owner can charge depends on the price for comparable properties. The rent is

dependant upon several underlying variables, including the;

1) Outlook of the national economy.

2) Economy base of the area in which the property is located

3) Demand for the type of space provided by the property in the location being analyzed,

and the supply of similar competitive spaces

The lease contract

The agreement between tenant and owner is normally based on leases for a specified period of

time, with an average duration of approximately 7 years for commercial property and

somewhat longer for hotels.51 The contracts for commercial property are usually CPI adjusted

annually, thus an increase in the national CPI will increase the rents received. Furthermore

some lease contracts have rent reviews within the lease period, where the normal procedure is

an upward adjustment in cases where market rents are above the rents received, while the rent

is kept still if market prices are below. 52 When the lease contract expires, the new prices

follow market rent whether it is below or above previous rent prices.

Supply and demand

The supply and demand for space are affected by several market forces, which in turn affects

the real estate investments and market rents. Real estate goes through a cycle in the same

fashion as the economy in general,53 illustrated in chart 4.1 below. At any point there is a

fixed stock of space in the market, where some is leased and the remaining constitutes of

vacancy. In a situation with rising market rents, often correlated with high absorption hence

low vacancy of space, then more space is supplied by increase in office constructions. The

market rents continue to rise as the vacancy is declining, till the point where the supply

exceeds the demand and results in a situation with oversupply. The oversupply is therefore a

direct result of the high rental prices. This is because when the prices reaches a certain level,

firms typically make more efficient use of their existing space instead of demanding more,

50 Brueggeman et.al 2005 p.251
51 Investment property forum Understanding commercial property investments 2007
52 Investment property forum Understanding commercial property investments 2007 p.12
53 Wheaton 1999 Real estate cycles
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even though the company optimally would need more room for their operations. In this stage

the growth in new employment is typically decreasing, so the need for new office space is

declining or growing at a lower pace then previously. The new buildings started in the growth

phase are completed and eventually the oversupply leads to a decline in the real estate market

and lower market rents. When low market rents occur owners may deliberately hold some of

the existing space vacant in anticipation of higher market rents, or alternatively they may

prefer to convert the space into more profitable use.

Figure 4.1 The property cycle

Source: Wheaton, Williams Real estate cycles; some fundamentals (1999)

Active management

Compared to other investment classes such as equities and bonds, direct real estate investors

have the opportunity to manage their assets actively. Either by sustaining the value or by

enhancing it, by finding alternative uses of the building or refurbish it. Active management

can include:

 Renegotiation of the lease terms for an existing tenant, for example by increasing the

lease length or by increasing rent payable

 Buying an existing tenant out of the lease commitment, refurbishing the premises and

letting to a new tenant at a higher rent

 Redeveloping or refurbishing the property for a different use
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4.2 The influence of the macro economic factors
In order to explain the real estate market where NPRO operates, it is important to consider the

current and future outlooks of the macro economic factors influencing the economy. The most

important factors and their influence on the company will be derived next.

4.2.1 The global economy

The strongest global economic growth period in over three decades is drawing to an end.54

The Norwegian economy is very much affected by the economy of the most important trade

partners (which constitutes to a large share of Norwegian GDP) and particularly the

developments in the oil market. The recent turmoil in the international financial markets

started with the recession in the US real estate markets in mid 2007. This triggered the non-

compliance of low security mortgage loans, so called sub-prime loans. The decline in the US

economy had major ramifications for the global economy in the aftermath of the mortgage

backed loans scandal. The decline in the American economy started in 2006 and was for a

long time-period isolated to the real estate sector, but is currently spreading to the rest of the

economy. For the 8th consecutive quarter there was a decline in property investments in the

fourth quarter of 2007. Federal Reserve has cut the interest rate with 2,25 percentage points,

to stimulate the economy. It is mainly done to ensure that the banks can obtain cheaper

financing and also to lower the borrowing costs of companies and households. Those recent

unanticipated losses on US mortgage loans has led to increased uncertainty, risk aversion and

higher risk premiums, which has put a damper on demand for loans and investments. The

essential question is whether the US is entering into a mild or strong recession. If the

measures taken by the Federal Reserve do not prevent the US of heading into a strong

recession, it will have a strong impact on other economies as well. A scenario could be that

the decline in the housing prices will reduce consumption for a period, and if the credit crisis

worsens this could reduce the demand among businesses and households, consequently

affecting the labour market.

The uncertainty in the US economy ultimately contributes to a general uncertainty in the

Nordic markets, hereunder the real estate market. The effect of this uncertainty is that the

investors will probably be more expectant, thus leading to a reduction in the total investments.

54 DnBNOR market report 2008
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Furthermore, the global economic growth (GDP) directly reduces the activity of the main

hotel customer segments of vacation and business travellers.

4.2.2 The Norwegian economy

The average yearly GDP growth over the last five years have been approximately five

percent, due to the strong growth in investments, consumption and export among other

things.55 The economic growth is expected to decline the next few years56, mainly due to the

lower economic growth of our trade partners, a stronger national currency and higher

expected interest rates.57 These factors are expected to drive down the GDP growth from the

previous year’s levels. Simultaneously to the decline in the GDP growth, there is expected a

lower profitability for businesses due to reduced activity and increased wage inflation. The

described economic outlook combined with an expected slowdown in the employment rate in

the years to come, is expected to contribute to a continued growth in the demand for space,

but the growth will decline gradually over time. Additionally a higher household income has

been fuelling the consumption growth in the recent years, which in turn has increased the

demand for goods and services, and the demand for space.

4.2.3 Inflation

The CPI level in Norway has been relatively low over the recent years and Norges Bank will

go to lengths to keep the operational target of the consumer price inflation of 2,5 percent58 for

the years to come. The CPI level affects both the commercial property and hotel rental

income, since the contracts normally are directly adjusted to the CPI developments. Since the

value of the property is the discounted cash flow received from the rental income, the

inflation should not affect the rate of return from the investor’s point of view. Though, an

unexpected increase in the inflation could lead to higher replacement costs of the real estate.

The growth in the costs related to real estate building and development has over several years

been higher then the CPI in Norway. If a sharp increase in inflation occurs, then the costs

related to development, maintenance and refurbishing will relatively be above the costs of

other goods and services.

55 Glitnir market report 2008
56 www.ssb.no
57 Statistics Norway Economic forecast 2008
58 www.norges-bank.no
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4.2.4 Interest rates

In the aftermath of the financial unrest in the international credit and money market, the

liquidity in the inter-bank market has dried up, leading to a more restrictive action in the

banks with regards to lending. To counteract this unrest in the markets, the Central banks have

postponed the planned increase in the interest rates. It is believed that the Central banks will

continue with a fairly stable or a slow decline in the interest rate level if the credit crisis

becomes more imperative and the growth prospects is poorer.59 The Central bank of Norway

has constantly increased the key policy rate (interest rate) throughout the entire 2007, from a

level of 3,5 percent in the beginning of the year, to a level of 5,25 percent at the end of the

year. The increase has for the time being not given the intended effect on the private

consumption. The central bank of Norway forecast that the interest rate level will stabilize

around the current level of approximately 5 percent over the next years.60 This foreseen

interest rate development will most likely lead to a somewhat weaker housing market and

dampen the demand for office space. Moreover, the expected level of the interest rate will

affect an investor’s average initial yield on the properties, thus reducing the value of the

property. However if a decrease in the interest rates occurs, then the market rents and the rate

of return for property investors increase. It is worth noticing that if a recession in the economy

takes place, then the yields can still increase even if the interest rates do not. This is because

the general risk premia rise and directly affect the yield.61

The reduction in the purchasing power is one aspect of a high interest rate level, and it is not

good for any businesses. Another aspect is that rising interest rates increase borrowing costs,

consequently building new properties get more expensive and may reduce the supply. Even

though this helps the property companies’ situation, their own borrowing costs are naturally

also increased and affect the net income.

4.3 The Norwegian Real Estate Market
In order to better understand the market where NPRO has its operations and to be able to

conduct a solid forecast, we will in this chapter address the market conditions for the

Norwegian real estate market for commercial property.62

59 DnBNOR market report 2008
60 Svein Gjedrem The economic situation, global uncertainty and monetary policy Apr.2008
61 Investment property forum Understanding commercial property investments 2007
62 The chapter builds mainly on Oslostudiet 2008, an analysis of the commercial office property segment in Oslo.
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2008 is surrounded by an increasingly financial instability as a result of the US sub prime

crisis and the following credit squeeze. In retrospect, macro economic indicators claim 2007

as the top year in a historical strong economic growth period in Norway. The Norwegian GDP

growth was 6 percent during 2007 and we saw an increase in employment of a record 3,8

percent, 92.800 persons, where the persons employed in the most office intensive industry,

business services, increased by 7,5 percent (20.000 persons). Adding to the growth, the

employment rate fell to 2,6 percent which is the lowest level since the 1980’s and it is

expected to remain on this level over the coming years. Norway is still showing a strong

economy and the financial market turmoil has not yet been as evidential as in other countries.

It is however expected that the financial instability the world is experiencing now will also

have an effect on the Norwegian GDP growth, resulting in a more moderate growth

expectations for 2008 than seen recent years. This will of course also result in a slow down in

the employment growth. Nevertheless the temperature in the real estate market in Oslo is still

high, with increasing rent levels in all parts of the city the second part of 2007 and a

historically low vacancy rate which is expected to fall even further during 2008.

Even though there is a relatively low level of vacancy throughout the different sub regions in

Oslo, there are variations in the supply and demand for rent and space. This is not only the

case throughout the city, but also in Norway in general.

One of the most important factors when analyzing the potential income from real estate

companies is the location of the buildings in the portfolio. There are different markets for

each property type, but the supply and demand is more or less affected by the same macro

economic factors.

Norwegian Property, Norgani and the real estate funds activities in 2006 resulted in a NOK 68

bn record high turnover of commercial real estate. Even though 2007 started at the same pace

as ultimo 2006, market factors cooled down the activity and total turnover declined to NOK

53 bn in 2007, though still a historically high levels.

The Oslo region represents the most developed part of the Norwegian real estate market and is

therefore the most important region for the commercial real estate sector. In the Stavanger

region there has been a record high demand for office space resulting in rising rents.
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Norwegian Property focuses on the market for centrally located commercial properties, and

owns property in Oslo and Stavanger, with main focus on Oslo.

There are as we have mentioned earlier, several parameters which have an impact on the

value of a commercial real estate company, and the profitability in the different market

segments. We will in the following sections interpret information regarding rent levels and

supply and demand factors within the office segment.

4.3.1 Office space in the Oslo and Stavanger region

After experiencing the top year in a historically strong economic boom, the current turbulence

in the financial markets and the weaker global growth prospects have had an impact on the

Norwegian economy. The turmoil is expected to dampen the growth in GDP and further slow

down the employment. Even so, the Norwegian economy has shown good prospects and good

momentum in the beginning of 2008. According to DnBNOR Næringsmegling63 the

temperature in the office letting market in Oslo is still high, with all areas in the city

experiencing an increase in rent levels in the last half of the year. The increase in rent for the

most prestigious premises in Oslo was as high as 40-50 percent, being among the highest in

Europe.

The completion of a number of new buildings and full renovation projects are beginning to

impact vacancies, where a more moderate decline was seen in last half of 2007, compared to

2006. High rents and shortage of available premises in the attractive areas is causing

companies to utilise their existing space more efficiently instead of moving into larger office

premises. On the basis of this, DnBNOR Næringsmegling have adjusted the demand for

offices downwards for 2008 and 2009, but it is still expect that demand will grow more than

supply, bringing the vacancy rate below the 4 percent level in 2008.

It is expected that rents will follow the vacancy trends and continue to rise during 2008, but

not as steeply as it has done previously. In 2009 rents will most likely level off and we will

probably see a small decline towards the end of the year. A more detailed discussion on the

average rent levels for the different areas in Oslo and Stavanger, as well as the average rent

level in NPRO’s property portfolio is conducted in our Forecasting chapter.

63 DnBNOR rapporten
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We will in the following section focus on the supply and demand factors in the commercial

real estate sectors, enabling to interpret the market conditions surrounding NPRO and have a

better understanding of the market trends impacting NPRO’s future operations.

4.3.2 Absorption of office space64

In Figure 4.1 it is possible to see the development in the volume of the commercial property

in Oslo, Asker and Bærum as well as the number of employed and number of persons

between 20 and 65 years.

Figure 4.2 Development in commercial real estate Oslo/Asker/Bærum vs. number of

employed in Oslo/Akershus (y= sqm in 1000, x= year, z= tenants in 1000)

Source: Oslo studiet 2008

The figure show that the volume of property, over the 24 year period, has had a growth of 83

percent, from 4,8 million m2 in 1985 to 8,8 million m2 in 2007. In the same period the

registered growth in employment grew by 30 percent, and the number of persons aged 20-65

grew by 33 percent. If we assume that the market was in balance at the start of the period with

64 This section is based on Oslo Studiet 2008
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2 percent vacancy, the employment numbers and assumption of unchanged use of office space

would imply a vacancy rate of 33 percent in 2003. The real number is however much lower

showing a vacancy of 4,8 percent. The reason for this is that there has been a considerable

development in the demand for office space, where the share of persons employed in office

demanding sectors has seen a substantial growth in the period analyzed.

Figure 4.3.Office space absorption
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From figure 4.3 it is possible to see the historical development of the office space absorption.

Because of high growth, and a turn towards more employment in the office space demanding

sector, 1986 – 1989 was characterized by large absorption in the high levels of 200.000 m2.

During the recession in the start of the 1990s the absorption fell dramatically, and we

experienced a historically low in 1992 with only 16.000 m2.
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Due to high growth in employment and a continuing turn towards more office space

demanding employment, the absorption grew at a heavy rate in 1995 to 1998, seeing levels

well above 300.000 m2.

In the years after this historical large growth, the absorption rate fell to a level which was only

one third of the preceding years, a development which continued with a negative effect into

2001. A negative absorption of -74.000 m2 was registered in 2002, for the first time in Oslo

Studiets history. During the following years there was an improvement from the low in 2002,

but the average was still on a historically low level. Not before 2005 a rebound to the time

period average of approximately 200.000 m2 was observed.

The growth in employment in the Oslo region in 2006 was 24.000 persons and 26.000 persons

in 2007, which are the largest growth in 20 years. This large growth in employment and in

general good prospects for Norwegian economy indicates that the demand for office space in

2008 will be at the same level as, or higher, than 2007. The current supply and demand

relationship in the Norwegian market and the low completion of new office space in 2008 will

indicate that vacancy will remain low, and the pressure on the rent prices will continue.

There is a correlation between the employment growth and the following year’s absorption. It

is expected that the employment growth on country level will slow down in 2008, from a 7,8

percent growth year on year in 2007, to a 3 percent growth in 2008. Due to reduced activity

and increased wage inflation lower profits for businesses is expected resulting in a decline in

GDP growth, it is therefore likely that that the demand for office space will be lower during

the next few years.65

4.3.3 Vacancy in the office sector in Oslo and Stavanger

The vacancy rate refers to the percentage of stock of space which is currently not occupied,

and is thus a key indicator of the general health in the office market. Even though it exist a

balance in the supply and demand, there is a natural vacancy rate in most markets.

At the start of 2007 the vacancy in the Oslo area was 522.000 m2 and during the year

109.000m2 of new office space was completed. With absorption of 241.000 m2 which came

65 DnBNOR næringsmegling 1.2008 s 7
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from demolition, conversion from office space to housing as well as an increase in demand

for commercial property, the market vacancy was reduced to 390.000 m2. This amounted to a

vacancy of 4,4 percent of the total office space in the Oslo region, down from 6 percent primo

200766.

The office vacancy has halved over the last couple of years, primarily due to the limited

amount of new construction during a period of economic expansion. Changes in economic

conditions have different effects on different types of property and its locations; this is

confirmed by the situation in the various regions in Oslo. Due to the change in supply and

demand, the regions in Oslo experience differences in absorption and thus also vacancy.

Eiendomspar divides Oslo, Asker and Bærum into 8 local areas (figure 4.4), and all regions

except for one, experienced a decrease in vacancy during 2007. As illustrated in the figure it

is evident that there has been a rather large decline in vacancy in the geographical regions.

When considering the vacancy it is important to note that the short run demand is elastic,

while the supply is inelastic as demand rises much faster than supply, resulting in an

undersupply in the “white” zones. In the short run, vacancy might actually rise because

employers decide to reduce the m2 per employee rather than move into bigger premises. Thus

the growth in employment and pressure on vacancy rates will make companies become more

space efficient, reducing the demand for space.

In Center /West the vacancy is as low as between 1-3 percent, which is a considerable

reduction from the previous years, indicating that there in fact is a shortage of space in this

area. In outer North/East/South and inner East there is still a surplus in space even though we

during 2007 saw a rather large reduction in vacancy of around 2,5 percentage points (more

than 20 percent reduction) from 2006. Also in Asker/Bærum and Inner zone north there has

been a considerably decline in vacancy.

In Vika/rådhuset we saw the only rise in vacancy, but in fact we went from more or less a

shortage of space towards a balance. The reason for the rise in vacancy was that some tenants

moved to nearby areas where rent is considerably lower.67

66 Oslostudiet 2007 s 2
67 DnBNOR Næringsmegling 2008 s. 9
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Figure 4.4 Total vacancy in Oslo/Asker/Bærum primo 2008 (2007)

1-3percent Vacancy 3-4percent Vacancy 8-9percent Vacancy

Vacancy % = Total Vacancy / Total existing areas

Source: Oslo studiet 2008

4.3.4 Future development in Office Space in Oslo and Stavanger

In 2008 the expected completion of new office space is historically in a low level and

therefore the vacancy will remain low due to high absorption. In 2009 however the expected

office space completion rise dramatically, more than three times the level in 2006 and double

the level in 2007. Even though the absorption is at the same level as the two prior years it is

expected that the vacancy will start to rise somewhat during 2009.68 Figure 4.5 below

illustrates completion of space in 2008 per geographical area.

68 Oslo Studiet 2008
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Figure 4.5 Office space completions 2008
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Source: Oslostudiet 2008

As the figure shows it is the outer zones and the centre of Oslo where the majority of the new

office space is. It is therefore expected that these areas will be most pressured on vacancy rate

in 2008. As earlier mentioned the office market is showing signs of businesses choosing a

higher density in stead of moving into bigger office premises. Therefore the space used per

employee declining, much because companies now choose open landscapes apposed to

offices. Some companies have space consumption down to 16-17 m2 per employee, for

example as in Aker Kværners new offices at Fornebu.69

The office market in Stavanger is boiling hot, and the oil capital of Norway has over a longer

period been leading the development in rent price for commercial real estate within the

different regions. The vacancy in this region is 1,8 percent, and among the lowest in the

country. The Stavanger region has also seen a large decrease in vacancy, from 2004 and till

today, from around 120.000 m2 in 2004 to approx 30.000 m2 today. Even though the region is

expecting office space completion in the next years, the absorption is greater than the supply,

and it takes time before this is absorbed in the market. DnB NOR Næringsmegling states that

there is a bonanza like situation in Stavanger, and that the price still haven’t reached the top.

The demand in the region is still high and a growing will to pay higher rents gives a very

positive outlook for the region. It is not expected that the vacancy will rise during the next

couple of years.

The vacancy is as low as 1,8 percent which is considerably lower than the other regions. The

Stavanger region has also seen a big decrease in vacancy, from 2004 and till today, from

69 Source:”Økt skepsis til leiemarkedet” neNyheter.no (http://ne.no/27298)
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around 120.000 m2 to approx 30.000 m2 today. There is also real estate construction in the

area, but it takes time before this is absorbed in the market.

4.4 The Nordic hotel market
As of 31st of December 2007, Norgani owned around 5 percent of the available hotel rooms in

the Nordic region. Norgani’s biggest competitors are the Olav Thon group and Norlandia

which act as both operators and owners of hotels, as well as the large specialized hotel owning

companies, Northern European properties, Pandox and Home Properties.70

There are many similarities between the hotel markets in the Nordic countries, consequently it

is naturally to view the Nordic region as one. This fact and considering that Norgani operates

in all the Nordic countries, justifies the view at the Nordic region as one entity.

4.4.1 Characteristics of the Nordic hotel market

There are three main categories in the hotel market; the owners, the operators and the

distributors. Over the last years the Nordic region has seen a clearer distinction between the

main players as oppose to other European countries where there are no particular division

between these segments.71 This means that specialists are taking responsibility for their part of

the value chain, whereas NPRO with the Norgani portfolio has specialized in the hotel owner

role, whereas the operator is responsible for the daily operations and the expenses related to

these.

The hotel owner’s agreements with the operators are normally turnover based, where the

owners get a minimum rent as well as a percentage of the hotels operators’ total revenue. The

hotel owners are therefore vulnerable to reduction in economic growth and travel activity. It is

of both parties interest to get economies of scale, for Norgani it is vital that the operators can

create enough RevPar ensuring that they cover their demanded yield for the property. In that

sense they will want to provide well kept rooms and a desirable location for the operator. On

the other hand, the operator have great incentives on their own to create a high RevPar, and

considering the future renegotiations with the lessor they would want to show good earnings

and keep the turnover based lease rent ratio as small as possible.

70 NPRO annual report 2007 p.14
71 Home Properties annual report 2007 p.24



40

Nordic hotels are increasingly being marketed through chains, nevertheless the hotels outside

these chains are still the majority in the Nordic area. The market is increasingly characterised

by the development of common branding, giving travellers both leisure and business,

confidence in the quality of the hotels, whereas loyalty programmes encourage repurchases.

Affiliation also provides economies of scale for the hotels in a number of areas, and it is

expected to see more hotels entering into the different Nordic chains.

4.4.2 Development in the Nordic hotel market

During 2007 the Nordic countries experienced a positive tend in business cycle movements,

which positively affected the hotel markets performance. The development in GDP is closely

correlated to hotel rental income, and is therefore usually used as a proxy for growth in the

hotel market.72

In 2007 the overall hotel occupancy increased by 3,3 percent, to an average yearly level of

53,2 percent. Furthermore, the demand for hotel rooms increased in each of the Nordic

countries throughout 2007, with a parallel but smaller increase in supply, resulting in a net

increase in capacity of 1,8 percent ultimo 2007. As a consequence of the net increase in

demand the average room rate (ARR) increased by 3,2 percent and the Revenue Per Available

Room (RevPAR) increased by 6,6 percent. The relationship between the RevPAR, ARR and

hotel occupancy rate is:

Figure 4.6 RevPAR

Source: Real Estate Finance and Investments

The development in 2007 for room capacity, ARR and RevPar in the Nordic Region is shown

in table 4.5 below. Even though the development throughout the year has been in the same

72 Home Properties annual report 2007

Hotel
Occupancy

rate

RevPARARR

Room capacity Room capacity# Rooms sold

# Rooms sold Rooms Rev. Rooms Rev.

X =
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direction, we can observe that Norway and Sweden have had an ARR and RevPAR above the

average for the region.

Figure 4.7 Nordic Hotel Statistics 2007

Sweden Norway Denmark Finland Nordic Region

Rooms sold m 15,2 10,6 7,2 7,9 41,0

Change % 4,9% 6,2% 4,8% 4,5% 5,2%

Room capacity m 29,8 19,0 13,4 14,8 77,0

Change % 1,9% 2,3% 1,6% 1,3% 1,8%

Hotel occupancy % 50,6 56,7 54,2 53,0 53,2

Change % 2,9% 3,8% 3,2% 3,2% 3,3%

ARR 750,5 802,3 746,2 614,2 737,6

Change % 5,4% 8,1% 0,0% 5,8% 3,2%

RevPAR 380,4 455,5 403,7 326,1 392,5

Change % 8,5% 12,3% 3,2% 2,8% 6,6%

Num Hotels 1.733,0 1.604,0 513,0 677,0 4.527,0
Num Hotel rooms 000 94,9 60,3 42,4 47,1 245,0

Breakdown number of Hotels by nation

Finland

15%
Denmark

11%

Norw ay

35%

Sw eden

39%

Breakdown numbers of Hotelrooms by

nation

Sw eden

39%

Norw ay

25%

Denmark

17%

Finland

19%

Source: Home properties AB, Annual report 2007

A special characteristic for the Nordic market is that close to 80 percent of the guests in the

region are Nordic nationals. This indicates that GDP expectations and development in the

Nordic countries are especially important for room demand and ultimately hotel revenue73,

making the operators less sensitive to economic movements outside of the Nordic region.

Even though the characteristics of the Nordic countries are very similar, a difference lies in

the distribution of business versus leisure guests. Whereas over 60 percent of Swedish hotel

visits are business related, the ratio is around 50 percent for the rest of the Nordic countries.

This might imply that the Swedish market is more sensitive to the economic state, as it is

believed that business travels are one of the costs being cut in an economic downturn.

73 Annual report 2007, Home Properties AB
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To conclude, the current market situation shows a supply and demand in more or less

equilibrium, but the completion of new hotels in the near future is expected to increase the

hotel capacity, whilst demand is expected to grow at a declining rate for the years to come.

The growth in the Nordic hotel sector is therefore expected to grow at a declining rate through

2008 and stabilize in 2009.

4.5 Porters five forces
In order to analyze the market conditions NPRO’s operates in, we will conduct an industry

analysis based on Porters Five Forces model.74 The acknowledged model identifies five

competitive “forces”, which shapes the way an industry is compiled; the theory is explained

more thoroughly in the theory chapter. Our aim with this subchapter is to create an overview

of the industry profitability and attractiveness, which will eventually generate a basis for the

choice of the value drivers we utilize in NPROs revenue forecast. We have chosen to conduct

a combined industry analysis of the hotel and the commercial property market.

4.5.1 Porters five forces – Commercial Properties and Hotels

Threat of new entry

To maintain and enhance the company’s level of profits in the market, it is of essence to strive

to uphold and create barriers of entry, seeking to reduce the rate of competitors entering the

market. Due to competition with residential development, there has been little addition of

space in the prime office market recently. However sentiment has changed and office

development in high rental growth areas is growing momentum. In general, many firms are

reluctant to enter the prime location real estate market because of uncertain long run yields

and rent levels, simultaneously as entering the market and building a portfolio involves high

start-up costs.

Since the competitors in the market are highly concentrated around Nordic players, there will

always be a potential threat of foreign investors entering the market, especially if the profit

margins remain at the high level.

An extension for the abovementioned argument and incorporating the fact that the Nordic

market for hotels are growing more profitable, there is a possibility that there will be

74 Porter 1980 Competitive Strategy
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consolidations over the years to come. A possible threat of entry might be larger international

hotel chains penetrating the market and acting as both operators and distributors. This can

lead to backward integration, e.g. Scandic/Hilton which is the lessee to approximately 60

percent of Norgani’s hotel portfolio, buying Norgani, thereby controlling the entire value

chain. This will only occur if the acquisitions give rise to lower costs or other probable

synergies.

Commercial office properties are regarded as standardized products and are therefore

relatively easy to sell. Exit costs connected to sale is generally small making exit barriers

more or less nonexistent.

Threat of substitute products

The occupancy rate in the CBD and the surrounding areas are at a historically high level and

little supply of new office space is expected in the near future. In the outer areas of Oslo the

vacancy rate is lower, but few or none of the tenants in the inner city area would likely

consider these as substitutes. Even though supply is expected to rise somewhat during 2009,

with a following rise in vacancy, we do not deem it likely that this will have a great impact on

NPRO’s core market. Hence substitute premises do not pose a large threat in the current

markets situation or the near future.75

Another aspect is the possibility of tenants purchasing office premises as opposed to leasing.

This is considered to be a relatively weak threat due to several reasons.76 For example, tenants

will usually find leasing more cost efficient since investing in own premises would tie up a

large amount of capital. Hereby reducing a company’s flexibility and at the same time shifting

the focus away from their core business and into the real estate market. A potential threat for

NPRO is if new areas in other parts of the city develop to be prestige areas, deteriorating the

perception of “old” prestige locations.

For the hotel industry alternative substitutes are mainly within the leisure and holiday

segment, such as the caravan industry, rental apartments, cabins for lodging and hostels. With

regards to the business travellers these segments do not impose a threat. The economic cycle

has an impact on the amount companies spend on representation, meeting activity and

75 Eiendomsspar 2008 The Oslo Study
76 Brueggeman et.al 2005 p.240
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subsequently hotel bookings. The spreading and improvements of conference call technology

pose as a threat for the hotel industry, as business meetings are more likely to be held using

this technology. Another aspect is the increasingly smaller barriers of companies creating new

subsidiaries abroad and the facilitating of obtaining trade partners abroad.

Customer power

As long as the unemployment level remains at a low level, companies need to offer fringe

benefits to compete for employees. Furthermore, when the occupancy level is high, the

property providers have strong bargaining power and possibility to uphold high square-meter

prices. Even though many tenants are large firms, the competition for the offices, as well as

the market being fragmented, will result in weak bargaining power and little influence over

the price.

In the hotel market there exist a wide variety of choices for the buyers in different segments,

ranging from luxury to budget hotels. The products the hotels offer are very much

standardized within the different price classes and the switching costs for the customer is low

leading to a certain degree of customer power. A wide variety of loyalty benefits such as

bonus points, upgrades to better rooms and discount prices for regular customers are offered

in order to keep the customer loyal to the hotel. This is especially present with regards to the

business travellers which for obvious reasons more often will return to the hotel compared to

tourist travellers.

Supplier power

In regards to NPRO’s portfolio the supplier power is considered to be quite weak. NPRO has

suppliers for property management as well as contractors in large maintenance and

refurbishment projects. NPRO being the largest player in the Nordic market has considerable

power when choosing suppliers for these activities; hence supplier power is considered low.

Competitive rivalry

Keeping in mind NPRO’s principal strategy of investing in attractive and centrally located

properties in the largest Norwegian cities, we find no directly comparable Norwegian players.

Though there are still a few large real estate companies which holds parts of their portfolio in

NPROs core segment, but at the same time they also holds a large part of their total portfolio

in residential properties and/or malls. But since there is low vacancy in the prime locations,
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there is less competition among landlords, maintaining the rent levels. The property market

remains fragmented and the largest property owners are the life insurance companies, Olav

Thon, Eiendomsspar, Entra, and various fund structures such as property funds and

syndicates. Foreign investors have historically made limited direct investments in the

Norwegian market, though participating in various transactions to a greater extent in 2007

which may indicate greater involvement in the future. There is still a lot of privately held

property in the largest cities in Norway, although we have recently seen a major consolidation

of property in the hands of newly establish funds.77

4.5.2 SWOT analysis

To sum our strategic analysis chapter we will list the company’s strength, weaknesses,

opportunities and threats in a SWOT framework. The framework summarizes the factors

which are viewed as the most influential on NPROs business operations and strategic

capabilities. These four factors will create the basis for the following forecast and valuation of

NPRO. It is worth noticing that the strengths and weaknesses refer to the company’s internal

capabilities as the threats and possibilities are related to external circumstances. Our strategic

analysis and the company characteristics are used as the foundation when compiling the

SWOT analysis.

Strengths:

 Dominant focus and leadership in the niche Oslo office market, helping them

influencing the market price in these areas

 Largest hotel owner in the Nordic region with sound and well know lessees tied to

their turnover-based rental leases. The bulk of Norgani’s leases have been awarded to

the largest operators in the Nordic market, where Scandic and Choice amounts to

approximately 78 percent of Norgani’s rooms.78

 Close management relations with the financial sector (in relation to their debt), with

the debt fixed at a very favourable rate. Scandic aids NPRO in financing and hotel

leases renewals

 Diversified structure of high-quality tenants, with a good exposure to various business

sectors and large sound companies that reduce the overall risk

77 Newsec Nordic report Spring 2008 p.31
78 NPRO annual report 2007 p.14



46

Weaknesses:

 At the moment the company possesses too many hotel and commercial properties

which are not classified as strategically for NPROs overall investment strategy. The

transaction costs for real estate are high, and some acquisition decisions have been

poorly made

 Highly geared balance sheet, at an approximately 78 percent debt to value ratio, which

does not give enough leeway if negative revaluations occurs in the market. But the

company can sustain some yield shifts because of the reversionary potential on the

lease contracts

Opportunities:

 Disposal of the non-strategically properties, both hotel and commercial, to improve

their debt ratio and align their focus area and main operations to the overall investment

strategy

 Tighter collaborations with the most important Nordic hotel operators to ensure

continued strong progress. Gathering fewer hotel operators and more hotels to take

advantage of the economies of scale

 On the background of their experience with the commercial property segment they

could find a satisfying solution to reduce the costs related to the hotel segment, by

outsourcing property management to a higher extent

Threats:

 The factor that imposes the largest threat for NPRO is a yield up shift, which probably

would lead to negative revaluations, in turn affecting the bottom line directly. And

consequently forcing divestment of properties at an unsatisfying price

 If the employment growth would decrease, the rental income might stagnate,

consequently reducing the property value

 An up shift in the interest rate could severely influence the costs related to the debt.

Even tough 70 percent of the interest-bearing debt is tied to a fixed rate, they will face

a large uplift in the long run when the fixed rate proportion are up for re-negotiation.

Furthermore, as the interest rates are expected to increase, the Norwegian banks may

demand a higher equity-ratio from NPRO, increasing the capital costs and thereby
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putting pressure on the required investment return, widening the gap between the price

expectations of the seller and the buyer. Ultimately, leading to a decrease in number of

property transactions and an increase in transaction time

 Development projects could create “new” prime locations in the city area, thus driving

down prices and demand in the current prime locations where most of NPROs

commercial properties are situated.
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5. Financial Statement Analysis

5.1 Introduction
Analyzing a company’s past is important to be able to accurately forecast its future.79

Therefore we begin the valuation process by analyzing the historical performance of the

company. Since NPRO only has one full year of operations we have chosen to also analyze

two comparable commercial property companies in order to better understand the industry,

and to improve the basis of the future forecast.

The main part of this chapter will be the analysis of NPRO and the peer-groups key value

drivers, namely ROIC, NOPLAT and invested capital. A comparative analysis of the three

companies will also be performed. The performance benchmarking with the other firms in the

peer group is done to establish a wider foundation for our forecasting and the following

valuation of NPRO. We emphasize on the interpretation of the main ratios and disaggregate

the components of these value drivers to analyze the source of the calculated ratios. The

analysis is produced on the background of reclassified and corrected annual reports and the

quality of the financial statements will therefore briefly be discussed.

The ordinary financial statements are not designed for valuation purposes and therefore it is

necessary to rearrange the accounting statements to obtain an analytical format for the

consolidated income statement and balance sheet.80 By doing this the adjusted analytical

statements reflect the economic and not the accounting performance of the company. In this

approach the various items are characterized according to their nature of being operational,

non operational or financial. We are then able to compute ratios which are independent of

leverage and only focus on the operations of the company.

As mentioned earlier NPRO have only had operations since May 2006, meaning that we only

have historical data for one full year of operations. The consequence of this short time horizon

is obviously that we are not able to see any pattern in the accounting numbers. The financial

data is also heavily influenced by the fact that NPRO is in a start-up phase, meaning that the

information is not representable for the “normalized” operations of the company. It is

therefore more or less impossible to determine growth ratios and various cost levels merely

79 Koller et al. p. 159
80 Petersborg et.al 2007
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based on the historical data of the company. Consequently, to cope with the lack of a long and

clear trend-line, we have utilized the annual reports of comparable companies in the Nordic

region to calculate their most essential historical value and cost drivers. This is done so we

can compare these ratios with the operational performance of NPRO, and derive various

averages to set likely levels of the future development. Obvious advantages of this

comparison, besides being able to compare the relative performance among the real estate

companies, is that we can get a higher number of historical observations, in order to represent

a more reliable and trustworthy picture. It is imperative to correct and adjust the numbers

calculated so we are able achieve common ground for company comparison. To obtain

consistency in the calculation of the different ratios we have clearly defined which items in

the annual reports that are related to the operational and non-operational activities of the

companies, and also accounted for special items which are non- recurring. We continue by

giving a short description of the companies chosen for the peer-group.

5.2 Peer group selection and description
The basic criterion for selection of the peer-group companies is that they have similar

characteristics. We have chosen the companies according to the following specific criteria:

 The firms must have a strategy and operate under the same market conditions as

Norwegian Property, i.e. investment properties with prime-office/ Hotel exposure.

 Firms must have applied the same accounting standards (IFRS) as NPRO. This factor

will ease the reformulation of the financial statements

 Firms must have liquid stocks listed on the stock exchange in a developed market,

which facilitates that the investors can not demand a higher risk premium, as they

might do in an emerging market.

By only considering companies with the above mentioned characteristics we hope to

eliminate as much unsystematic risk as possible. Through adherence to the above mentioned

criteria we have chosen to compare NPRO with two Swedish commercial property

companies, Fabege and Hufvudstaden. In order to get a better understanding of the data

obtained from the peer group, a brief description of the companies and their strategies are

presented below.
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5.2.1 Hufvudstaden

Hufvudstaden was founded in 1915 and is one of the leading property companies in Sweden.

Thei long-term investment strategy is similar to NPRO, where the company manages and

develops commercial property in the most attractive locations in the two largest cities in

Sweden, Gothenburg and Stockholm. Their target equity ratio is minimum 40 percent, and the

property portfolio consists of around 90 offices. Hufvudstaden`s overall operating objectives

is to gradually increase profits from current operations and to have the most developed

property portfolio in the business. Strategies to achieve the objectives have been identified as

customer focus, quality, skills developed and business development. Hufvudstaden manages a

portfolio of properties with a fair value of SEK 20,5 bn.81

5.2.2 Fabege

Fabege can trace its Swedish origins back to 1924, and the company focuses their core

operations on centrally located commercial properties in the Stockholm area. The business

concept is to create value through active management and improvement of the property

portfolio, with both sales and purchases. They aim to acquire properties with better growth

potential then the existing investment properties. Their target equity ratio is 30 percent and a

ROE of the investments at a minimum level of 15 percent. The company has approximately

167 properties with a market value of SEK 30,8 billion and rental income as of 2007 just

above SEK 2 billion.82

In 2004 Fabege AB was known as Wihlborgs AB, and was operating in both the Stockholm

and Øresunds area. During 2004 Fabege was acquired and integrated into Wihlborgs. In 2005

the decision was made to distribute the properties in the Øresund region to the shareholder

which resulted in the creation of two listed companies. The Øresunds properties were

distributed under the name Wihlborgs Fastigheter, whilst the name of the Stockholm

operations was changed to Fabege.

During the analyzed time period Fabege has been the most active manager of its investment

portfolio, by acquisitions and divestments of a large number of properties.

81 Source: www.hufvudstaden.se
82 Source: www.fabege.se
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5.3 Evaluation of the annual reports
The annual report is the basis for our financial statement analysis, so it is imperative that the

numbers presented are trustworthy and correct when conveying the companies underlying

operations. The analysed companies have prepared their financial statements after the

International Financial Reporting Standards (IFRS). Deloitte Touche Tohmatsu is the

responsible auditor for NPRO and Fabege, whilst PricewaterhouseCoopers had the

responsible for the Norgani group, and KPMG was Hufvudstadens auditors. The respective

auditors conclude that the accounts for the companies’ give a true and fair view of their

financial position, and that they are prepared in accordance with existing laws and regulations.

It is therefore assumed that the data from the analyzed companies are reliable and of good

quality.

5.3.1 Accounting principles

Ideally when conducting a historical analysis one should look back as long as ten years in

order to better understand whether the company tends to revert to some normal level of

performance. As earlier explained this is not possible for NPRO as it only has one full year of

operations. We have chosen to analyze the last four years’ financial reports (2004-2007) of

Fabege and Hufvudstaden, as these are readily available and prepared in accordance with the

new IFRS rules applied within the European Union and the Norwegian Accounting Act. For

the peer companies we are able to find financial statements for the prior years as well, but

these are prepared in accordance with the generally accepted accounting principles in Sweden

(SGAAP) which was the accounting standard in Sweden before the IFRS was introduced.

Since the transformation of SGAAP numbers to IFRS is beyond the scope of this thesis, we

have decided to only incorporate the historical information from the last four years as we

believe this still will give us enough information to perform a sound and valid analysis.

In the summary of significant accounting policies the companies describes how the numbers

in the financial statements are measured. In order to compare the financial results and ratios it

is important to have continuity within the analyzed period. Any changes in accounting

policies are therefore important to enclose, as they could make the basis for comparison

difficult and bias.
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According to the companies notes the consolidated financial statements have been prepared in

accordance with IFRS, and all apply the historical cost convention, except for revaluation of

investment property and certain financial assets and liabilities. These are carried out at fair

value through the profit and loss account. All the analyzed companies conduct fair value

estimation of their property portfolios four times a year. The companies themselves conduct

internal valuation whilst they use external valuators to guarantee the valuation. NPRO’s

investment property portfolio is externally appraised by DTZ realkapital and Maakanta, whilst

DTZ Sweden, Newsec and Fastighetsstrategi valued Fabege’s and Hufvudstaden’s portfolios.

The reporting standard thus requires the use of certain critical accounting estimates. It also

requires management’s judgment in the process of applying the group’s accounting policies.83

All the companies state several assumptions and estimates which could have significant risk

of causing material adjustments to the carrying amount of assets and liabilities. These sources

of uncertainties are discussed below.

NPRO state investment property and derivative and financial instruments as sources for

uncertainties. Investment property is valued at fair value based on a quarterly valuation

update. Independent experts also carry out a separate valuation where all properties are

assessed using updated macro assumptions and adjusted for significant change in tenant

portfolio. Based on this external valuation and supplementary internal analysis of the market

for the rental portfolio, management make an overall fair value assessment to conclude as to

whether a fair value adjustment is to be recommended.84 NPRO report that the internal

valuation of the property portfolio coincides with the independent external professionals’

valuation.

Derivative and financial instruments that are not traded in an active market are valued by the

group using different valuation techniques. The group uses its judgment to select a variety of

methods and make assumptions mainly based on market conditions on the balance sheet

date.85

83 NPRO annual report 2007 p 38
84 Source: NPRO AR 2007
85 Source: NPRO AR 2007
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In Hufvudstaden`s annual report the essential estimates and assessments also concern

investment properties. The properties are valued based on a yield valuation, where the yield

incorporates estimations of future rent levels, levels of vacant space and property costs. The

management also estimates each individual property’s direct yield requirements. The internal

property valuation is checked with external valuators where an uncertainty range of +/- 3-9

percent of the addressed market value is given on the property level. In 2007 external

valuators appraised 40 percent of the internally assessed fair value by valuing 14 properties

representing different property categories. External changes could mean that assumptions

made by the management needs to be reviewed, which could result in considerable variation

in the value of the investment portfolio.86

Fabege mention in addition to investment properties, which are valued by external

independent valuers, rental guarantees as an item where significant estimates and assessments

are made. These are in connection with the realization of investment properties and here an

assessment is made of the probability of payment and any investment cost for the prepaying

premises for rental during the remaining term of the guarantee. The company also makes an

assessment upon acquisition, whether it is to be regarded as a business combination or an

assets acquisition. In valuing the loss carry forwards the company makes an assessment on the

probability that the loss carry-forward can be used.87

It is difficult to determine whether the fair value assessments the companies conducted are

over- or undervalued or otherwise manipulated. By examining the financial statements it is

obvious that the value and possible adjustment of the investment portfolio has a large impact

on the balance sheet and the profit and loss account. An overvaluation could therefore give an

incorrect picture of the financial soundness of the company. According to the IFRS the

standard for valuing investment properties does not insist on the use of independent valuers,

but the use of qualified professionals is clearly a preferred practice.88 Both Fabege and NPRO

use the fair value set by the independent external valuers in their financial accounts and we

therefore deem the risk of overstated valuations as unlikely. Hufvudstaden however have

decided to use internal valuation in their financial statements, and only quality check the

valuation with independent valuers. The fair value calculation of Hufvudstaden`s investment

86 Source: Hufvudstaden AR 2007
87 Source: fabege AR 2007
88 Source: “Property under IFRS”
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portfolio could therefore be considered a bit more risky than the other analyzed companies.

However we observe that the Auditors’ reports declare that the annual reports provide a

correct picture of the companies’ assets, liabilities, financial situation and profits for the

period analyzed. We will therefore not make any adjustments to the numbers and assume that

the data in the annual reports reflect the correct values. We are also not able to find any “red

flags” implying that something is wrong or that the companies have taken any wrong turns.

None of the respective auditors have given any further information, which indicates that the

management in the companies is operating in accordance with proper laws and regulations.

5. 4 Accounting Corrections and Adjustments to NPRO and peer-
group
Despite the similarities of the analyzed companies there are some issues which we believe

justify corrective actions and adjustments. In doing this we will be able to calculate a reliable

NOPLAT and invested capital, and at the same time ensure consistency both between the

companies and in time. These adjustments mainly concern reclassification of different line

items, as well as corrections on litigations, pensions, deferred taxes and extraordinary items.

We have only conducted corrections where necessary. This means that one might find that

corrections for a certain line item have been performed for one company and not for another.

We have also included discussion on some correction topics which, for the companies

analyzed, resulted in no corrections. This is done because we believed that some aspects need

further investigation before we take a decision to make a correction or not.

5.4.1 Correction no.1: Pensions

A pension is a type of retirement plan wherein an employer makes contributions toward a

pool of funds set aside for an employee’s future benefit. The underlying funds are then

invested on the employee’s behalf, and benefits are received upon retirement. A pension plan

is thus a method to transfer part of an employee’s current income stream towards retirement

income.89

There are two main types of pension plans; defined contribution plans and defined benefit

plans. The difference between the two plans is the ownership of the investment risk on the

underlying pool of funds. In a defined contribution plan the employer makes predefined

contributions for the employee, but the final amount received is determined by the

89 www.investopedia.com
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performance of the investment. With a defined benefit plan the employer guarantees that the

employee will receive a definite amount of benefit upon retirement, regardless of the

investments performance.

Retirement benefits are often prefunded with cash and held on an off balance sheet account

called plan assets. The expected cash return on plan assets are included as part of reported

EBITA and retirement provisions can therefore lead to severe distortions in operating

performance. The financial statements are as a result reorganized to include the effects of this

provision regarding the operating and non operating items.90

Whether we are to make adjustments for pension plans is determined by if the plan is over- or

under funded and if any over or underfunding is recorded on the financial statement.91 For the

defined distribution plan there is no need to address the question of under- or overfunding

since the company is not bearing the risk of inadequate performance of fund assets. In the

case of the defined benefit plan the company guarantees for the future payment and an

underfunding or overfunding therefore has to be accounted for.

Defined benefit obligation represent the amount that the employee will receive on retirement

and is recognized in the balance sheet at present value. The calculation of the net retirement

benefit obligations (the difference between pension obligations and pension plan assets) are

made based on a number of assumptions and estimates. The changes in, and deviations from,

the actuarial gains and losses affect the fair value of net pension liabilities. Changes are

recognized in the financial statement and, with the effect to equity through the income

statement of recognized income and expense.92

NPRO operates a defined contribution plan for all its employees except the Norwegian

employees in Norgani which are covered by a defined benefit plan. The CEO has also; in

addition to the defined contribution plan, a defined benefit plan.

When examining NPRO’s annual report we find that since the company is young the pension

obligations in the balance sheet are the same as the fair value of the total fund assets.

90 Koller et. Al 2005
91 Copeland 2000 p.177
92 Koller et al. 2005. p. 208
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According to Koller et al.93 no adjustments are necessary if the pension plan is fully funded,

implying that no corrections are to be made.

Fabege’s obligations relating to defined contribution schemes are met through payments to

the government or to private companies that administer the schemes.

According to the annual report a number of employees have defined benefit schemes which

involve regular payments to Alecta, a private manager of occupational pensions. Even though

these are classified as defined benefit plans there are insufficient information to report them as

is, and they are therefore reported as defined contribution schemes. It is unclear how a surplus

or a deficit in the underlying assets would affect the size of future fees for the plan.

For Hufvudstaden we experience the same problems as for Fabege. Because the company also

secures the pensions through Alecta, and thereby has the same problems regarding

information and therefore report the pension obligations as defined contribution plans.

Both the peer group companies states that Alecta at the end of 2007 had a surplus in

capitalization ratio of approximately 150 percent. Capitalization ratio is defined as the market

value of Alecta’s assets as a percentage of insurance obligations calculated in accordance with

Alecta’s actuarial assumptions.94 Even though the calculation of the capitalization ratio is not

in accordance with IAS 19, we choose to take the assumption that the probability for these

plans being underfunded is relatively small. It is more likely that they are overfunded, which

also would imply corrective actions to be taken. Even so we have to conclude with the fact

that the information provided in the annual reports on the matter, is insufficient so that we are

not able to correct for the effects. We further believe that this obligation in the analyzed

companies is relatively small and would therefore have an insignificant, if any, effect on the

calculations of the value drivers. The conclusion is that not correcting for pension will have

little or no impact on the credibility of the analysis.

5.4.2 Correction no.2: Deferred taxes

Deferred tax refers to tax on temporary differences that arise between the carrying amount of

assets and the tax value used in calculation of taxable profit. These differences between tax

93 Copeland page 177 3rd edition
94 Fabege Annual Report 2007 p. 69



57

laws and accounting methods can result in a temporary divergence of the amount of payable

tax by a company.95 For the companies analyzed deferred tax mainly refers to tax on

temporary differences that arise between the carrying amount of investment properties and the

tax value used in calculating the taxable profit.

From Fabege’s annual report we have that unused tax carry loss forwards can be used to

reduce the group’s tax expenses in the future years. Payment of income tax can also be

delayed through tax depreciation of the properties. In case of a direct sale of property a tax

profit equivalent to the difference between the selling price and the tax residual value of the

property is realized. In case of sale of property through a business sale this effect might be

mitigated.96

We assume that the deferred tax item is ongoing and have therefore considered it as quasi

equity. The appropriate corrections have been made by deducting the deferred tax from the

non current liabilities, and adding the same amount to quasi equity under total equity, see

table below. The effect the deferred tax has on the income tax for the year is treated when

calculating operating cash taxes on the NOPLAT.

Table 5.1 Correction deferred tax

Correction Deferred tax 2004 2005 2006 2007 2004 2005 2006 2007 2006 2007

Deferred tax liability -1605 -868 -356 -580 -3442 -3838 -4494 -5323 -120 -1522

Quasi Equity 1605 868 356 580 3442 3838 4494 5323 120 1522

Fabege Hufvudstaden NPRO

Source: Own contribution

5.4.3 Correction no.2: Liquid assets/ Cash and cash equivalents

When calculating the working cash balance it is important to exclude excess cash and

marketable securities. Excess cash generally represents temporary imbalances in the

company’s cash position which is unnecessary for core operations and should therefore not be

included in invested capital.

Because of liquidity and low risk, excess cash will earn very small returns and including

excess cash in operations will incorrectly depress the company’s return on invested capital.

As companies do not disclose how much cash is considered operational, we have to assume a

95 Source: Koller et al. 2005, Valuation
96 Fabege AR 2007
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proxy for working cash. According to Koller et al.97 an examination of the cash holdings of

S&P 500 non financial companies showed that the companies with the smallest cash balances

held cash just below 2 percent of sales. If we use the same approach and analyze the cash

balances of Scandinavian real estate companies, we see that the smallest average cash balance

is just above 0,6 percent of rental income over the last five years. We assume that this is a

good proxy for a real estate companies working cash and apply this for the analyzed

companies.

Current assets are therefore adjusted by dividing the reported CCE into excess CCE and

working cash as shown in the table below.

Table 5.2 Correction CCE

Correction CCE 2004 2005 2006 2007 2004 2005 2006 2007 2006 2007

Liquid assets / CCE from IS -298,0 -71,0 -164,0 -75,0 -14,3 -92,8 -40,4 -130,8 -1252,5 -635,5

Liquid assets non operational 283,9 52,9 148,8 61,6 5,5 84,1 32,9 122,5 1249,8 627,7
Working Cash 14,1 18,1 15,2 13,4 8,8 8,7 7,5 8,3 2,7 7,8

NPROFabege Hufvudstaden

Source: own contribution

5.4.4 Correction no.4: Other receivables

In 2006 we experience a very large other receivables in Hufvudstaden. The item comprise

mainly of the unpaid purchase sum from Alecta in regards to Hufvudstadens sale of its shares

in Vasaterminalen AB. The shares were taken over by Alecta on February 1, 2007 and were

therefore recorded as other receivables on the balance sheet ultimo 2006. In the table below

the adjustments are made.

Table 5.3 Correction on other receivables

Correction Other receivables 2004 2005 2006 2007

Other receivables -3005,3 -1,2
Other receivables related to

sale of subsidiary 3005,3 1,2

Hufvudstaden

Source: own contribution

5.4.5 Correction no.5: Litigations

Fabege is the only one of the analyzed companies involved in litigations of sizeable

proportion. The first case is a dispute with the Swedish Tax Agency where the

97 Koller et al, Valuation 4th edition
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Administrative Court of Appeal in Stockholm lately rejected Fabege’s appeal in an ongoing

tax case concerning a review of the 2002 income tax. The ruling means that the Tax Agency’s

claim of approximately SEK113m has been upheld, but Fabege is still contesting the verdict

and has applied for the case to be reviewed by the Supreme Administrative Court. IFRS

accounting standards state that contingencies should only be included in the balance sheet if

the management believes that a final court ruling against the company is likely and if the

potential liability can be reasonable estimated. The management does not find the above

mentioned criteria met, and have therefore recognized the amount as a contingent liability98.

No provisions have therefore been made on the balance sheet.

It is in our opinion that this case probably will result in a loss for Fabege. We base this on the

fact that all the rulings and appeals up to this point has resulted in losses and an upheld of the

Tax Agency’s demand. Since the Tax Agency has determined the tax demand the loss can be

reasonable estimated. From the annual report 2007 we know that the demand from the Tax

Agency was an increase in the taxable income in 2002 of SEK346m. The tax rate is 28

percent so the originally tax demand from the Tax Agency was SEK97m and had ultimo 2007

grown to SEK113m (including interest). By using the information from the annual report we

can calculate the average interest rate and the corresponding cost each year for this liability.

We correct for the litigation in the balance sheet by adding the interest expense to other non

current liabilities, and deducting the entire liability from the equity. Since we are unaware on

when this liability is due, we assume it to lie more than one year in the future and therefore

deem it non-current.

The effect of the adjustment is shown in the table below. Information regarding the

calculations of the interest expense is found in appendix 5.1.

Table 5.4 Correction on Litigations

Correction on Litigation 2004 2005 2006 2007

Equity -103,0 -106,3 -109,6 -113,0

Litigation tax liability 96,9 96,9 96,9 96,9

Other non current Liabilities 6,2 9,4 12,7 16,1

Fabege

Source: own contribution

98 Definition: The possibility of an obligation to pay certain sums dependant on future events. Defined
obligations by a company that must be met, but the probability of payment is minimal. Source: investopedia.com
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The second case is also a dispute with the Tax Agency. It has in several decisions announced

that companies in the Fabege Group will have their taxable income increased in respect of a

number of property sales made through limited partnerships. The total tax demand in this case

is SEK1302m excluding interest. Fabege strongly contests the demand and has appealed the

decision. It is in the company’s opinion that the sales were reported and declared in

accordance with applicable rules.

When commenting on the second case it is unsure if the liability will end in a loss for Fabege.

According to the 2007 annual report, external legal experts and tax advisors are supporting

Fabege’s view on the matter.99 The type of sale that the Tax Agency has made a tax decision

on has also been used on numerous other occasions in the industry, also in Hufvudstaden in

2004. This case has not entered the court rooms yet and any rulings could be dragged through

many appellant courts and a lot of time could pass before a final decision is made. Even

though the total demand from the tax agency can be estimated, we have because of the

unknown future rulings in this case, decided not to make any corrections in the accounts.

5.4.6 Correction no.6: Depreciation

To be able to see the total depreciation for each company as a line item we have to make some

adjustments to the income statement. For Fabege and Hufvudstaden only the depreciation

related to property management equipment was reported in the 2004 and 2005 IS, and in the

two last years no depreciation was reported. By examining the notes we find the true

depreciation expense for the different years and make the following corrections, see table

below. The same corrections were made for NPRO.

Table 5.5 Correction on Depreciation

Correction Depreciation 2004 2005 2006 2007 2004 2005 2006 2007 2006 2007

Property expenses -7 -3

Depreciation corrected 16,0 8,0 7,0 3,0 3,9 4,0 3,1 3,7 0,6 0,8

Central administration and

marketing -3,0 -1,9 -2,1 -2,2 -2,9

Other operating expenses -1,2 -1,4 -0,7 -0,6 -0,6 -0,8

Operations and administration -0,2 -0,2

Fabege Hufvudstaden NPRO

Source: Own contribution

99 Fabege AR 2007
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5.4.7 Correction no.7: Accrued interest, deferred income and other
liabilities

Since we have taken the assumption that the Accruels and deferred income (Fabege and

Hufvudstaden) and other liabilities (NPRO) are operational, we have to adjust the items for

interest accruals which are deemed as financial. The adjustments are done as stated in the

table 5.6 below.

Table 5.6 Correction on Accrued interest

Accrued interest and other

liabilities 2004 2005 2006 2007 2004 2005 2006 2007 2006 2007

Accruels and deferred

expenses -145,0 -111,0 -122,0 -114,0 -12,6 -53,3 -6,3 -15,9

Accrued financial expenses 145,0 111,0 122,0 114,0 12,6 53,3 6,3 15,9 113,4 184,7

Other liabilities -113,4 -184,7

Accrued interest income 2,8 1,8 2,2 5,0

Prepaid expenses and accrued income (assets) -2,8 -1,8 -2,2 -5,0

Fabege Hufvudstaden NPRO

Source: own contribution

5.4.8 Correction no.8: Other liabilities

We have from Fabege’s annual report that this item consists of liabilities to credit institutions

and certificate holders. Therefore we reclassify the entire item to other non operating

liabilities. For Hufvudstaden we have only made corrections in 2006, since the item included

liabilities to a sold subsidiary. No corrections are made to NPRO in this account. The effect of

the corrections is seen in the table below.

Table 5.7 Correction on Other liabilities

Other Liabilities 2004 2005 2006 2007 2004 2005 2006 2007

Other liabilities (187,0) (449,0) (664,0) (1.082,0) 56,3 51,6 (441,7) 65,8

Other non operational liabilities 187,0 449,0 664,0 1.082,0 441,7

Fabege Hufvudstaden

Source: own contribution

We have now performed the corrections and adjustments we deemed necessary to be able to

compare the companies to each other and to see the development over time. We continue by

examining key ratios.

5.5 Calculation of NOPLAT and Invested Capital
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5.5.1 NOPLAT

When calculating the operational profit for a company we start by recognizing the revenue

from operations. By examining the income statements for the commercial property companies

we see that the revenue stems from three major sources:

 Rental income from properties

 Gain from sale of investment property

 Gain from fair value adjustment of investment property

Before we start to calculate the NOPLAT we believe it is essential to conduct a discussion on

whether the different sources of revenue should be deemed operational or not.

Operational Revenue

Operating revenue is defined as the revenue from any regular source in the company.

The gain or loss from fair value adjustment on investment property is a non cash income

/expense, and the management’s capability to manage the company has no influence on this

item, as it is the market factors / the market yield, which determine the fair value of the

property portfolio. We have therefore assumed that the gain or loss from revaluation of the

investment portfolio is non-operational. Since the prior year’s gain on fair value adjustments

is added to the next year’s investment property account in the balance sheet, we have to make

corrections in able to have consistency between the NOPLAT and invested capital. How these

adjustments are carried out is explained in the invested capital section.

The gains or losses from sale of investment property have also been classified as non-

operational. This is done even though this is a reoccurring item in the income statements and

that optimization of the property portfolio, according to the three analyzed companies, is part

of their core strategy. If we were to classify these gains or losses as operational they would

have a great effect on the operating profit for the period. We believe that by treating these as

non operational we get a better picture of how the company is managing its day to day

operations, which is the letting of commercial property and hotels. By categorizing the gain

from sale as non-operational we also remove the possibility of management using these gains

to smooth operating profits in bad performing years by selling property. The success of

property sales is more influenced by market factors which affect the value of the property than

by the way the management manages the company’s core operations. The size of the return

gives us an impression of how well the management has invested its capital in the given
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property, and if the subsequent decision to sell has been successful. It is therefore in our

opinion more intuitive to classify these gains (losses) as return on investments and hence not

as operational. This view is also shared by analysts in larger Scandinavian and European

investment banks.100

In conclusion only the rental income from properties are categorized as operational, and thus

included in the following NOPLAT calculation.

Calculating NOPLAT

The Net Operating Profit Less Adjusted Taxes (NOPLAT) equals EBIT, the pre tax operating

income generated by invested capital, less adjusted taxes. When adjusting for taxes it is

important to only include taxes which relate to the companies core operations, and not those

related to non-operating income or expenses. Operating taxes equal the total tax expense

from the income statement adjusted for the taxes attributed to interest income from financial

assets, tax shields on interest expense from debt and debt equivalents, and tax related to other

non operating income101. We continue by eliminating the tax on non operating items and end

up with taxes on EBIT.

For valuation and analytical purposes, we adjust income taxes to a cash basis. When adjusting

taxes to a cash basis, the change in deferred taxes is added back each year as investors expect

to earn a return on this capital, just as they do on all other capital. This is consistent with the

treatment of deferred taxes, where the deferred tax liabilities are considered as quasi equity.

The calculation of operating cash taxes on EBIT is shown in table 5.8 below.

Table 5.8 Tax calculation

Taxes on EBIT

Marginal interest rate 28%

Total income tax provisions from (414,0) 95,0 (403,0) 254,0 124,9 518,3 903,9 927,6 148,6 460,7

Tax Shield on interest expense 194,9 197,7 188,2 179,8 66,0 39,2 39,5 38,9 82,8 268,5

Tax Shield on interest income (9,2) (6,4) (3,9) (5,0) (3,2) (2,3) (0,2) (3,4) (3,8) (19,0)

Tax on gain sale investment

property (35,8) (240,5) (17,1) (124,9) - - - - - (2,6)

Tax on non operating income (5,0) (26,6) (72,0) (27,7) - - - (4,6) (21,5) (77,5)

Taxes on EBIT (269,2) 19,1 (307,8) 276,1 187,7 555,2 943,2 958,4 206,1 630,1

Decrease (increase) in deferred

taxes (875,0) 737,0 512,0 (224,0) (1.729,2) (396,3) (655,5) (829,7) (119,6) (1.402,2)
Operating cash taxes on EBIT (1.144,2) 756,1 204,2 52,1 (1.541,5) 158,9 287,7 128,7 86,5 (772,1)

NPROHUFVUDSTADENFABEGE

S

ource: own contribution

100 Deutche Bank, Pareto, ABN Amro
101 Koller et al. 2005, p. 176
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For all three companies we can see a relatively large difference between the tax on EBIT and

the operating cash taxes. The main reason for this is the large change in the companies

deferred taxes. The change in deferred tax is mainly explained by the differences between

accounting principles and tax accounting principles. The revaluation of the investment

properties and the tax accounting value on the same assets drive these changes. Thus the fair

value gain (loss) recognized in the income statement has a direct effect on this item.

By deducing the operating cash taxes we arrive at the NOPLAT as shown in table 5.9 below.

Table 5.9 NOPLAT Calculation

NOPLAT calculation

2004 2005 2006 2007 2004 2005 2006 2007 2006 2007

Gross Rental income 2.169,0 2.778,0 2.343,0 2.066,0 1.358,5 1.344,5 1.152,5 1.276,2 414,7 1.195,7

Maintenance and prop related

costs (before depreciation) (857,0) (1.056,0) (935,0) (751,0) (430,6) (457,0) (362,6) (365,9) (20,2) (81,4)

Other Operating expenses (86,0) (68,0) (109,0) (60,0) (103,1) (102,2) (75,0) (73,9) (42,3) (77,2)

Depreciation expense (16,0) (8,0) (7,0) (3,0) (3,9) (4,0) (3,1) (3,7) (0,6) (0,8)

=Adjusted EBITA 1.210,0 1.646,0 1.292,0 1.252,0 820,9 781,3 711,8 832,7 351,7 1.036,3

Operating cash taxes 1.144,2 (756,1) (204,2) (52,1) 1.541,5 (158,9) (287,7) (128,7) (86,5) 772,1
NOPLAT 2.354,2 889,9 1.087,8 1.199,9 2.362,4 622,4 424,1 704,0 265,2 1.808,4

NPROFABEGE HUFVUDSTADEN

Source: own contribution

We observe a fairly stable the adjusted EBITA in the two peer companies, whilst we see a

large increase in NPRO from 2006 to 2007. The substantial difference is a result of the growth

phase the company finds itself in, and 2006 not being a full operational year. We also see that

the large differences in the operating cash taxes have had a huge impact on the calculated

NOPLAT. For Hufvudstaden we experience an increase in deferred taxes in all years and

therefore experience a large positive cash tax in 2004. Also for NPRO in 2007 we see a large

build up in deferred tax liabilities, affecting the NOPLAT. The same effects can be seen in

Fabege only now with the change of signs, large decreases in the deferred tax liabilities

increases the operating cash taxes resulting in a considerably lower NOPLAT.

5.5.2 Invested capital

To properly ground our historical analysis, and in order to have consistency between

NOPLAT (the numerator) and invested capital (denominator) in the ROIC calculation, we

need to separate operating items from non operating items also in the calculation of operating

invested capital. Operating capital can be calculated in two different ways, either by summing

up the operating assets net of operating liabilities, or summing up the financial items which
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have financed the net operating assets. We have calculated operating invested capital in both

ways, and this is shown in table 5.10 below.

Table 5.10 Historical operating invested capital calculation NPRO

OPERATING INVESTED CAPITAL ASSET SIDE 2006 2007

Accounts receivables 78,3 186,4

Correction: Working Cash 2,7 7,8

Seller Guarantees for future rent 91,4 6,2

Operating Current assets 172,4 200,3

Accounts payable 115,3 44,1

Other liabilities 167,2 446,6

Noninterest bearing debt 282,6 490,6

Operating Working Capital (110,2) (290,3)

Net PPE 1.160,2 3,0

Net investment property 13.919,6 31.113,9

Other operating assets (net of other operating

liabilities) - -

Goodwill - 1.065,0

Net fixed long-term assets 15.079,8 32.181,8

Operating Invested Capital 14.969,6 31.891,5

OPERATING INVESTED CAPITAL EQUITY AND

LIABILITY SIDE 2006 2007

Equity and Equity equivalent 5.492,8 8.352,7

Accrued financial expenses 113,4 184,7

Financial derivative instruments current 21,5 26,1

Debt and debt equivalent 135,0 210,8

Non current liabilities to credit institutions 10.876,8 21.733,9

Current liabilities to credit institutions 100,8 1.498,2

Interest bearing liability to acquire shares in subsidaries - 1.595,8

Newly issued debt - -

All Interest Bearing debt 10.977,6 24.828,0

Excess Cash and Cash equivalents 1.249,8 627,7

Other long term securities holdings 105,1 9,6

Other receivables non operational 93,6 180,8

Non Current receivables - 1,6

Current investment 187,2 678,7

Participations in associated companies - 1,6

Non Opearating Investments 1.635,7 1.499,9

Net interest bearing debt 9.476,8 23.538,9
Operating Invested Capital 14.969,6 31.891,5

Source: own contribution

We start the process of calculating the invested capital by first classifying the various line

items in the companies’ financial statements.

Operating assets

Operating current assets:

 Accounts receivable: Incorporates all current receivables from operations and is

recognized at fair value.
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 Prepayments and accrued income: Consists of accrued rent revenue and prepaid

expenses from operations.

 Working cash: Companies do not disclose how much cash they deem necessary for

the operations. As mentioned earlier in the correction chapter, we have assessed

the minimum cash needed to support the operations by looking for a minimum

clustering of cash to revenue across the industry. By examining several companies

in the Scandinavian region, we arrived at 0,65 % of rental revenue as a good proxy

for working cash. See appendix for calculations.

 Seller guarantees for future rent: These are related to properties acquired, where

the seller guaranteed for a minimum rental income. It only applies to a few hotels

in the portfolio. Similar rental guarantees also applies to the acquisitions of

commercial properties.

Operating non-current assets:

 Net property, plant and equipment (PPE): Consists of properties under construction,

fixtures, fittings and equipment adjusted for current year’s depreciation. When

property under construction is completed, they are reclassified at cost price as

investment properties.

 Investment properties: The property portfolio is what makes up the “bread and butter”

for the commercial property companies. The portfolio is re-evaluated each quarter at

fair value, and the value change is reported in the profit loss accounts. To have

consistency with the NOPLAT calculation where fair value adjustments were

categorized as non-operational, we need to adjust invested capital with this item. The

reason for this is that the next year’s size of investment property from the annual

report includes the prior year’s fair value adjustments. This gain (loss) would

otherwise overstate (understate) the next year’s investment properties compared to the

prior year, and thus reduce (increase) the ROIC. The accumulated gains (losses) are

therefore deducted from the investment property item when calculating invested

capital. The same amount is deducted from the retained earnings in order to have

consistency between the asset- and equity and liability side. The reason for this

adjustment is so we could be better able to compare the companies historical ROIC’s.

 Goodwill: We only see goodwill in NPRO. The item relates to the acquisition of

Norgani in 2007 (Business Combination IFRS 3), where the amount is a result of the
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excess cost over fair value of identifiable net assets acquired. The goodwill from the

purchase is mainly due to the deferred income tax in Norgani.

Operating liabilities

Non-interest bearing current liabilities:

 Accounts payables: Includes obligations related to normal operating activities, and is

recognized at fair value and subsequently measured at amortized cost using the

effective interest method. It is worth addressing the issue of an implicit interest on

trade payables which might be charged by suppliers, when the companies are granted

credit. Since this is an indistinguishable part of the cost, it is not treated as interest

bearing debt, but as a part of operations.

 Current tax Liabilities: The payable tax is not financing the operating assets, but rather

a liability on the operations. Therefore it is categorized as an operating liability.

 Other Liabilities: Operating current liabilities are in NPRO corrected for accrued

interests stemming from the liability to acquire shares in subsidiary. The remaining

item consists of public dues, accrued salaries, deferred income and other payables. For

NPRO the deferred income is prepaid rent from tenants. Deferred income is income

received during an accounting period, but for which the company has not yet supplied

the services. For Hufvudstaden the item consists of other and of VAT settlement

which we categorize as operational as these costs are embedded in the property

expenses. No details are known about the other part, and these are therefore assumed

to be operational.

 Accruals and deferred expense: This item includes the companies deferred expenses

and other accrued liabilities. Accrued liabilities are the prepaid rent from the

companies’ tenants, and are therefore deemed operational.

Operating non-current liabilities:

 Provisions: Consists of provisions for pensions and other provisions. We have

discussed provisions for pensions above, and these were deemed operational. There is

no detailed information regarding other provisions, we therefore assume these to be

operational.

 Tax liability: Correction made to Fabege on the grounds of litigation. As discussed

earlier the tax liability is categorized as operational.
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Non-operating assets

In the invested capital calculation for the three companies, non-operating assets consist of

fairly many different line items. We will not go into details with all of them, but rather

comment on the major ones, and those with specific importance to NPRO.

 Excess cash and cash equivalents: As already mentioned under operating current

assets, the working cash estimated is part of the working capital. The remaining

amount is excess cash and is thus unnecessary for core operations. By comparing

NPRO’s excess CCE with the peer companies we see that this item for NPRO is very

large. This is an effect of the start-up phase NPRO is in.

 Other Receivables (current and non-current): In Fabege other receivables are defined

as promissory notes receivables, relating to sale proceeds for properties that have

been sold but not yet vacated. We are not able to find details on this item in the other

companies’ notes and since the item is fairly large we assume it to consist of the same

as for Fabege, and thus be non-operational.

 Tax asset: The item reflects prepaid taxes and is not an asset generating operating

income and thus recognized as a financial asset.

 Other receivables related to sale of subsidiary: In the peer group companies we see

large receivables related to sale of subsidiary (2005 for Fabege and 2006 for

Hufvudstaden). Since we have categorized the gain (loss) from sale of properties as

non operational, it is clear that the sale of entire subsidiaries also is deemed non

operational.

 Other non operating assets: The rest of the items included in non operating items are

in relations with investments in associated companies, financial receivables and other

financial investments. The investments in non consolidated investments are valued

separately from operations when total enterprise value is calculated. For NPRO we

see fairly large current investments which are primarily derivative instruments used

for hedging interest rate and currency. These are carried at fair value, with an

adhering fair value adjustment in the income statement.

Non-operating liabilities

Interest bearing debt:
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 Convertible debentures loans: Fabege is the only company who has these types of

loans. This is regarded as regular interest bearing debt.

 Bank overdraft: Fabege used bank overdraft in 2004, this is a current liability but

interest bearing, and therefore non-operating.

 Liabilities to credit institutions: This item consists of ordinary bank loans.

 Current liabilities to credit institutions: These are current positions of long term-term

debt with maturity of less than one year.

 Interest bearing liability to acquirer share in subsidiary: This is in relation to NPRO’s

acquisition of Norgani Hotels.

Debt equivalents:

 Other non current liabilities: We have no information on this item other than it is

tested for impairments. Since we have classified other current liabilities as non

operational, we also assume this item is associated with the financing of the

companies.

 Accrued financial expenses: This item consists of accrued interest expenses and are

hence deemed non operational.

 Other non operating liabilities: Consists of acquisition payments for properties that

have been purchased, but not yet accessed. This is thus the direct opposite of other

receivables described above.

 Provisions (rental guarantees): These provisions primarily refers to obligations

relating to rental guarantees for divested buildings, and is hence categorized as non

operational.

 Financial derivative instruments: These are liabilities in regards to interest rate

derivatives and currency forward contracts.

Equity and equity equivalents

In order to calculate equity and equity equivalents we add deferred taxes to shareholder

equity. Net deferred tax liabilities stores the cumulative differences between accounting

provisions for taxes and the amount of taxes actually being paid. One reason for this is that

depreciation expenses are differently treated for tax purposes. For the analyzed companies
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there is a huge difference between the carrying value of the investment properties in the

companies’ balance sheets and in the tax accounts and these large differences have a big

impact on the deferred taxes. The difference between Fabege’s book- and residual property

value was in 2007 approximately SEK10,5bn102, so the larger the differences between the two

accounts, the larger the change in deferred taxes.

When calculating NOPLAT we used the actual taxes paid rather than the taxes reported in the

income statement. Using the cash tax means that no deferred taxes are recognized, which

results in an adjusted profit/loss for the period. Instead of adjusting the retained earnings in

the balance sheet, the deferred tax liabilities are recognized as equity equivalent in order to

have consistency between NOPLAT and invested capital retained earnings.103

5.5.3 Historical operating invested capital

We conclude the reclassification of the items on the balance sheet with the calculation of

invested capital for the analyzed companies. The historical invested capital for the analyzed

companies is seen below in table 5.11.

102 Fabege annual report 2007 p. 40
103 Koller et al. 2005 p. 173
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Table 5.11: historical operating invested capital

OPERATING INVESTED

CAPITAL Asset Side

2004 2005 2006 2007 2004 2005 2006 2007 2006 2007

Accounts receivables 77,0 39,0 51,0 54,0 13,4 15,9 12,6 16,4 78,3 186,4

Prepayment and accrued

income 75,0 37,0 32,0 53,0 14,3 18,5 18,6 40,2 - -

Correction: Working Cash 14,1 18,1 15,2 13,4 8,8 8,7 7,5 8,3 2,7 7,8

Seller Guarantees for future

rent - - - - - - - - 91,4 6,2

Operating Current assets 166,1 94,1 98,2 120,4 36,5 43,1 38,7 64,9 172,4 200,3

Accounts payable 215,0 180,0 257,0 21,0 72,9 68,0 79,0 73,0 115,3 44,1

Tax liabilities 14,0 - - - 19,3 41,4 25,3 32,0 - -

Other liabilities - - - - 56,3 51,6 59,5 65,8 167,2 446,6

Accruals and deferred

expense 863,0 567,0 789,0 520,0 188,5 218,7 255,1 221,0 - -

Noninterest bearing debt 1.092,0 747,0 1.046,0 541,0 337,0 379,7 418,9 391,8 282,6 490,6

Operating Working

Capital (925,9) (652,9) (947,8) (420,6) (300,5) (336,6) (380,2) (326,9) (110,2) (290,3)

Net PPE 32,0 11,0 11,0 6,0 8,1 7,5 8,5 8,5 ##### 3,0

Net investment property 36.379 21.296 27.188 30.829 15.000 16.276 17.409 20.531 13.920 31.114

Provisions for pensions (NC) 86,0 86,0 82,0 82,0 4,8 5,6 6,0 5,7 - -

Other non current provisions 216,0 362,0 66,0 147,0 - - - - - -

Correction: Litigation tax

liability 96,9 96,9 96,9 96,9 - - - - - -

Other operating assets

(net of other operating

liabilities) (398,9) (544,9) (244,9) (325,9) (4,8) (5,6) (6,0) (5,7) - -

Goodwill - - - - - - - - - 1.065,0

Net fixed long-term

assets 36.012 20.762 26.954 30.509 15.003 16.278 17.411 20.533 15.080 32.182

Operating Invested

Capital 35.086 20.109 26.006 30.089 14.703 15.941 17.031 20.206 14.970 31.892

Goodwill - - - - - - - - - 1.065,0

Operating Invested

Capital including Goodwill 35.086 20.109 26.006 30.089 14.703 15.941 17.031 20.206 14.970 32.957

FABEGE HUFVUDSTADEN NPRO

Source: own contribution

5.6 Return on Invested Capital (ROIC)
ROIC measures the core operating performance and this is an important driver for a

company’s value. In this section the peer companies historical ROIC will be analyzed, and we

will also compare the ratios with NPRO. Our analysis suffers from the fact that we only have

one complete year of data for NPRO, and we are therefore not able to conduct a historical

analysis of NPRO. We have therefore chosen to use the peer companies to give us some

insight regarding how NPRO’s ratios might look in the future.

5.6.1 Calculation of ROIC

In table 5.12 below the peer companies ROIC is calculated for the last three years whilst

NPRO’s ROIC is calculated for 2007.
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Table 5.12: ROIC calculation

Return on invested capital

2004 2005 2006 2007 2004 2005 2006 2007 2006 2007

NOPLAT 2.354,2 889,9 1.087,8 1.199,9 2.362,4 622,4 424,1 704,0 265,2 1.808,4

OP. Inv. Kap. (Beg) 35.086,2 20.109,2 26.006,3 14.702,8 15.941,3 ##### 14.969,6

ROIC (Beg) 2,54% 5,41% 4,61% 4,23% 2,66% 4,13% 12,08%

ROIC (Avg) 3,22% 4,72% 4,28% 4,06% 2,57% 3,78% 7,72%
ROIC (Inkl. goodwill) 3,22% 4,72% 4,28% 4,06% 2,57% 3,78% 7,55%

HUFVUDSTADEN NPROFABEGE

Source: own contribution

For the analyzed companies the operating invested capital is likely to change during the year,

either by growth through acquisitions or gain on fair value adjustments, or reduction through

divestments or loss on fair value adjustments. A ROIC calculated using beginning value of

invested capital will therefore naturally be larger or smaller than a ROIC calculated using an

average of starting and ending invested capital. Since profit is measured over an entire year,

whereas capital is measured only at a point in time, average ROIC will give a better picture of

the true economic return in a given year.104

For companies where the size of underlying assets can change dramatically from year to year

and therefore have a significant effect on the invested capital, it is important to investigate at

what time during the year the capital which generated the profits, where acquired or divested.

For the analyzed companies we experience large divestments in Fabege of SEK14bn in 2005,

and in Hufvudstaden of SEK3bn in 2006. If these sales happened at the start of the year, the

average ROIC would be incorrect since the capital invested did not generate returns for

approximately six months. In this case the divestments occurred more or less over the entire

course of the year and therefore using the average invested capital does not bias the result

very much. We can see that the difference in beginning- and average ROIC is not very large

for the peer companies since the total changes in invested capital during the year have not

been substantial. For NPRO however we see the effect of a large growth in invested capital

from 2006 to 2007 and therefore a larger difference between the two ratios. We know that the

difference in invested capital in NPRO stems from the prior commented acquisition of

Norgani Hotels. This was done in September 2007 and will therefore make the average ratio

somewhat bias. Since we are not able to conduct a full historical analysis of NPRO we do not

see any reasons to make any adjustments on this matter. As seen in the table above ROIC can

be calculated with or without goodwill. A company that purchases another at a premium to

book must spend real resources to acquire valuable economic assets. The company should

therefore compensate the investors properly for the funds spent, in order not to destroy value.

104 Koller et al. P 183
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The ROIC without goodwill is however useful when measuring companies’ internal

performance, comparing operating performance across companies, and analyzing trends. The

reason for this is that the ratio is not distorted by the price premiums paid for acquisitions

made to build the company.105 Because of this, and the fact that we only find goodwill in

NPRO we will use average ROIC without goodwill for the remainder of the ROIC analysis.

Figure 5.2 below shows the development of the average ROIC for Fabege and Hufvudstaden.

NPRO is included in 2007 since this is the only year we could calculate. We can see that

Hufvudstaden has outperformed Fabege with approximately 5 percentage points in the years

analyzed. From analyst reports we have a WACC for Hufvudstaden of 5,6 percent and 5,3

percent for Fabege.106 Fabege’s ROIC is very low, and considerably below the WACC

estimation. This means that the company is in fact destroying value for its shareholders. Even

so we see a positive trend for the two companies, with Hufvudstaden experiencing growth of

almost 60 percent and Fabege an increase of 160 percent (although from a very low start

level) over the three years. NPRO has a ROIC a little below Hufvudstaden but well above the

companies WACC, and is therefore creating value for its shareholders.

Figure 5.2 Average historical ROIC

Average historical ROIC

4,21%

1,85%1,62%

9,87%

7,49%
6,31%

9,25%

0,00%

5,00%

10,00%

15,00%

2005 2006 2007

Fabege

Hufvudstaden

NPRO

Source: Own contribution

Decomposing the ROIC

In order to analyze what lies behind the changes in the ROIC and the differences between the

companies, we will continue the analysis by decomposing the ROIC as we have described

earlier in the theory chapter.

105 Koller et al. p. 184
106 Deutsche Bank analyst report
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Cash Tax rate

Figure 5.3 Cash tax rate
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As we can see from the figure there is a big difference in the cash tax rate for the companies.

Fabege has a large positive cash tax rate in 2005 and 2006 with levels around 70 %. The

reason for the large cash taxes in Fabege is large decreases in deferred taxes as a result of sale

of subsidiary.

For Hufvudstaden we see a large decline in cash taxes, from -23 % in 2005 till almost -72 %

in 2007. Having a negative cash tax is the result of increases in the deferred tax liabilities.

This reduces the taxes, and has a positive effect and increases the NOPLAT after tax. The

cause for the increase in deferred taxes is the change in value of the investment properties

seen in the years analyzed.

In all years the deferred taxes are increasing and we therefore se an improvement in the cash

tax rate for the two companies.

Pre Tax ROIC
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Figure 5.4 Pre tax ROIC
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The figure above show the pre tax ROIC where the effect of cash tax is excluded. We can see

that Fabege’s pre tax ROIC was higher than Hufvudstaden in both 2005 and 2006 but whilst

Fabege continued to decline from 2006, Hufvudstaden did the opposite. In order to find out

what lies behind this development we further disaggregate the ratio into operating margin and

average capital turns.

Operating Margin

Figure 5.5 Operating Margin
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The operating margin measures the proportion of revenue left after variable costs of

production. Operating margin gives us an idea of how much the company makes (before

interest and taxes) on each dollar of revenue. For the last three years we see a positive trend in
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Hufvudstaden with a steady growth. In Fabege we have a positive development from 2006 till

2007, after a negative development from 2005 till 2006. Also here by comparing the two

companies we see that Hufvudstaden is able to turn more of its revenue into profits (before

interest and taxes) than Fabege. In the two years calculated for NPRO we have very large

profit margins trailing around 85 %. Compared to the peer group this is a much higher ratio,

and could imply that the cost level in NPRO is considerably lower than in the peer group

companies.

In order to see where these differences occur, we can disaggregate the ratio further into

maintenance and property related costs / revenue and other operating expenses / revenue.

Maintenance and property related costs are costs related to the property, thus ground rents,

maintenance costs, operations and administrations costs and property tax. Other operating

expenses are depreciation costs and other operating expenses not further detailed in the annual

reports. Operating margin is defined as 1- ((maintenance and property related costs / revenue)

+ (other operating expenses / revenue)) so the lower the cost ratios, the higher the operating

margin will be.

Maintenance and property related costs

Figure 5.6 Maintenance and property related costs
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We can see that the maintenance and property related costs / revenues ratio has been rather

stable for the two peer companies. For Fabege we see a ratio fairly stable around 39 % in

2004-2006 and a small declined in 2007.
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For Hufvudstaden we experience a declining trend ending in 2007 of 29 %, which helps to

explain the increase in the operating margin ratio. NPRO has much lower ratio, but somewhat

increasing from 2006 to 2007. A reason for this could be that the tenant turnover is lower for

NPRO than the peer group, implying lower refurbishment costs.

Other operating expenses

Figure 5.7 Other operating expenses
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Here we see a larger ratio for Hufvudstaden than Fabege, but slightly declining the last three

years. For Fabege the ratio is somewhat lower around the 4 percent level.

For NPRO we see a decline of almost 4 percentage points from 2006 to 2007. This is mostly

due to a non reoccurring cost in 2006 in connection with the start-up and stock exchange

introduction of the company.107

By looking at the two prior charts we see that Hufvudstaden has a higher level of other

operating expenses than Fabege, and that the maintenance and property related costs for

Fabege is higher than Hufvudstaden. The main difference between the two companies is the

property related expenses, which might imply that Hufvudstaden runs its property portfolio

more effective than Fabege. Even so, the operating costs for NPRO is very small compared to

the peer companies. One probable reason that might explain some of the difference is that the

Swedish companies pay property tax on their portfolio, whilst NPRO does not. In 2007

107 NPRO AL07 p.52
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Fabege paid 0,43 percent in property tax on its portfolio and Hufvudstaden paid 0,65% which

amounted to about SEK115m for both companies. Even so, the NPRO numbers does not give

a picture of normal operations, and will therefore not be emphasized when using the historical

analysis in the forecast.

Capital Turnover

Figure 5.8 Average capital turns
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The average capital turnover shows us how effectively the company employs its invested

capital. For Fabege the ratio has been stable around 10 percent but declined in 2007 to

approximately 8 percent. In Hufvudstaden we have seen an opposite trend, where the ratio,

after declining somewhat from 2005 to 2006, increased to surpass Fabege in 2007 on a level

of almost 9 percent. Here we see a low level for NPRO, barely over 5 percent.

The ratio means that Hufvudstaden generates the most revenue from its invested capital, i.e.

being the most capital efficient company.

The low ratio for the companies analyzed underlines the fact that capital intensive companies

have relatively low capital turnover and high operating margin.

As explained earlier the average capital turns ratio can be further disaggregated in order to

discover improvements or deteriorations in effectiveness. This ratio can be defined as
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1/((operating working capital / revenues)+(1/(revenue/investment property))+(net fixed assets

net of operating liabilities / revenues)). The lower the factors in the denominator, the higher

the capital turnover will be. Even though we can further disaggregate this ratio there is little

value given. The reason for this is that investment properties/revenue explains over 95 % of

the ratio. So even if one of the companies improved their working capital greatly, it would

have little effect on the total ratio. In the following section we have therefore only explained

the revenue/investment property relationship.

Investment properties

Figure 5.9 Revenue / investments property
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By calculating revenue as a ratio of the value of investment properties, we can see how much

revenue the investment properties generate. We also witness the striking similarities in the

two prior charts, underlining the more or less ultimate effect the value of the property

portfolio has on the capital turn ratio. The chart shows that Fabege outperformed

Hufvudstaden in 2005 and 2006 but that the tables turned in 2007. Fabege divested heavily in

2006 with the sale of the property portfolio in the Ørestad region, and the portfolio was

reduced by almost 40 percent. Since we have calculated the average of the investment

property, this effect is somewhat corrected for, and we see that the ratio remains the same in

2006. In 2007 acquisitions resulted in lower revenues and higher portfolio values, which we

can see by a declining ratio.
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For Hufvudstaden the increase of almost 1,5 percentage points is due to a growth in revenues

whilst the portfolio value remains stable. We also see that NPRO’s ratio is fairly lower than

the peer companies. This ratio is effected by the fact that the revenue from Norgani Hotels is

only included with 3 months, meaning that the hotel portfolio does not generate any revenue

for three months which affects the ratio negatively. As mentioned earlier we did not correct

for this since the numbers from NPRO is not used in the forecast.

Conclusion on the ROIC analysis

We have by examining the average ROIC and the following decomposition for the peer group

companies achieved an insight in what the key drivers for the commercial property companies

are, and how they effect the return on invested capital. By comparing NPRO to the peer group

we have been able to see differences between the companies that will help us when we are to

forecast for the future. The ratios calculated for NPRO is affected by the company being in a

start up phase, but the levels will still be taken into consideration when forecasting the future

development.
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6. Forecasting performance
In this chapter we forecast NPROs financial statement, and base the forecast upon the

previous strategic and historical financial analysis. The key is to develop an integrated view

upon how the company is expected to perform in the future so that we can compute the future

ROIC and free cash flow which are key elements when valuing a company.

When forecasting, we will explain our reasoning and the assumptions made when deriving the

various figures. Finally, a brief sensitivity analysis is carried out to check the robustness of

our forecasted numbers, and testing for the uncertainties attached to the figures presented.

For our explicit forecast horizon we have chosen a period of 15 years (2008-2022), we

assume that this period is sufficient for the company (in a cyclical environment) to reach a

steady state. This is a criterion that needs to be fulfilled in order to derive the continuing value

for the company at the end of the forecast horizon.108

The forecast process is performed in a two-stage approach:

 First, a detailed forecast of the first five years where complete balance sheets and

income statements are developed. The revenue is emphasized, and we conduct a

detailed forecast of the revenue streams in the entire period.

 Second, a simplified forecast for the remaining period (next ten years), focusing on a

few core variables such as net PPE margin, EBIT margin and investment property

margin. This facilitates a long-term concentration on the development of the real estate

business, as opposed to the detailed line item focus.

In a steady state NPRO will be assumed to:

 Grow at a constant rate and reinvest a constant proportion of its operating profits into

the business each year,

 Earn a constant rate of return on new capital invested and on its base level of invested

capital.

108 Koller et.al 2005 p.230
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Based on these assumptions, FCF will grow at a constant rate and can be valued using a

growth perpetuity109. This will enable us to project a growth in the continuing value period

which is close to the growth rate of the economy. When the steady state is achieved in 2022,

we believe that the growth rate of the company will be close to 2,5 percent. This rate

coincides with the average growth rate of the CPI in the Nordic countries.

We would like to underline that a moderate performance scenario is employed in our main

forecast to describe the potential strategy and business climate. Furthermore, when forecasting

the income statement and the balance sheet we utilize a demand driven approach, making

revenues the driver.110 Thus, defining the drivers behind NPROs revenues is particularly

important.

6.1 Forecast of the Income statement

6.1.1 Norwegian Property rental income forecast (2008-2022)

The majority of the individual line items are directly or indirectly tied to the revenues. Since

the revenue is the key forecasting driver, the estimation of the future revenues is critical with

regards to the overall quality of the forecasts. We have therefore prioritized a thorough

treatment when we forecast the rental revenues for both the commercial property- and the

hotel segment. When building the revenue forecast we utilize a bottom-up approach which

relies on projections of customer demand. The growth in employment is the main driver for

the commercial portfolio, whilst the development in RevPar (roomrate * occupancy) steers the

hotel portfolio.

To get an as detailed forecast as possible, we have disaggregated the commercial property into

their respective geographical areas. This is done to better be able to capture the

characteristics, and growth rates in the different segments.

The model with the related factors, and the developments in these, are elaborated below, and

is found in the valuation model in the sheets “input revenue forecast” and “commercial

revenue forecast”, furthermore it is attached in appendix 6.1. Additionally, the model

109 Koller et.al 2005 p.230
110 Copeland et.al 2000 p.240
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incorporates the abovementioned industry (and macro) specifics which influence the revenues

through several variables which will be derived later. Lastly we will compute NPROs revenue

forecast for the simplified period, from 2013-2017.

6.1.2 NPRO’s commercial property rent revenue forecast (2008-2012)

The growth in rental revenue is a key value driver for NPRO. Rent can grow both internally,

through existing properties, and externally by acquisitions and developments. The revenue

forecast is therefore based on determined internal growth factors as well as an assumed

external growth factor.

In order to model NPRO’s rental revenues from commercial properties we have developed a

model where the growth factor is a function of several variables:

 Occupancy rate

 Consumer Price Index (CPI) and Contract CPI adjustments

 Contract length

 Reversion Potential

 Future Development in market rental prices

We will continue by commenting on these important drivers for NPRO’s rental revenue

forecast.

Occupancy rate

The office portfolio is characterized by very high occupancy, with a total vacancy of only 0,6

% and several sub segments with 100 % occupancy. The market vacancy is also at a very low

level and is expected to stay still in 2008, and thereafter rise in 2009.

Even though NPRO has a much lower vacancy rate than the market in general, we expect the

occupancy to remain at the same level in 2009 and 2010, and decline somewhat in 2011-2012.

This is partly due to a higher vacancy in the Oslo CBS segment, where a relocation of one of

NPRO’s large tenants reduces occupancy. Since the vacated property is in the prestige

segment we assume it will be occupied again, but the relocation will still have an effect on the

year’s occupancy in the segment. An additional factor is the completion of new space in
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Bjørvika and Fornebu. This increases the sqm available in the segment, further pressuring the

occupancy rates. We therefore believe that a long term vacancy of 3 % in the Oslo CBD is a

fair assumption.

Both Skøyen and Oslo Vest are distinguished by relatively long durations on rental contracts

and we therefore assume that the occupancy remains the same in 2008-2010, and thereafter

fall by approximately 2 percentage point.

The largest difference between the market vacancy and NPRO’s portfolio is in the properties

located in Oslo Nord and Nydalen. In 2007 there was a market vacancy of almost 9 % whilst

NPRO’s properties in Oslo Nord were fully let, and Nydalen experienced a vacancy of 3 %.

We therefore assume that the vacancy will rise somewhat in these areas, but still remain

below the overall market.

The business sector in Stavanger is booming and the high energy price entails considerable

activity in the oil industry in this region. The employment growth has been significant the last

years and will continue in the near future, and the need for more space in the region

underlines the already low office space vacancy.111 We therefore assume that NPRO’s

properties in this region will remain fully let till 2011, with a small decline in 2012.

The expected occupancy rates for the segments are shown in table 6.1 below.

Table 6.1 Occupancy rate NPRO

INPUT EXPECTED OCCUPANCY RATES %
LOCATION 2008E 2009E 2010E 2011E 2012E

CBD Oslo 99,1 % 99,1 % 99,1 % 97,0 % 97,0 %

Skøyen 99,3 % 99,3 % 99,3 % 96,0 % 96,0 %

Oslo Vest /Lysaker/Fornebu 100,0 % 100,0 % 100,0 % 100,0 % 98,0 %

Nydalen 97,1 % 97,1 % 96,0 % 95,0 % 95,0 %

Oslo Nord / Øst 100,0 % 100,0 % 98,0 % 96,0 % 94,0 %

Stavanger 100,0 % 100,0 % 100,0 % 100,0 % 98,0 %

Source: Own contribution

111 DnB NOR Næringsmegling market report spring 2008
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The overall occupancy rate in NPROs portfolio will by 2012 have dropped to approximately

97 %. We assume the vacancy rate of 3 % to remain constant throughout the explicit forecast

period.

Consumer Price Index (CPI) and Contract CPI adjustments

The Norwegian National Bank estimated the inflation (CPIXE112) to be 2,25 % in 2008 and

2,5 % in 2009 and onwards. An annual CPI level of 2,5 percent is consistent with the

governments average long-term operational target for the monetary policy in Norway. The

CPIXE is adjusted for tax changes and exclude temporary changes in energy prices, and is

therefore the intuitive measure of price changes in rental prices. To simplify we have assumed

a CPI of 2,5 % for all forecasted years.

The majority of NPRO’s rental contracts have CPI clauses.113 These clauses allow the

company to adjust rental rates with the CPI development. Primo 2008 94,4 % of the rental

value was adjusted for CPI. Even though NPRO seeks to secure CPI regulations in all new

contracts, we assume that the company is able to get CPI adjustment clauses at the same level

as of today. Hence 94,4 % of rental revenue is adjusted for CPI, which is held at the same

level the entire forecast period.

Contract length

NPRO tries to obtain a balanced range of maturity for its leases and the current remaining

term on their leases is 6,1 years.114 While long contracts provide a secure long term cash flow,

short leases provide opportunities for responding more quickly to present rise in market rents.

Below in figure 6.1 a graph based on the percentage of gross rent up for renegotiation per year

is shown. The ultimo 2008 rental values for the office portfolio (NOK1049,1m) are the basis

for the percentage calculations, that is 2 % of NOK1049,1m are up for renegotiation in 2008,

8 % in 2009 and so on.

112 CPI adjusted for tax changes and excluding temporary changes in energy prices
113 NPRO AR 2007 p. 41
114 NPRO Q1R 2008 p. 17
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Figure 6.1 Expiry in percentage of gross rent primo 2008
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Source: Own contribution based on company numbers115

As we can see the NPRO’s portfolio is very back-end loaded with more than 50 % of the

gross rent expected to be renegotiated after 2012. This means that NPRO would have

difficulties to capitalize on the difference on rent today, as well as on a possible rise in market

rents in the future. In the annual report NPRO has given information regarding contract

expiry, but no detailed information concerning 2017 and after is found. According to

company information 27 % of the primo 2008 portfolio rental revenue is renegotiated in 2017

and after. We have assumed that the portfolio will be fully renegotiated ultimo 2019, and

remaining gross rent up for renegotiation is therefore the same in 2017-2019, i.e. 9 %. We

have also assumed that rent renegotiation is carried out at the start in each period; we believe

this is a fair assumption since rental usually is paid up front. Renegotiated contracts are

assumed to be leased at market price in the given year.

Reversion potential

The reversion potential incorporates the positive or negative difference in current market

rental levels and the actual level agreed upon in NPROs lease contracts. When the reversion

potential is positive (negative) the property portfolio is under rented (over rented) compared

to the present rental prices in the market. This means that if the properties where under rented

115 NPRO AR 2007 p. 23



87

by 20 %, and the entire portfolio was to be renegotiated at once, a 20 % increase in rental

revenue would be achieved.

The average actual rent per sqm on NPRO’s portfolio was 1568 NOK primo 2008, increasing

to 1574 NOK end of March the same year. According to DTZ Realkapital who valued the

property portfolio, the average market rent NOK/sqm was 1835, implying an uplift or

reversion potential of 16,6 %. We have not been able to get a hold of detailed information on

the valuation of the office portfolio other than the total value. Never the less, when we

compare the DTZ market average to market prices from other sources, we find DTZ’s

projections to be relatively conservative. In the table below different projections of average

market rent per sqm is shown.

Table 6.2 Reversion potential

Location

NPRO

portfolio

weights (P

2008)

NPRO

portfolio

weights (U

2008)

Glitnir I

(15%)

Glitnir II

(5%)

Dnb NOR

(10%)

Akershus

Eiendom

(10%)

DTZ

market

(60%)

NPRO end

2007 Average Uplift

CBD Oslo 23% 26% 3.004 4.700 3.800 3.400 2.595 2.217 2.962 34%

Skøyen 16% 18% 2.207 3.300 2.400 2.700 2.032 1.736 2.225 28%

Oslo Vest /Lysaker/Fornebu 21% 19% 2.184 3.300 2.400 2.100 1.683 1.439 1.953 36%

Nydalen 15% 17% 1.724 2.250 1.800 1.950 1.421 1.214 1.598 32%

Oslo Nord / Øst 7% 4% 1.200 1.675 1.700 1.500 1.417 1.211 1.434 18%

Stavanger 17% 17% 1.144 1.144 1.900 1.700 1.339 1.144 1.392 22%

Average (NPRO weights) 2.064 2.987 2.503 2.367 1.835 1.568 2.047 31%

Average Reversion Potential 32% 90% 60% 51% 17% 0% 31%

Source: Own contribution

The average is calculated by employing NPRO’s portfolio weights to average rents in the

different segments in the Oslo and Stavanger region. The table shows the weights primo and

ultimo 2008. The changes in portfolio weights are due to expected divestments of properties

during the year, we will comment on this later in the chapter. When calculating average

portfolio rents we have used primo weights in primo 2008, an average of primo and ultimo in

2008, and in 2009 and after we have used ultimo weights.

As we can see from the reversion potential DTZ’s projection is much lower when compared

to Glitnir116, DnB NOR117 and Akershus Eiendom118. Glitnir II shows an uplift of nearly 90

%, but since the calculation is based on average prices on new and totally rehabilitated

offices, it is not directly comparable with NPRO’s entire portfolio. Glitnir I is based on

published rental agreements in their Q1 2008 market report, and is in our view a more

116 Source: Glitnir Market report Q1 2008
117 Source: DnB NOR Næringsmegling Spring 2008
118 Source: Akershus Eiendom, NPRO Q1 2008
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applicable measure. Akershus Eiendom and DnB NOR Næringsmegling also take the pulse of

the Norwegian commercial property market, and show a possible reversion potential of 51 %

and 60 % respectively.

The lack of information on the valuation of the property portfolio makes it difficult to

estimate an accurate uplift potential for NPRO’s portfolio. Even though DTZ has provided us

with an uplift projection we believe it to be too conservative. We have therefore decided to

use a weighted average from the estimates from Glitnir, DnB NOR and Akershus Eiendom to

calculate NPRO’s uplift primo 2008. DTZ have more or less full information concerning

NPRO’s office portfolio so we have therefore dedicated a 60 % weight on their estimates.

Glitnir I is weighted by 15 %, Glitnir II by 5 % and the remaining two with 10% each. This

gives us an uplift potential on NPRO’s portfolio primo 2008 of 30,5 %. In the revenue model

we use the uplifts per segment to calculate the future reversion potential.

For the forecast period the reversion potential will change as the market prices change, and as

the old lease contracts expire. A negative change in market price will hence adjust the future

uplift downwards. As an example, NPRO’s reversion potential ultimo 2008 would decline

from 29 % to 24 % if market prices were to decline 5 % during 2008.119

As more of the lease contracts are up for renegotiation, the smaller the reversion potential

gets. Remember that the reversion tells us by how much the portfolio is under rented (uplift is

positive) or how much it is over rented (uplift negative). Since we have assumed that the

renegotiated contracts are leased at market value, the conversion of “old rent” into “new rent”

further reduce the price gap between the market and the company’s portfolio.

119 Calculations are made in the NPRO’s produced rental revenue model. The model enclosed on the CD lets you
play with different reversion potential to see the effect on the future commercial rental income.



89

Figure 6.2 Development in portfolio average uplift potential
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The future reversion potential is calculated on the basis of the difference between future

NOK/sqm averages on NPRO’s portfolio and the expected average market prices.

Future Development in market rental prices

As mentioned above the future office rents have an effect on the leases renegotiated and the

expected reversion potential. The higher the office rents in the future, the higher the prices

NPRO achieves on their renegotiated leases, thus the higher uplift potential. Vacancy and

market prices correlate, such that high occupancy entails higher rents. The figure below shows

the development in the office rents in Oslo since 2001. By examining the graph we see that

the rents in Oslo have grown substantially since the trough ultimo 2004.
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Figure 6.3 Office rents Oslo

Source: DnB NOR Næringsmegling. Market report spring 2008

In Oslo CBD rent levels have experienced a tremendous growth over the last three years,

where a top rate of almost 4500 NOK/sqm was achieved primo 2008.120 At the moment the

region is experiencing almost non existing vacancy which is expected to remain stable in

2008. Thereafter the vacancy is projected to grow somewhat, mostly due to completion of

projects in Tjuvholmen and Bjørvika. After a small rise in 2008, the rental prices are expected

to fall in 2009 and 2010 due to the new supply. Because of the high rents, businesses strive to

make more efficient use of existing areas which further reduces the demand for space.

Another reason for the expected decline in rents is the tendency for businesses to move out of

the central CBD area.121 An example of this is DnB NORs expected relocation from Aker

Brygge. We have in our model projected an increase of 1 % in 2008, and a subsequent fall in

2009 and 2010 with 2 % and 3 % respectively. We assume the rents will level out in 2011,

and thereafter grow towards the inflation.

We expect the Skøyen and Oslo Vest to follow the same trend as Oslo CBD. The rents will

level out in 2008 and thereafter decline somewhat, but not as much as in CBD. When CBD

tenants vacate, they typically move to Skøyen and Oslo Vest, driving up the rents in these

120 NPRO annual report 2007
121 CBRE Spring 2008 Nordic Offices
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areas. This rise will offset the total decline in the segment, but overall we project zero growth

in 2008. In 2009 and 2010 we expect a minor decline, followed by a growth toward the rate of

inflation in 2012.

The highest vacancy in Oslo is found in Nydalen and Oslo Nord / Øst. These are also the

segments where rents are rather low and less volatile compared to the rest of the city. This is

observed by examining the development in rents over the last 7 years, where these areas

experienced the lowest growth but also the lowest decline.122 Nevertheless we expect the

region to follow the overall trend in Oslo, leveling out in 2008 and 2009 and thereafter

declining in 2010. After 2012 the market rents grows with the economy.

Stavanger has experienced a large economic growth the last years which are mainly due to the

increased activity in the oil sector. This can also be seen in the rental prices in the office

sector where the prices have grown with approximately 60 % over the last five years (a

CAGR of 9,9 %).123 The vacancy is anticipated to remain low in the region and growth in

rental price is expected to continue, though at a slower pace. We have assumed that the

market prices will rise by 5 % in 2008, and rise in the following years, though at a declining

rate.

Table 6.3 Development in market rents 2008-2012

Location 2008 2009 2010 2011 2012

CBD Oslo 1,0% -2,0% -3,0% 0,0% 1,5%

Skøyen 0,0% -1,0% -1,0% 1,0% 2,0%

Oslo Vest /Lysaker/Fornebu 0,0% -1,0% -1,0% 1,0% 2,0%

Nydalen 0,0% 0,0% -2,0% -1,0% 1,5%

Oslo Nord / Øst 0,0% 0,0% -2,0% -1,0% 1,5%

Stavanger 5,0% 4,0% 3,0% 2,5% 2,5%

Source: Own contribution

Rental revenue growth factor

We have now discussed the several factors determining the rental revenue growth for the

commercial property portfolio, and are ready to calculate the growth rate for the rental

revenue in the different segments.

The reversion potential or uplift for each segment (using Oslo CBD as an example) is

calculated as:

122 DnB NOR Market report spring 2008
123 Vågen Marked report 2007
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A

AM

NPROrentsqmNOKAvg

NPROrentsqmNOKAvgNPROrentsqmNOKAvg
OsloCBDUplift


)(

Where NPROrentM is the Oslo CBD portfolio let at market price, and NPROrentA is the actual

rent NPRO obtains on the properties a given year. The growth rate in the segment Oslo CBD

is calculated as:

Growth(OsloCBD) t = Uplift(OsloCBD)t-1 * Contract expiry in % of gross rentt

The growth is thus the increase in rent as contracts are renegotiated to market price.

From NPRO’s annual report 2007 we were only able to obtain information regarding the

contract expiry for the total portfolio, and not detailed information on the respective segments.

We have therefore used the same renegotiation % for the total portfolio. The rest of the inputs

in the formula are segment specific and can be found in appendix 6.1.

As we have mentioned before the largest part of the leases have CPI clauses, meaning that the

contracts going forward are adjusted for the CPI. We have assumed a CPI of 2,5 % for the

forecast period. When the inflation is taken into account the rent revenue for year t for a given

building in the Oslo CBD segment is calculated by:

Rentt = Rentt-1 * (1+ (CPI * CPI adjustment(OsloCBD)) + growth(OsloCBD)t

External growth

Because of the present economical condition in NPRO, and the lack of viable information to

estimate an external growth in NPRO’s hotel and commercial portfolio, we have assumed no

external growth in the forecasted period.

Divestments of buildings

NPRO’s has in the start of 2008 entered into sales agreements on six of their buildings. We

assume that these divestments are done mid year and NPRO therefore receives rents from

these buildings for six months in 2008. As mentioned earlier, the property sales changes the
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portfolio weights in NPRO and therefore average NOK/sqm is calculated using new weights

in 2009 and onwards. The sale also has a balance sheet effect, and this will be commented on

in a later section.

Summary of NPRO’s rental revenue forecast 2008-2022

Table 6.4 shows the final revenue forecast from the commercial properties based on the

assumptions made.

Table 6.4 NPRO’s Commercial Property revenue forecast (2008-2022)
Rental Revenue Commercial Properties mNOK

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
CBD Oslo 381 396 412 418 434 446 458 471 483 496 510 524 537 550 564

Skøyen 202 212 221 222 232 239 246 253 260 268 276 284 291 297 304

Oslo Vest /Lysaker 203 189 198 208 215 222 230 238 245 253 262 270 277 284 291

Nydalen 131 137 142 146 153 157 162 167 171 176 182 187 191 196 201

Oslo Nord / Øst 48 34 35 35 35 36 37 38 38 39 40 41 42 43 44

Stavanger 139 139 145 152 157 162 168 174 178 184 190 197 201 205 209

Total 1 104 1 108 1 152 1 181 1 226 1 262 1 301 1 340 1 376 1 417 1 460 1 503 1 539 1 576 1 613
Growth 0,4 % 4,0 % 2,5 % 3,9 % 2,9 % 3,1 % 3,0 % 2,6 % 3,0 % 3,0 % 3,0 % 2,4 % 2,4 % 2,4 %

NOK/sqm 1 581 1 672 1 742 1 813 1 896 1 951 2 012 2 072 2 127 2 192 2 257 2 324 2 379 2 436 2 494
Growth 6 % 4,2% 4,1% 4,6% 2,9% 3,1% 3,0% 2,6% 3,0% 3,0% 2,9% 2,4% 2,4% 2,4%

Source: Own contribution

6.1.3 Hotel revenue forecast (2008-2022)

In contrary to the commercial property segment, the hotel rental is in large, directly dependant

on the economic performance of the hotel operators that are leasing the property from NPRO,

this because the rental income is directly derived as a ratio of the turnover created by the

operators.124

Norgani was acquired late September 2007, and therefore the rental income related to the

hotels only account for just over one quarter in the annual report. The estimated rental income

from the hotel portfolio based on information from the hotel operators for 2008 is NOK 819

million, which implies a RevPar growth of approximately 5 percent.125 In the lack of better

information this is thus assumed to be a fair estimation and is thus the starting point of our

forecast estimations.

The only information obtainable regarding the composition of the hotel operators in NPROs

portfolio is the ratio of rental income originating from each of the respective countries, as well

as the operators share of turnover and the different countries RevPAR. Furthermore, we also

124 NPRO annual report 2007 p.14 and chapter 4.2 in this thesis
125 NPRO annual report 2007 p.13



94

have detailed information of the different hotels in the various countries, with regards to the

operators, rooms, and square metres. Sadly we lack information concerning the specification

of the terms in the turnover based lease agreements. Additionally, we have not been able to

obtain information on which national regions the income can be allocated to.

Due to the lack of information concerning the hotel portfolio we have not been able to

construct a revenue model on the same detail level as the model for the commercial portfolio.

Even so we have developed a model which best incorporates the known variables affecting

the development in revenues. The choice of variables and reason for modelling the revenues

as we did, are argued for below.

We assume that there is no change from the present turnover based ratio connected to each of

the lease agreements between NPRO and the operators. We have used the rental values in

NOK and have not corrected for possible currency fluctuations in the future as the estimations

of these would be very uncertain. This assumption is in our view plausible since NPRO use

financial instruments for hedging against currency differences126.

The expected GDP development variable is used as a proxy for the hotel markets growth since

it historically had high correlation with hotels rental income in the Nordic countries.127 For

2008 and 2009 we use GDP measures forecasted by the countries respective national banks.

For the rest of the period growth rate is based on inflation as the market is expected to flatten

out128. Calculated in appendix 6.2.

The second variable in our model is an external growth factor. As stated in the commercial

revenue forecast, we set the external growth rate to zero due to lack of viable information to

base estimation on.

The calculation of the expected hotel revenue growth is illustrated in table 6.5 below

126 NPRO annual report 2007
127 www.homeproperties.se
128 ABN AMRO march 2008



95

Table 6.5 NPRO’s Hotel revenue forecast (2008-2022)

External growth 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0%

Revenue Hotel portfolio in mNOK

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Norway 188 193 198 202 208 213 218 223 229 235 241 247 253 259 266

Sweden 369 379 386 394 402 410 418 427 435 444 453 462 471 480 490

Finland 229 235 240 245 250 255 260 265 270 276 281 287 293 298 304

Denmark 33 33 34 35 35 36 37 37 38 39 40 41 41 42 43

Total 819 840 858 876 895 913 933 953 973 993 1014 1036 1058 1080 1103

Growth 2,58% 2,11% 2,12% 2,12% 2,12% 2,12% 2,12% 2,12% 2,12% 2,12% 2,12% 2,12% 2,12% 2,12%

Source: own contribution

6.1.4 Other revenues

Information regarding the companies other revenue is scarce. The revenue is classified as a

part of rental income, but excluded in the income statement from “total income from

properties”. In the forecast we have assumed that this sum is incorporated in the rental income

projection.

6.2 Forecast of other Income statement items
Since the historical values for all line items are calculated (in amount), we now estimate a

forecast ratio (a percentage of the respective driver) based on these and tie them to their

respective drivers. Then multiply this forecast ratio with the estimate of the driver (in

amount), for each year of the first stage forecast.129

6.2.1 Forecast for income statement items (2008-2012)

The aim of this sub section is to tie the remaining income statement items to the previously

estimated revenues for the detailed forecast period, and forecast levels as a basis for the

simplified period. NPRO is a young company, so we use the peer group companies’ historical

ratios and analyst reports in order to establish likely levels for the various items. Our forecast

drivers and value drivers have been calculated and are shown in appendix 6.3

Operating expenses

For each of the operating expenses connected to the hotel and commercial property segment

in the income statement, we have generated the forecast based on the respective revenues.

Furthermore, to be consistent we exclude the non-operating items when calculating the

forecast ratios.130

129 Koller et.al 2005 p.237
130 Koller et.al 2005 p.238
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Maintenance and property related costs

The property related costs for the hotels will decrease somewhat from the current level,

mainly because NPRO is prioritizing to gather all the costs with one maintenance provider, as

they did with the commercial property segment in 2007 (NEAS). We expect a 10 percent

level in 2008, based on NPROs estimate, then a slow decrease as a result of more outsourcing

of the costs in the hotel portfolio, resulting in fewer hotel operators and gaining economies of

scale. Ending and stabilizing at 9 percent in 2012, when the optimal strategic hotel portfolio is

reached for NPRO.

As for the commercial properties, NPRO have recently entered an agreement with NEAS to

outsource their property management and maintenance work, as oppose to having multiple

providers of these services. This agreement is expected to give lower and predictable costs,

with an expected level of 6,6 percent in 2008 and we anticipate that it stay at this level for the

rest of the period, due to the predictability of the secured agreement with NEAS. But there

we must also adjust for the costs in the future that will originate from refurbishing when new

tenants will occupy the space. This cost has yet to be realized in the short historical period. It

is expected to be 5,4 percent on average throughout the forecast period.

Employee benefit expenses (other operating expenses)

This is mainly due to pension plans which are at a fixed level, auditor’s fee and board

compensation scheme. These items are of a predictable nature and often set at a fixed level,

thus based on the historical average of the peer companies, while we assume that the number

of employees will stabilize. We keep a total 7 percent ratio for NPRO. The other expenses

incurring from start-up, non-recurring costs etc. are naturally excluded.

Depreciation, impairment and amortization

Investment properties are not depreciable,131 thus most of NPROs fixed assets are not

subjected to depreciation. We do not believe that NPRO will have any property under

construction in the near future, on the background of their extreme acquisition activity during

the first full operational year, and the planned divestment of their property portfolio. 40

percent of the net PPE (beginning of the year) is deemed believable as constant ratio for the

131 www.ifrs.com
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depreciation expenses, given the nature of the real estate industry, and comparison of the

average of the peer companies’ ratio. Moreover, the PPE will remain as a small fraction of the

total assets for NPROs hotel and commercial properties, because it mainly consists of fixture

and equipment.

Non-operating and financial items

The choice of how to forecast these items will not affect the valuation of NPRO, as they are

not included in the free cash flow calculation. But we do create the forecast on the basis of

financial planning.

Gain from fair value adjustments and sales of investment properties

Last year this item contributed to approximately 50 percent of the total income for NPRO.132

It is obviously difficult to estimate the fair value adjustments and possible gains. An

estimation of the year by year change in the market yield is the most appropriate way to

project the change in the market value of the investment properties. The yield is estimated as

follows:

Yield
eopertyValu

NOI


Pr

The turbulence in the financial markets has impacted the property market in the form of more

stringent terms and conditions for financing. Higher risk pricing is reflected in higher

requirements for returns on equity and borrowed capital. This combined with somewhat lower

demand is expected to push up buyers yield requirements. The projected market yields for

hotel and commercial property is based on estimations from real estate experts, and is further

comment upon under investment properties below. 133 After 2013 we assume zero fair value

adjustments

Net financial items

We estimate the financial expense as a ratio of the debt in the beginning of the year, this is

done to avoid circular calculations.134 Around 80 percent of the total financial expenses are

132 NPRO annual report 2007 p.32
133 DnBNOR market report 2008
134 Koller et.al 2005 p.240
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direct interest costs, where 70 % of the non current debt is fixed using hedge derivative

instruments. The remaining costs are connected to refinancing of the interest bearing debt.

NPRO’s hedge contracts were entered into at a very favorable time, and the interest costs are

therefore very low compared to current market conditions. The contracts have a duration of 5

years, and we therefore expect the interest rate to remain fairly stable from 2008 to 2012, and

thereafter increase to market levels. We project cost of debt to be 5,44 % in 2008. Since the

liability towards Oslo properties is terminated in 2008, a lower cost of 5,3 % is expected in

the period 2009-2012. To adjust for other financial in connection with refinancing we add 0,7

percent to the cost of debt, in order to obtain the ratio for total financial expenses.

The companies interest income originates from the total cash holdings, i.e. both working and

excess cash. Beginning liquid funds are used to avoid circular calculation. The most feasible

rate to use for the financial income is believed to be the long term risk free interest rate, thus

the 10-year Government bond, which is calculated to be 4,8 percent in chapter 7.1

Gains and losses on derivatives instruments and currencies

The netted effect of the currency losses/gains are insignificant, furthermore it is “impossible”

to predict the future movements in the exchange rates. The same applies to the derivative

instruments, these are moreover intended for hedging reasons and will diminish going

towards the expiry dates of the derivative contracts. For the abovementioned reasons, both of

these items are assumed to be zero for the forecast period.

Taxes

The company’s marginal tax rate is equal in every country NPRO operates, thus the average

marginal tax rate is 28 percent.135

Minority interests

Minority interest excluding the Norgani acquisitions were 0,4 % of after tax profits in 2007.

We assume that this level will be kept fixed in the future. As no acquisitions creating minority

interests is expected.

135 NPRO annual report 2007
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Dividends

The level from 2007 is assumed to represent the fixed dividend payments the company will

strive to uphold.

6.2.2 Forecast for income statement items (2013-2022)

The core value driver ratios will remain relatively stable in our streamlined forecast, as it

approaches the steady state. Since the revenue forecast already incorporates the total explicit

time period, we have adjusted the revenues so it converges towards a steady state.

Furthermore, we use a EBIT margin (as a ratio of revenues) for the simplified, as we have

observed a stable ratio around 80 percent over the detailed period, we hold this as a target for

the remaining period.

6.3 Balance sheet forecast
The purpose in this section is to provide forecasts on each of the line items in the detailed

period, before we decide upon a set of key ratios when we calculate the subsequent invested

capital and the non-operating assets for the next stage in the explicit forecast horizon, the

simplified forecast. See appendix 6.4.

6.3.1 Forecast for balance sheet items (2008-2012)

For the projected balance sheet we utilize the stock approach, thus estimating most of the line

items as a ratio of revenues, where other forecast drivers are more feasible they are utilized. In

the following, the line items are classified and the ratios discussed.

Operating working capital

As a practical matter we simplify our model by projecting each of the WC items using

revenues, therefore its more feasible for comparison between the companies in the simplified

forecast. 136

Operating current assets

Working cash

136 Koller et.al 2005 p.244
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The ratio we argued for in the historical analysis is kept fixed in the forecast period, i.e. 0,65

percent.

Accounts receivables

Are proceeds from rental activities not yet paid. Information regarding NPROs current

receivables is limited. When comparing to the peer-companies we see that they have a much

smaller ratio over revenues, than does NPRO. Fabeges ratio is between 1,5-3,5 percent, while

Hufvudstaden around 1-1,3 percent. While in NPROs case, we observe a much higher ratio

between 15,5-19 percent. We are uncertain about the source of the difference, but assume that

it is because a larger part of NPROs lease contracts are paid ultimo in the period, rather then

the normal procedure of paying rent up front. Therefore, the same pattern is expected to be

followed in to the forecast period, and we keep the ratio around 15 percent.

Seller guarantees

These are mainly driven by guarantees given by the hotel sellers at the time of the acquisition,

and normally over a short time period. It is believed that the turnover stays at a high level,

hence the guarantees will not be applying to a many hotels in the portfolio. Due to limited

information regarding which of the hotels that must utilize the guarantee and the duration of

the guarantees, we assume that the 2007 level where only a few of the rental guarantees was

realized is reflecting the development trend, and expect the guarantees to go towards zero.

Non-interest bearing current debt

Accounts payable

Historical average of the peer group companies is believed to give a representative view on

this ratio. The peer group companies average between 6 and 7 percent, and are at a fairly

stable level throughout the historical period. As a result of this, our best estimate will be at a

constant level of 6,5 percent of total revenues.

Other liabilities

This item tend to vary somewhat from year to year, the average of the peer companies is

approximately 27 percent. Since NPROs historical level is slightly above the others, we argue

that the item will be kept a bit higher then the average, of 35 percent.

Tangible assets
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(Net) property, plant and equipment

Since NPRO barely has any fixed assets except the investment properties, our net PPE and

capital expenditures will be insignificant compared to other industries. As argued in the

balance sheet forecast, we operate with an average of the stable rate of the peer group

companies, when this is a likely level for the future. I.e. around 0,65 percent of total revenues.

Moreover, since we do not believe the company will have any development properties in the

forecast period, this will not affect our numbers.

Investment properties

In our detailed forecast the value of the investment properties are given as a function of:

operyValue
Yield

nseopertyExpencomeOperatingI
Pr

Pr




We predict a yield for the period 2008E till 2012E. The impact of the changing yield

assumption is that the value of the investment property fluctuates, and a revaluation gain or

loss is directly incorporated in the income statement. Table 6.6 below shows the historical and

expected property yield.

Table 6.6 Historical and Expected property yield

Historical and expected yield 2006 2007 2008E 2009E 2010E 2011E 2012E

Yield commercial 3,12% 4,46% 5,20% 5,40% 5,60% 6,00% 6,00%

Yield hotel 6,71% 6,90% 7,00% 7,20% 7,20% 7,20%
Yield Total 3,12% 4,38% 6,27% 6,18% 6,39% 6,69% 6,69%

Source: Own contribution based on DNB NOR market report 2008

The portfolio is of quite high quality and many of the buildings are rather new, this in addition

to the low level of contract expiry in the detailed forecast period, therefore we argue that no

investments are made in the existing portfolio in the period. In addition NPRO has informed

of divestments of several buildings to be made in 2008. The fair values of these building are

deducted from the portfolio value ultimo 2008. We have assumed that 70 % of the building

value was debt-financed and therefore debt is reduced by this amount. The proceeds from the

sale is recognized in other receivables for the rest of the forecast period.

Intangible assets

Goodwill
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A constant level of goodwill is assumed, i.e. approximately 1065 mill. Ergo, there is zero

growth because there is not believed to be any goodwill creating purchases.

Non-operating investments, debt and equity equivalents

These are the remaining non-operating items which ultimately do not affect the FCF or the

valuation. Consequently, a growth rate or a reduction has no implication for our forecast. The

non-operating items often grow in a lumpy fashion, not correlated to the revenues,137 so we

should be cautious when forecasting them. Instead, we incorporate these items in the

calculation of the market equity value (in chapter 7), where we value them at the market value

and deduct them from the PV of the free cash flows. As a consequence, we assume that each

of the items have an expected zero growth.

The exception in our case is the deferred taxes. The change in deferred tax is a result of

changes in the market value of the property portfolio and/or sales of properties. Thus, when

fair value adjustments occur, the deferred tax changes by the change in fair value multiplied

with the marginal tax rate. In 2008 we have forecasted sale of five buildings. This sale would

also affect the deferred tax, but since we do not know the deferred tax liabilities connected

with these properties, we are not able to correct the item by the sale.

Investor funds

The final step in forecasting the balance sheet includes estimating the investor funds in order

to make the balance sheet “balance” we use the principle of clean surplus when estimating the

retained earnings.138 An assumption is made that NPROs debt is constant and that there will

be no stock issuance in the future. Thereby, we introduce a new account titled “newly issued

debt”, which together with the excess cash are the items we forecasted to make the balance

sheet balance. In situations where the assets excluding excess cash is greater then liabilities

excluding newly issued debt. We simply set the excess cash equal to zero and plug the

difference with newly issued debt, and vice versa.139 This is applied in our excel model

enclosed on the CD.

137 Koller et.al 2005 p.246
138 Koller et.al 2005 p.247
139 Koller et.al 2005 p.248
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6.3.2 Forecast for balance sheet items (2013-2022)

For the simplified period we only project a few ratios which incorporate all the

abovementioned line items, to get our forecasted invested capital. These ratios are operating

working capital/revenues, net PPE/revenues, intangibles/revenues, and investment

properties/revenues. Since many of these balance sheet items already are held pretty stable

throughout the detailed, we use the 2012 level for the rest of the period. The ratios are

estimated in appendix 6.4.

After having forecasted the balance sheet and the income statement for the detailed and

simplified forecast period, we have consequently obtained the forecasted free cash flows and

return on invested capital. The calculations in full can be seen in sheet “NPRO historical and

Forecast” on the enclosed CD. What is most revealing about our forecast is the low level of

ROIC which is under and around the WACC over several periods. The reason for our

seemingly low return on invested capital is the effects from the deferred taxes related to

revaluations of the investment properties (or sale of properties).This directly effects the

company’s income statement, and worsens the ROIC when the values are expected to decline,

and vice versa.
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7. The valuation of NPRO
In the concluding chapter of the thesis we utilize the valuation framework described in the

theoretical chapter in order to calculate the stock value. The enterprise Discounted Cash Flow

model is used to estimate the company value. This includes an estimation of every component

in NPROs weighted cost of capital (WACC) and the continuing value. Furthermore, we

calculate the market price of the non-operating investments and non-equity claims, by other

methods then the DCF.140

Up till this point we have merely estimated the future free cash flows of the firm, and the next

step is to find the appropriate discount factor (WACC). As previously stated we include a

mid-year adjustment factor to correct the discounted cash flows, since the company do not

received the cash flows as a lump sum at the end of each year.

The chronological valuation process is shown in table 7.1 below.

Table 7.1 DCF Model

Discounted Cash Flow Model

Present value of FCF in forcasting period and continuing value

+ adjustment for mid year discounting
= Value of operations

+ Value of non-operating assets

=Enterprise value

- Market value of non-equity claims

= Market value of Equity

Share price = Market value of equity / number of shares outstanding

Source: Own contribution based on Koller et al 2005

Chapter 7 is concluded with a sensitivity analysis, testing the robustness of the model and the

effect on the stock price with changes in crucial variables.

7.1 Weighted average cost of capital – WACC
The WACC is applied to discount the free cash flows, representing the true risk of the cash

flows, i.e. the risk of the company. The after-tax WACC formula is:

140 Koller et.al 2005 p.112
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None of the three factors are possible to observe directly, we apply assumptions, use

theoretical models and approximations when found necessary.141 Each of the factors

determining NPROs WACC will be derived next.

7.1.1 Cost of equity

In order to estimate NPRO’s cost of equity, the capital asset pricing model is chosen. Each

components of the CAPM is calculated in the following section.

Risk-free rate

When valuing a company the rate of return on an asset without risk is used as the risk free

rate, and an estimation based on the Norwegian 10-year government bond is a proxy for the

risk free rate. By examining the monthly rate on the ten year government bond from the cut

off date March 2008 and back to April 2007, we calculated an average risk free rate of

approximately 4,76 percent. The calculation is shown in appendix 7.1. We chose to apply a

slightly higher rate of 5,00 percent to the WACC calculation, given that most of our cash

flows occur after 2018.

The currency difference stemming from the hotel portfolio is already adjusted in the annual

report and since the corresponding cash flows and cost of capital is denominated in NOK only

the Norwegian bond rate is relevant.

Beta

Beta is estimated by using NPROs weekly return over 60 periods as discussed in the

theoretical chapter. Ideally monthly returns are preferred to minimize bias, but as the

company was listed mid November 2006 we chose to apply weekly returns to get a sufficient

number of observations for the calculation. Furthermore, using weekly return is less critical

when the company’s stock is highly liquid,142 which is the case with NPRO. A regression

analysis on the stock returns against market returns (OSEBX) for the specified period is

141 Koller et.al 2005 p.292
142 Koller et.al 2005 ch.10
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performed to derive the company’s beta. The regression analysis estimates a Beta of

approximately 0,89 (appendix 7.2) The beta is close to other analysts reports143 and is

employed in the future projections of the WACC.

Market risk premium

The market risk premium is defined as the excess market return achieved above the risk free

rate. We use the expected risk premium for the Oslo stock exchange which is 5 percent.144

Calculation of cost of equity

All the needed components are now estimated, and by employing the formula derived in

chapter 3 we can calculate the cost of equity for NPRO:

%45,9%)5(*89,0%5Re 

7.1.2 Capital Structure

The target capital structure for NPRO is stated by the company to be 75 percent.145 Though

since this measure was set during a period with relatively low cost of debt it is believed to be

at the top level of what is sound for the company under the current interest rate developments.

In order to calculate the company’s current capital structure we first have to find the market

value of the equity on the cut off date 31st of March 2008. The market value of the equity is

calculated as the share price multiplied by the number of shares outstanding:

43,53*105 481 570 = NOK 4 591 612 742 4 591,613 million

The market value of the debt is listed at 21 306 million,146 resulting in an equity ratio of

4 591,613/21 306 = 21,55%

Consequently giving a debt ratio of

143 Thompson One banker – financial e-resources
144 Pareto securities risk premium of Oslo Stock Exchange
145 NPRO annual report 2007 p.8
146 NPRO 1st quarter report 2007 p.5
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1-0,2155 = 78,45 %

We observe how the current structure differentiates slightly from the target, but since NPRO

is in the process of divesting non strategic property and still are obligated to exercise the call

option for Oslo Properties, we have assumed a slightly lower debt ratio. The reason for this is

the likely rights issuance in relations to the acquisition of Oslo Properties. The company has

also stated that they seek to repay debt with the proceeds from sales of properties, and that

they will capitalize more on the rental income from the fully consolidated Norgani.

Ultimately, we argue that the target debt ratio will be converging towards 70 percent in the

long run. This also considers the expectations that debt will be slightly more expensive in the

future.

7.1.3 Estimating after tax cost of debt

The average market rate of NPROs debt as of 31st of March was close to 5,33 percent, which

is just above the risk free rate, thus the company’s borrowing premium is very low. The low

cost of debt is due to a fixed rate proportion of 70 percent of total interest bearing debt, which

was fixed at a favorable time when the key policy rate was historically low.147 Even though

the borrowing premium on the cut of date only was 0,56 percent, we believe that this

premium will rise when debt is refinanced. Therefore we assume a borrowing premium of 2

percent in our valuation model.148

When the applying the enterprise DCF the tax shield is valued as a part of the cost of capital.

Therefore we have to reduce the WACC with the marginal tax rate. The marginal tax rate is

28 percent in the countries where the company has operations resulting in after-tax cost of

debt of 5,04 percent.

7.1.4 Calculating the WACC

To get an overview over the variables we have estimated, the WACC calculation is

summarized in table 7.2.

147 NPRO annual report 2007
148 Pareto report 2008
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Table 7.2 WACC Calculations

WACC Calculations

Risk free rate 5,0%

Market risk premium 5,0%

Beta NPRO 0,89

Borrowing premium 2,0%

Target D / D+E 70,0%

Target E / D+E 30,0%

Cost of Equity (CAPM) 9,4%

Cost of Debt 7,0%

Tax rate 28,0%

WACC 6,4%

The WACC is as seen in the table 6,4 percent and is used as to discount the company’s future

free cash flows.

7.2 Continuing value
In 2023 when the explicit forecast horizon has ended, we add a continuing value term to

incorporate the company’s cash flows after 2023. Since a steady state is assumed when the

continuing value is added, the same proportion of the NOPLAT is invested each year,

resulting in the same annual growth factor in the FCFs. It is normally supposed to reflect the

economic growth, since no company can expect to make abnormal returns and outperform the

market over a long time period.

The continuing value is perpetuity and calculated as following:149

ValueContinuing
gWACC

FCFt 

1

Implicitly the simple model assumes that the ROIC will remain at the level of the last year in

the explicit forecast. This is consistent with our beliefs. Finally, the growth rate is already

calculated in the revenue forecast as 2,5 percent, and is held at the 2022 level for the

perpetuity.

The present value of the FCF in the forecasting period and the continuing value, is then

adjusted by the mid year factor which is calculated by:

149 Copeland et.al 2000 ch.12
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(1+WACC)0,5 = (1+0,0636) 0,5 = 1,0313

7.3 Valuing the non-operating investments and the non-equity
claims
As described in chapter 3.3, we assess the market value of each of the non-equity items and

non-operating assets in the balance sheet as of the cut off date.

NPROs non-operating assets consist of excess cash and cash equivalents, current investments,

long-term security holdings, participation in associated companies, and non-operational

receivables, valued at approximately NOK 1,5 billion. The enterprise value is the present

value of the free cash flows plus the non-operating assets.

The non-equity claims includes current and non-current interest bearing liabilities to credit

institutions, the interest bearing liability to acquire Norgani, negative financial derivative

instruments, accrued financial expenses and minority interest. These items are valued at

approximately NOK 25,2 billion.

7.4 Calculating the company’s value per share
Now that all the parameters are calculated we can finalize the valuation of Norwegian

Property. The summary of the calculation of NPROs market equity value and subsequent

price per share are shown in table 7.3.
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Table 7.3 Calculation of NPRO’s price per share

Enterprise DCF Model Summary

WACC 6,36%

Growth rate in steady state 2,5%

in mNOK

Present value free cash flow in forecasting period (end of

2007/ beginning 2008) 15.175,5

Present value of continuing value (end of 2007

/beginning of 2008) FCF 11.607,1

Present value Cash Flows 26.782,6

Mid year adjustment factor 1,0313

Value of operations 27.621,3

Non operating assets (year end) 1.499,9

Enterprise value 29.121,2

Non equity claims (interest bearing debt) (year end) 25.202,8

Value of equity 3.918,4

Number of shares (000) 105.481,6

Price per share 31.3.2008 (NOK) 37,15

Source: Own contribution

According to our calculation, the fair value of NPROs stock as of the cut off date, 31st of

March 2008 is NOK 37,15 giving a total market value of the company’s equity of NOK

3.918,4 million. Comparing our result to the actual value at the cut off date results in a

difference of NOK -6,38, which implies a 14,7 percent downside. Thus, on the basis of our

fundamental analysis, we argue that the stock is overvalued, giving a total equity value

difference of NOK 673,2 million.

7.5 Sensitivity analysis
In the DCF valuation of NPRO several simplifications and assumptions have been made. The

forecasted income statement, balance sheet and free cash flow are based on historical

company information, historical development in peer companies, market forecasts from a host

of difference sources, as well as subjective estimates of the different value drivers. We will

therefore test NPRO’s share price sensitivity by changing the values of some of these

variables.

The factors which are associated to the largest level of uncertainty are the future risk free rate,

the systematic risk of the company (Beta), the market risk premium as well as the borrowing

risk premium. All the mentioned variables were estimated when calculating the company’s
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weighted average cost of capital, subsequently having an effect on the calculated share price.

We have therefore chosen to investigate in to which extent changes in the risk free rate and

the borrowing risk premium affects NPRO’s share price. In conclusion we wish to see the

implication for NPRO’s share price in changes in the company’s cost of capital, and the

growth rate used in the steady state. The result is shown in the tables below.

Table 7.4 Change in risk free rate

-0,75% -0,50% -0,25 0 0,25% 0,50% 0,75%

Share Price 81,97 65,57 50,97 37,90 26,12 15,46 5,76

%-point Change in risk free rate

SHARE PRICE

Source: own contribution

The table shows that a relatively small change in the long term risk free interest rate has a

large impact on the price of NPRO’s stock. Within a span of only 1,5 percentage points, the

price differs from 82 NOK to just below 6 NOK.

Table 7.5 Change in borrowing premium

-0,75% -0,50% -0,25 0 0,25% 0,50% 0,75%

Share Price 63,73 54,52 45,93 37,90 30,38 23,32 16,68

%-point Change in borrowing premium

SHARE PRICE

Source: own contribution

As for the risk free rate, change in borrowing premium also has a large impact on the share

price, though not as large as with the risk free rate. Within a span of 1,5 percentage points, the

share price fluctuates within a range of 64 NOK to just below 17 NOK.

Table 7.6 Change in WACC

-0,75% -0,50% -0,25 0 0,25% 0,50% 0,75%

Share Price 95,38 73,37 54,43 37,90 23,46 10,65 -0,80

SHARE PRICE

%-point Change in WACC

Source: own contribution

As we can see from table 7.6, and as implied by both the change in risk free rate, and the

borrowing premium, the share price is very sensitive to a change in the WACC. A change in

only 1,5 percentage point, take the stock from over 95 NOK to zero. This is because of the

high amount of debt in the company, and as the cash flows are discounted with a higher
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factor; the value grows smaller than the debt giving a negative value of equity. The stock is

therefore highly sensitive towards change in the WACC.

As mentioned earlier we lack information on estimating an external growth factor for both the

hotel and commercial property revenues. It is clear that a positive external growth factor

would have an impact on the share price since FCF thus would be larger. Below is a table

showing the share price cet par, with different external growth factors.

Table 7.7 External growth factors

0,00% 0,50% 1,00% 1,50% 2,00% 2,50% 3,00%

Share Price 37,15 46,36 55,95 65,91 76,27 87,05 98,25

SHARE PRICE

External growth rate %

Source: own contribution

As we can expect the share price grows substantially when incorporating an external growth

factor, implying a possible upside on the calculated share price.
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8. Conclusion
The overall focus of this master thesis have been to undertake a fundamental analysis of

Norwegian Property ASA, in order to evaluate whether the company’s stock is under or

overvalued as of the cut off date, 31st of March 2008.

Over the last few years the real estate market in the Nordic region has witnessed an

extraordinary growth in rental prices and occupancy rates, simultaneously a historically strong

economic boom has swept the Nordic countries fuelling the demand for office and hotel

space. But the US sub-prime crisis and the subsequent credit squeeze are signals that the

global economic growth period is coming to an end. These economic factors impose a

genuine threat of spreading to the Nordic economy and indirectly affecting the profitability in

the real estate sector.

The real estate sector in general is very much affected by various macroeconomic factors.

NPRO have taken measures of the somewhat dark outlooks for the macro economy. By

entering into advantageous long-term lease contracts with sound tenants in the commercial

property segment, and turnover based leases minimum guaranteed lease payments with

regards to the hotel operators. Furthermore, the company has managed to hedge most of their

debt at very favorable interest rates. An additional strength is NPROs market leader position

in the Nordic region, facilitating influence of price setting in the niche commercial property

markets.

In the long run the company should be concerned about their relatively high debt ratio. When

the put-call option to buy out the remainder of Oslo Properties has to be exercised, the

company will probably be forced to sell out parts of the portfolio in order to maintain an ideal

debt ratio. If negative revaluations of their buildings will occur, the ratio will be further

deteriorated. Moreover, NPRO will most probably refinance their debt at much less favorable

conditions. Furthermore, we argue that an increase in rental prices combined with high

building activity could inflict a threat, since this will force some companies to utilize the

space more effectively and drive down the occupancy rate, respectively.

NPROs commercial property portfolio consists mainly of prime located buildings, in these

areas the occupancy level has been and is expected to remain high. This contributes to a fairly
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low competitiveness and rivalry among the players. Though for the hotel segment, the rivalry

is more present and the occupancy rate relatively higher, the properties are also

geographically more scattered.

NPRO’s lack of history made the peer group financial statement valuable as a guidance for

the forecasting of the valuation, as oppose to exclusively observing the ROIC and invested

capital of the company. Some corrections in the financial statement were made in order to

ensure comparability of the key figures. The 2007 ROIC of NPRO was 7,72%, which is 3-4

percent above the peer group companies. Moreover it is above the company’s WACC which

is calculated to 6,4 percent. NPRO’s large ROIC is mainly due to the large revaluation gain of

the investment properties which directly affects the NOPLAT.

With respect to the forecast of NPRO’s ROIC and invested capital, a thorough rental income

forecast model on the background of the strategic analysis and the financial statement analysis

was developed. Additionally we have strived to capture the future expectation of the relevant

variables affecting the most uncertain and critical variable, namely the rental income. The

forecasted ROIC for 2009 is very low at just over 2 percent, this is mainly because negative

revaluations drives down the property portfolio.

By using the DCF enterprise model we calculated a market equity value on the cut off date the

31st of March ,of MNOK 3.918,4, consequently giving a stock price of 37,15. Comparing our

results to the actual stock value yields a difference of -6,38 and a total market value difference

of -673,2 million, a downside of almost 15 %. Thus, on the basis of the fundamental analysis

we argue that Norwegian Property’s stock value is overvalued.
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Appendix 1.1 Definition of terms and notations 
 
NPRO – Norwegian Property ASA 
RevPar – revenue per available room (hotels) 
FCF – free cash flow 
DCF – discounted cash flow 
OSEBX – Oslo stock exchange benchmark index 
WACC – weighted average cost of capital 
CBD – central business district 
CPI – consumer price index  
NOI – net operating income (rental income – operating expenses) 
Yield and capitalization rate is used interchangeably 
MV – market value 
ARR – average room rate (hotels) 
IPD – international property databank 
EVA – economic value added 
GDP – gross domestic product 
PV – present value 
Tm – marginal tax rate 
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Appendix 2.1 Commercial property distribution (square meters)              

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Appendix 2.2 Commercial property distribution (rental income) 
       
 
 
 
 
 
 
 
 
 
 
 
 
 

CBD 23%

Skøyen 16%

Oslo Vest /Lysaker/Fornebu 21%

Nydalen 15%

Oslo Nord / Øst 7%

Stavanger 17%

  
  Source: own contribution 

CBD 33%

Skøyen 18%

Oslo Vest /Lysaker/Fornebu
20%

Nydalen 11%

Oslo Nord / Øst 5%

Stavanger 13%

 
  Source: own contribution 
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Appendix 2.3 Hotel distribution (rental income) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Norw ay 23%

Sw eden 45%

Finland 28%

Denmark 4%

 
  Source: own contribution 
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Appendix 3.1 Porters five forces framework 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source ; Porter, M. ”Competitive Strategy (1980)

  

  Bargaining power
     of customers

  Bargaining power
      of suppliers

     Threath of
    new entrants
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  Comptetitive rivlary 
    within an industry
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Appendix 3.2 ROIC tree 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
         Source: Copeland et. al ”Valuation; measuring and managing the value of companies” (2000)    
 
  

Appendix 5.1 
 
Calculation of interest on litigation liability
interest rate 3,13% changing this cell

2002 2003 2004 2005 2006 2007
tax demand 96,88 96,88 99,91 103,03 106,25 109,57
interest expenses for the year 3,03 3,12 3,22 3,32 3,43
interest accumulated 3,03 6,15 9,37 12,69 16,12
total 96,88 99,91 103,03 106,25 109,57 113,00

Using solver and calculating the interest rate on the tax demand  

ROIC

Cash tax rate on 
EBITA Pretax ROIC

Revenues/Inv. 
capital

EBIT/revenues

Oper. WC/revenuesOther assets/revenues Net PPE/revenues SG&A/revenues COGS/revenuesDepr./revenues
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Appendix 6.1 Commercial property rent revenue forecast model  
 
INPUT EXPECTED GROWTH IN 
RENTAL MARKET PRICES in %
Location 2008 2009 2010 2011 2012
CBD Oslo -5,0% -2,0% -3,0% 0,0% 1,5%
Skøyen 0,0% -1,0% -1,0% 1,0% 2,0%
Oslo Vest /Lysaker/Fornebu 0,0% -1,0% -1,0% 1,0% 2,0%
Nydalen 0,0% 0,0% -2,0% -1,0% 1,5%
Oslo Nord / Øst 0,0% 0,0% -2,0% -1,0% 1,5%
Stavanger 5,0% 4,0% 3,0% 2,5% 2,5%

INPUT EXPECTED OCCUPANCY RATES %
LOCATION 2008E 2009E 2010E 2011E 2012E 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
CBD Oslo 99,6 % 99,1 % 99,1 % 97,0 % 97,0 % 97,0 % 97,0 % 97,0 % 97,0 % 97,0 % 97,0 % 97,0 % 97,0 % 97,0 % 97,0 %
Skøyen 99,3 % 99,3 % 99,3 % 96,0 % 96,0 % 96,0 % 96,0 % 96,0 % 96,0 % 96,0 % 96,0 % 96,0 % 96,0 % 96,0 % 96,0 %
Oslo Vest /Lysaker/Fornebu 100,0 % 100,0 % 100,0 % 100,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 %
Nydalen 97,1 % 97,1 % 96,0 % 95,0 % 95,0 % 95,0 % 95,0 % 95,0 % 95,0 % 95,0 % 95,0 % 95,0 % 95,0 % 95,0 % 95,0 %
Oslo Nord / Øst 100,0 % 100,0 % 98,0 % 96,0 % 94,0 % 94,0 % 94,0 % 94,0 % 94,0 % 94,0 % 94,0 % 94,0 % 94,0 % 94,0 % 94,0 %
Stavanger 100,0 % 100,0 % 100,0 % 100,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 % 98,0 %

CPI (%) 2,50% 2013<
External growth Commercial 0,00% 0,00% 0,00% 0,00% 0,00% 0%
External growth Hotel 0,00% 0,00% 0,00% 0,00% 0,00% 0%
Uplift (%): 30,5%

INPUT MARKET PRICE RENT NOK/sqm primo 2008 Location

NPRO 
portfolio 
weights (P 
2008)

NPRO 
portfolio 
weights (U 
2008)

Glitnir I 
(15%)

Glitnir II 
(5%)

Dnb NOR 
(10%)

Akershus 
Eiendom 
(10%)

DTZ 
market 
(60%)

NPRO end 
2007 Average Uplift

LOCATION Market NPRO Uplift CBD Oslo 23% 26% 3.004     4.700      3.800      3.400      2.595      2.217      2.962      34%
CBD Oslo 2962 2217 33,6% Skøyen 16% 18% 2.207     3.300      2.400      2.700      2.032      1.736      2.225      28%
Skøyen 2225 1736 28,2% Oslo Vest / 21% 19% 2.184     3.300      2.400      2.100      1.683      1.439      1.953      36%
Oslo Vest /Lysaker/Fornebu 1953 1439 35,7% Nydalen 15% 17% 1.724     2.250      1.800      1.950      1.421      1.214      1.598      32%
Nydalen 1598 1214 31,7% Oslo Nord / 7% 4% 1.200     1.675      1.700      1.500      1.417      1.211      1.434      18%
Oslo Nord / Øst 1434 1211 18,4% Stavanger 17% 17% 1.144     1.144      1.900      1.700      1.339      1.144      1.392      22%
Stavanger 1392 1144 21,7% Average (NPRO weights) 2.064     2.987      2.503      2.367      1.835      1.568      2.047      31%
Average 2047 1568 30,5% Average Reversion Potential 32% 90% 60% 51% 17% 0% 31%

Rental Revenue Commercial Properties mNOK
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

CBD Oslo 381           396         412        418        434        446        458        471        483         496         510         524         537        550         564        
Skøyen 202           212         221        222        232        239        246        253        260         268         276         284         291        297         304        
Oslo Vest /Lysaker 203           189         198        208        215        222        230        238        245         253         262         270         277        284         291        
Nydalen 131           137         142        146        153        157        162        167        171         176         182         187         191        196         201        
Oslo Nord / Øst 48             34           35          35          35          36          37          38          38          39          40           41           42          43           44          
Stavanger 139           139         145        152        157        162        168        174        178         184         190         197         201        205         209        
Total 1.104      1.108    1.152    1.181    1.226    1.262    1.301    1.340   1.376    1.417    1.460     1.503     1.539    1.576     1.613    
Growth 0,4 % 4,0 % 2,5 % 3,9 % 2,9 % 3,1 % 3,0 % 2,6 % 3,0 % 3,0 % 3,0 % 2,4 % 2,4 % 2,4 %
NOK/sqm 1.581      1.672    1.742    1.813    1.896    1.951    2.012    2.072   2.127    2.192    2.257     2.324     2.379    2.436     2.494    
Growth 6% 4,2% 4,1% 4,6% 2,9% 3,1% 3,0% 2,6% 3,0% 3,0% 2,9% 2,4% 2,4% 2,4%  
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MARKET PRICES 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Rental Rev at market price (mNOK)
CBD Oslo 485,12      475,42    461,16   461,16   468,07   479,77   491,77    504,06   516,67    529,58    542,82     556,39     570,30    584,56     599,17   
Skøyen 261,29      258,68    256,09   258,65   263,83   270,42   277,18    284,11   291,22    298,50    305,96     313,61     321,45    329,48     337,72   
Oslo Vest /Lysaker/Fornebu 277,97      244,53    242,08   244,50   249,39   255,63   262,02    268,57   275,28    282,17    289,22     296,45     303,86    311,46     319,24   
Nydalen 177,16      177,16    173,61   171,88   174,45   178,82   183,29    187,87   192,56    197,38    202,31     207,37     212,56    217,87     223,32   
Oslo Nord / Øst 55,80        37,93      37,17     36,80     37,35     38,29     39,24      40,22     41,23      42,26      43,32      44,40      45,51      46,65      47,81     
Stavanger 176,01      174,35    179,58   184,07   188,67   193,38   198,22    203,17   208,25    213,46    218,80     224,27     229,87    235,62     241,51   
Total Rental Rev 1.433,94    1.368,06 1.349,69 1.357,06 1.381,77 1.416,31 1.451,72 ##### 1.525,21 1.563,34 1.602,43  1.642,49  1.683,55 1.725,64  1.768,78 

-4,87% -4,59% -1,34% 0,55% 1,82% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50%
29,14% 22,47% 15,95% 11,98% 9,05% 8,60% 7,95% 7,44% 7,31% 6,74% 6,22% 5,76% 5,88% 5,99% 6,11%

Market price NOK/sqm
CBD Oslo 2.814        2.758      2.675     2.675     2.715     2.783     2.853      2.924     2.997      3.072      3.149      3.228      3.308      3.391      3.476     
Skøyen 2.225        2.203      2.181     2.203     2.247     2.303     2.361      2.420     2.480      2.542      2.606      2.671      2.737      2.806      2.876     
Oslo Vest /Lysaker/Fornebu 1.953        1.933      1.914     1.933     1.972     2.021     2.071      2.123     2.176      2.231      2.286      2.344      2.402      2.462      2.524     
Nydalen 1.598        1.598      1.566     1.551     1.574     1.613     1.654      1.695     1.737      1.781      1.825      1.871      1.918      1.966      2.015     
Oslo Nord / Øst 1.434        1.434      1.405     1.391     1.412     1.447     1.483      1.520     1.558      1.597      1.637      1.678      1.720      1.763      1.807     
Stavanger 1.462        1.520      1.566     1.605     1.645     1.686     1.728      1.771     1.816      1.861      1.907      1.955      2.004      2.054      2.106     
Average market price NPRO portfolio 2.042        2.047      2.020     2.031     2.068     2.119     2.172      2.227     2.282      2.339      2.398      2.458      2.519      2.582      2.647     
Growth -0,26% 0,27% -1,34% 0,55% 1,82% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50% 2,50%
Uplift potential 29,14% 22,47% 15,95% 11,98% 9,05% 8,60% 7,95% 7,44% 7,31% 6,74% 6,22% 5,76% 5,88% 5,99% 6,11%  
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Appendix 6.2 
Growth rates GDP Inflation

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Norway 1,9% 2,3% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5%
Sweden 3,0% 2,8% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0%
Finland 2,9% 2,6% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0%
Denmark 2,0% 1,5% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0% 2,0%

 
Source: Reuters  
 
 

Appendix 6.3 
 
 Forecast drivers for the income statement 
 Commercial Property expenses / Revenues 4,86% 6,09% 6,6 % 6,6 % 6,6 % 6,6 % 6,6 % 2013E<
 Investment in portfolio / Investment properties t-1 0,0 % 0,0 % 0,0 % 0,0 % 0,0 % 1,0 %
 Hotel Property expenses / Revenues #DIV/0! 10,8 % 10,00% 9,80% 9,50% 9,00% 9,00%
 Total Other Operating cost / Revenues 10,20% 6,45% 7,00% 7,00% 7,00% 7,00% 7,00%
 Total Operating costs/ Revenues 15,19% 13,33% 16,59% 16,58% 16,48% 16,21% 16,27%

 EBIT/ Revenues 84,81% 86,67% 83,41% 83,42% 83,52% 83,79% 83,73% 80,0 %

 Depreciation / Net PPE (beginning year) 0,07% 40% 40% 40% 40% 40% 40%

 Gain Fair value adjustment / Investment property 
(beginning) 8,8%
 Gain from sales of property / Investment property 
(beginning) 0,1%

 Financial income / beginning year Cash and cash 
equivalents 5,44% 4,80% 4,80% 4,80% 4,80% 4,80%
 Financial expense / beginning years Debt  8,73% 5,44% 5,50% 5,50% 6,00% 6,00%
 Derivatives gains (losses) (0) 
 Currency gains (losses)  (0) 

 Operating Tax rate (tax on EBIT/EBIT) 58,6% 60,8% 23,1% 42,3% 27,8% 22,7% 41,7%
 Marginal Tax rate 28,0% 28,0% 28,0% 28,0% 28,0% 28,0% 28,0% 28,0%

 Minority interests/profits 0,23% 0,29% 0,00% 0,00% 0,00% 0,00% 0,00%  
Source: own contribution 
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Appendix 6.4 
 
 Forecast drivers for the Balance Sheet 2006 2007 2008E 2009E 2010E 2011E 2012E 2013E
 Operating working capital / revenue -26,6% -24,3% -5,6% -25,9% -25,9% -25,9% -25,9% -26,00%
 Accounts receivables / Revenue 18,9% 15,6% 15,0 % 15,0 % 15,0 % 15,0 % 15,0 %
 Working Cash / Revenue 0,65% 0,65% 0,65% 0,65% 0,65% 0,65% 0,65%
 Seller Guarantees for future rent / Revenue 22,0% 0,5% 0,00% 0,00% 0,00% 0,00% 0,00%
 Accounts payable / Revenue 27,8% 3,7% 6,5 % 6,5 % 6,5 % 6,5 % 6,5 %
 Other liabilities / Revenue 40,3% 37,3% 35,0 % 35,0 % 35,0 % 35,0 % 35,0 %

 Tangible assets 
 Net PPE / Revenue 279,76% 0,25% 0,65% 0,65% 0,65% 0,65% 0,65% 0,65%

 Intangible assets 
 Goodwill (held constant) -           1.065,0      1.065,0           1.065,0     1.065,0       1.065,0       1.065,0       

 Property costs / Revenue 4,86% 8,06% 16,60% 16,40% 16,10% 15,60% 15,60% 15,6 %
 Yield commercial 3,12% 4,46% 5,20% 5,40% 5,60% 6,00% 6,00%
 Yield hotel 6,71% 6,90% 7,00% 7,20% 7,20% 7,20%
 Yield Total 3,12% 4,38% 6,27 % 6,18 % 6,39 % 6,69 % 6,69 % 6,5 %

 NOI 394,6       1.114,3      1.739,4           1.766,3     1.824,5       1.872,4       1.929,4       
 tax 28% 28% 28% 28% 28% 28%  
Source: own contribution 
 

Appendix 7.1 
RISK FREE RATE

apr-07 4,71%
may 07 4,88%
june-07 5,19%
july-07 5,10%
aug-07 4,91%
sep-07 4,81%
oct-07 4,91%
nov-07 4,76%
dec-07 4,66%
jan-08 4,52%
feb-08 4,39%

mar-08 4,28%
Average 4,76% 5,00%

10 year government bond (percent)

 
Source: own contribution based on data from Norges Bank 
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Appendix 7.2 
 
SUMMARY OUTPUT

Regression Statistics
Multiple R 0,518498839

R Square 0,268841046

Adjusted R Square 0,25909226

Standard Error 0,040206641

Observations 77

ANOVA

df SS MS F ignificance F
Regression 1 0,044580058 0,04458 27,57687 1,36E-06

Residual 75 0,121243051 0,001617

Total 76 0,165823109

Coefficients Standard Error t Stat P-value Lower 95%Upper 95%ower 95,0%Upper 95,0%
Intercept -0,004744527 0,004582125 -1,03544 0,303789 -0,01387 0,004384 -0,01387 0,004384

X Variable 1 0,888457419 0,169185874 5,251369 1,36E-06 0,551422 1,225493 0,551422 1,225493

Weekly observations

 
 
Source: Own contribution 


