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Executive summary 

The general purpose of this thesis is to estimate the share value of B&O on August 15th 2012.  

The valuation is based upon strategic and financial analyses, where both qualitative and quantitative 

measures have been used.  

The strategic analysis of B&O has been constituted by different models selected with regards to the three 

basic levels of strategic analysis; the macro environmental level, the industry specific level and the 

company specific level.  

The macro level was examined through a P.E.S.T. analysis in order to establish an understanding of the 

relevant aspects in these categories. The industry specific level has been examined through Porter’s 

Generic Strategies as well as a Porter’s Five Forces, while the company specific level has been examined 

through a Value Chain Analysis and a McKinsey model while the new sub brand B&O Play was further 

analyzed through Aakers Strategic Brand Model.  

Overall, the strategic analysis of B&O and their context indicated a large market potential, as especially 

the BRIC markets and herein China in particular, is experiencing exceptional growth as well as a 

preference towards European luxury goods, why B&O through their new partnership with Sparkle Roll 

and A Capital   is positioned effectively in order to get into the market. 

In the financial statement analysis it was shown that a positive trend had been achieved over the last two 

accounting periods, why the expectations to the new strategic approach constituted by the Leaner, Faster, 

Stronger initiative were high. It was also shown that both the B&O Play and the automotive segments have 

experienced strong growth, why both are being considered growth drivers going forwards.  

The forecasting scenarios creating the foundation for the subsequent valuation of B&O has been 

constituted of 5 different scenarios, each with a separate weighting in order to account for the specific 

nature and the uncertainty and risk pertaining to the different scenarios.  

The consequent WACC used to value B&O was calculated to 9,66% based on the findings in the previous 

analysis and the section regarding WACC. 

The DCF and the EVA valuation methods were both used, each reaching the share value of B&O on 

August 15th 2012 as 91,35 DKK, subsequently indicating a 17% undervalued B&O market share price on 

the given date.  

The subsequent sensitivity analysis has shown that the value estimation can potentially change 

significantly as a result of changes in underlying WACC, but based on the previous findings, the estimated 

share value of B&O on August 15th of 91,35 DKK is believed to be representative of B&O’s current 

situation and true value. 
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1.Introduction  

B&O has always been known and recognized as a high-end luxury electronics brand with an expressed 

emphasis on quality and valuable design. The focus and unique profile of B&O has made the brand what it 

is today, which is an international exclusive brand that targets the wealthy, quality and design oriented 

consumers who are willing to pay a steep premium for a top-end product widely recognized as being 

among the best in sound and design worldwide.  

The historically targeted segments by B&O have only accounted for a small part of the collective market 

for electronics, as the segmentation has been characterized by the luxury niche market that the company 

has been an integral part of. Through the last decade, the rapid technological development and increasing 

amount of competitors extending their brand product-lines in order to in part compete in the high-end 

luxury niche market has subsequently led to an intensified competitive landscape which has pressured 

B&O increasingly. Adding to this the financial crisis and following recession that has facilitated 

continuing deterioration in the financial state for both companies and consumers, B&O has been 

experiencing devastating results resulting in questions regarding the sustainability of the company. As a 

consequence of the financial state of the company, B&O launched a new corporate strategy called 

“Leaner, Stronger, Faster” which is initiated to improve on the current conditions in order to make the 

company more competitive. The interesting aspect about this particular strategy however, is the statement 

that B&O expects to reach its full potential over a 5 year period resulting in a level of revenues around 8-

10 billion DKK and a consequent EBIT margin of 12% - both significant improvements from the current 

state, and it is expected that the internal value drivers will be able to achieve it through the initiatives 

introduced in B&O. The aspect that ensures that the specific case is especially interesting is that it supplies 

a good fit with Koller’s findings regarding the most influential drivers with regards to facilitating 

mispricing in the market place. His notion regarding companies that expect high growth scenarios 

primarily driven by expansions into emerging markets are interesting as it is fitting for the situation 

regarding B&O, where it would then indicate that a mispricing could be expected to occur.i The reason for 

the increased expectancy of mispricing in these scenarios is due to the mental state of investors, as fear or 

excessive caution seems to indicate that investment opportunities with a higher risk profile are avoided in 

for safer alternatives. This is especially expected to apply after the financial crisis, as the fear is greater in 

this period than it has been before.  

In the case of B&O this would indicate a potential mispricing, which would consequently represent a 

lucrative investment opportunity, why the intents and purpose of this thesis will be to conduct a valuation 

of B&O in order to examine if this is also truly the case. 

1.1Problem statement  

Based on the introduction, the main research question for this thesis is: 

 “What is the value of B&O and how does it compare to the current market price?” 

To help answer the main research question above, the five folllowing sub-questions has been stipulated:  
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“Who is B&O and what do they stand for?”  (Chapter 2) 

“What is the strategic context of B&O?” (Chapter 3) 

“How is the financial performance of B&O?” (Chapter 4) 

“How is B&O likely to perform going forward? ” (Chapter 5) 

“Based on our findings and obtained insights, what is the value of B&O?” (Chapter 6)  

- Presentation (chapter 2) 

“Who is B&O and what do they stand for?”   

In order to facilitate a representative valuation, it is naturally essential for the valuator to know who the 

valued company is as well as what they stand for in their business. What is the historical background of the 

company and how has it become what it is today? What has subsequently become the basis of the 

business? The fundamental knowledge pertaining to the vision of the company, like also the stated goals, 

the strategic direction and the influence of management all constitute aspects of B&O that allows for the 

subsequent analyses to take current and historical company specific information into account, which in 

effect facilitates an improved understanding of how the company should be analyzed and evaluated in the 

subsequent sections. Because of this, it is imperative that the nature of the business in B&O is described, 

subsequently aiding the understanding of who B&O is. 

- Strategic analysis (chapter 3) 

“What is the strategic context of B&O?”  

When it has been described who is being valued, it is equally important to understand the context in which 

they are being valued. What aspects apply to the company and its context? Is the strategic situation 

positive or negative going forward? How does B&O figure to handle the context it is a part of?  

In order to understand what context B&O exists in, it is helpful to divide the evaluation up into elements 

pertaining to different specific parts of the context. How is the macro environmental context for B&O? 

This is an essential aspect of the valuation as it ensures that the outsights of the markets are taken into 

account, which is essential when evaluating the more specific parts of the strategic context. Like for 

instance, what industry does B&O exist in? And subsequently, how is the industrial context looking right 

now and into the future? These evaluations allow for a more thorough understanding of the context, but it 

is not until the company specific aspects are incorporated that the entire picture is depicted, as the 

information is then able to deduce how the context is now, how it is expected to develop, how B&O itself 

will be able to exist therein, and subsequently which elements is expected to constitute growth drivers for 

the company. All of these aspects are imperative in order to fully understand the potential of B&O in its 

current context. 

- Financial statement analysis (chapter 4) 
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“How is the financial performance of B&O?”  

When the potential has been asessed through the strategic analysis, it can be discovered how the financial 

performance is evaluated, as this then constitutes a significant element in the ability of the company to 

realize the estimated potential.  How has the historical performance developed? What has been done in 

order to ensure that the performance is continued or even improved? Which aspects are expected to 

change? Many elements can be evaluated in order to determine what value drivers that are expected to 

contribute to the future value of the company, and it is through the understanding of the financial capacity 

that it will be possible to reflect upon whether and to what degree the company will be able to make use of 

the potential in the markets as well as avoid the threats. 

- Forecasting and budgeting (chapter 5) 

“How is B&O likely to perform going forward? ”  

When the potential of B&O in the current context has been evaluated, as well as the value drivers and 

financial capacity has been analyzed, deducing to what degree the findings will be expected to match up 

represents the key aspect before the valuation itself can take place.  

Which growth and value drivers are expected to facilitate growth and value? Which will not? How is the 

financial capacity expected to develop in the scheme of the context? Many aspects will have to be 

evaluated and estimated, including how the company and different growth and value drivers will develop 

provided that certain premises are upheld. 

- Valuation (chapter 5) 

“Based on our findings and obtained insights, what is the value of B&O?”  

When the expectations and forecasting has been done, it has been based on the thorough knowledge 

accumulated throughout the preceding aspects describing the context and B&O’s ability to navigate in it, 

which entails that the fundamental basis for the valuation has been created. However, how should the 

value then be determined? What approach is most representative in the case of B&O? How should the risk 

be accounted for in the valuation? Many aspects, values and calculations have to be evaluated in order to 

account for an estimated value, and when it is calculated how representative is this value then? And how 

sensitive will it be to realistic changes in determining elements of the selected valuation model?  Once all 

these elements have been accounted for, the estimated value of B&O can be calculated, which would then 

also apply the foundation for the last part of the thesis, an evaluation of how the estimated value 

differentiates from the real market value of B&O, and is the market value truly undervaluing the company 

based on the expectations to growth in emerging markets? 

1.2Methodology 

When evaluating a company there are numerous models and analytical tools one can use to examine and 

analyze the situation and context relevant to the company. In this section the subsequent chosen models 

will briefly be touched upon while the reasons of the specific choices will be elaborated.  
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1.2.1Presentation 

Following the preliminary section, the presentation creates a basic understanding of the history of B&O 

and their historical development. Relevant aspects of the company will be presented briefly in quantitative 

as well as qualitative measures in order to further the understanding of the company, which will 

subsequently be instrumental in the later parts of the analysis of B&O. 

1.2.2Strategic analysis  

The strategic analysis will be based on three different levels ranging from a macro level to a company 

specific level. The analysis of these three levels will supply a thorough insight into the current state of 

B&O as well as the subsequent future opportunities and challenges.  

On the macro environmental level the P.E.S.T. -model will be used to evaluate the effect which different 

influential macro factors and trends have on B&O at the present time and in the future. Both aspects 

pertaining to the current business environment of B&O as well as those constituted by the expansion into 

the BRIC regions will be examined in order to evaluate the context relevant to the current situation as well 

as the future of the company.  

On the industry level the Porter’s Five Forces model will be applied in order to help identify key elements 

of the industry through both external as well as internal factors, which consequently will emphasize and 

evaluate the important aspects of the strategic approach in B&O. Additionally it will supply an 

understanding of the overall attractiveness of the industry, which will help facilitate an accurate 

assessment of the expected future performance of B&O in the Forecasting and Budgeting chapter. The 

Porter’s Five Forces framework has been selected ahead of other frameworks as it constitutes a 

representative framework in order to create an overview and understanding of the context B&O exists in 

for the subsequent usage in a valuation.ii Especially the incorporation of both internal and external factors 

has been influential in the selection of the model, as the Resource Based View (RBV) framework which 

constitutes the main alternative framework at the industry level does not.iii Porter’s Generic Strategies has 

been selected to complement the Porter’s Five Forces framework where it will create an understanding and 

visualization of the competitive landscape that applies to the context and industry that B&O exists in, as it 

supplies an easily comprehensible charting of the positioning of the competitors and of B&O.iv 

On the company level three different models and frameworks will be utilized in the analysis. The first of 

these is constituted by Aakers Strategic Brand Analysis model, which is a uniquely selected part of a more 

comprehensive framework designed to help companies in the construction of new brands.v The framework 

and other related theories will be instrumental in the evaluation of B&O’s new sub-brand B&O Play where 

it will identify and display both the risks and the opportunities that it carries with it. Additionally to the 

Strategic Brand Analysis, the GE McKinsey matrix and the Porter’s Value Chain framework will be used 

in order to create a thorough analytical approach to the company level. The GE McKinsey matrix will 

supply an overview of the different SBU’s as well as an evaluation of their potential going forward, 

thereby creating an understanding of where the value and growth expectedly will be created in the future. 

The selection of this model is predominantly due to the fact that it effectively incorporates several 
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additional factors in the assessment of the market attractiveness and competitive strength than alternative 

frameworks like the BCG matrix does, why it subsequently expectedly represents a more thorough and 

complete analysis.vi Porter’s value chain framework has been selected because of the models ability to 

effectively and comprehensibly break down the activities of an organization into strategically relevant 

pieces, hereby supplying a clear understanding of how and where value is created through the processes of 

the organization, as well as the internal relationship between input and output.vii The latter part represents 

an essential aspect for B&O to consider, as the input to output ratio has been criticized by investors and 

analysts alike. The value of the model is only furthered by the managerial and strategic changes of late, as 

the model will be able to examine in what way the new strategic direction will influence the value chain 

going forward, effectively evaluating what type of impact it is expected to have on future performance and 

as a result the value of the company. 

Rounding off the strategic analysis Albert Humphrey’s S.W.O.T. analysis will be applied in order to 

gather and sum up the influential and relevant aspects of the findings from the different analytical parts of 

the strategic section. The analysis will capitalize on the previous analytical segments as it will clarify and 

emphasize aspects that are expected to be influential to the future of the company.viii 

1.2.3Financial statement analysis  

Through an analysis and evaluation of the key financial elements of B&O, this section will supply a deeper 

insight in the historical performance, risk profile and profitability of B&O. It will contain a thorough 

analysis of B&O’s accounting practices, which will be assessed and evaluated with regards to quality, on 

which basis proper corrections will be made to improve the quality of the statements in order to ensure the 

most correct figures with regards to the further analysis of B&O. The evaluated statements will be used in 

a Du-Pont analysis, which will supply a comprehensive understanding of the financial performance in 

B&O, as well as the different value drivers relevant in the company. The analytical findings in this section 

paired with the findings of the preceding strategic analysis will create the basis for the consequent 

forecasting and budgeting, which will eventually make up the foundation for the valuation of B&O.ix 

1.2.4Forecasting and budgeting  

This section will be based upon the preceding analytical findings, where they will facilitate the projections 

of the future performance in B&O. The projections found will supply the foundation for the valuation of 

B&O, why they are an essential and decisive aspect of the final conclusion of the thesis. The Forecasting 

and Budgeting chapter includes two essential elements which have to be determined in order to create a 

representative forecasting as a foundation for the subsequent valuation. The first of these elements is 

constituted by the selected length of the forecasting period, where it is essential that B&O has reached its 

steady state before entering the terminal period. As the terminal value is described by a perpetuity upon the 

assumption of an on-going company in steady state, an erroneous assumption hereof would lead to either 

an under- or an overestimation of the company value based on the large relative size of the terminal value.  
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The second element that is essential to the forecasting is the level of detail used. As the difficulty and 

uncertainty of forecasting into the future increases with the timeframe, using some degree of aggregation 

often constitutes the best and most representative approach to the decided level.x 

1.2.5Valuation and sensitivity analysis  

The valuation of B&O will be based on two different valuation methods and five different forecasted 

scenarios in order to limit any risks of error. Of the selected valuation methods, the primary method will be 

constituted by the DCF model.  

The DCF model supplies a theoretically correct way of valuating a company, as it utilizes the value of all 

future cash flows to estimate the current worth. Because of this, it is currently the most widely used 

method for valuations by professionalsxi, and only seldom is a valuation concluded without some kind of 

DCF approach having been used in the process. However, as the model is based on a wide array of 

subjective estimations, the DCF model has several shortcomings that can be very influential on the 

valuation, where especially poorly estimated forecasts can subsequently lead to severely misleading and 

incorrect valuation values. In order to minimize the uncertainties that are embedded with the DCF model, 

it is essential that all aspects of the analytical findings and uncertainties are included in the forecasts and 

the selected discount rate, as simplistically estimated forecasts or discount rates will cause a significantly 

increased uncertainty regarding the valuation.xii  

In order to reduce the risk of error further, B&O will additionally be valuated using an EVA model to 

complement the findings of the DCF, as the EVA model is focused on financial measures like the ROIC as 

well as the invested capital rather than on future cash flows like the DCF model. Based on the same 

assumptions, the DCF and the EVA models should theoretically supply the same value, why the usage of 

both models will be used to control the calculated valuations from both, consequently ensuring that the 

they technically have been conducted correctly.xiii  

Both the DCF and the EVA models are in the net present value category, why other valuation methods 

such as relative valuation methods based on the pricing of similar companies could be used to supplement 

the models used. However, as B&O is a company that in most aspects is very unique, it is not realistically 

possible to find a well-priced peer group with recent representative data to compare with, why the focus on 

the net present value models will supply the most relevant and representative valuation of B&O, thus 

supplying the investors and the reader with the best possible valuation. Further argumentation for the 

selection of the DCF and EVA models will be supplied in the Valuation chapter. 

Because of the large degree of uncertainty that is presented when analyzing a company and using 

forecasting estimates as the basis of the valuation, however well estimated and well-founded they may be, 

a thorough sensitivity analysis will be established to create an understanding of the representativeness of 

the value of B&O found through the valuation. Key value drivers of the valuation method will be selected 

in order to ensure that the sensitivity will be measured against relevant variables, subsequently enabling 

the analysis to represent a realistic and representative overview of potential differences caused by the 

uncertainty embedded with the valuation process.  
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1.3Limitations 

The valuation of B&O will be made on an external standalone basis, why potential synergies and take over 

premiums will not be included or touched upon in this thesis.  

The cut-off date selected for the thesis has been determined as August 15th 2012, as it constitutes the day 

that the annual income statement was released for the last year, allowing for an inclusion of relevant data. 

The reasoning behind the relatively late cut-off is the limitations that would be embedded with the 

selection of an earlier date, as it would not allow for the usage of the most recent data, which in the case of 

B&O has been essential in order to write a relevant and accurate strategic valuation in the wake of the new 

managerial and strategic changes.  

Despite the large amount of different valuation models that are available, no other methods than the ones 

selected will be used or explained in the thesis.  

1.4Source criticism 

The purpose of this thesis is to estimate a representative value of B&O through an exterior valuation, why 

the analyses and subsequent aspects of the valuation will be based solely on public accessible secondary 

data. The thesis will utilize a variety of retainable information including annual reports and press-releases 

from B&O, statistical data from selected databases, published research papers, news from news-papers, 

magazines and selected web based news organs as well as interviews, reviews and other likening 

information gathered through both hard copy sources as well as the internet. As the valuation will then be 

conducted on the basis of the collected data from various sources, it is essential that the data used is 

evaluated with regards to the validity, reliability and robustness of the informationxiv, as the use of non-

representative data and information can potentially be detrimental to the forecasts and subsequently the 

calculated estimate of the value. 

The information gathered through the annual reports from B&O constitutes values that are valid, but as the 

expectations and explanations of the current state of the company are done by the company itself, a 

subjective influence on areas open to interpretation is to be expected. The subjective aspect is relevant to 

all qualitative sources, as these will expectedly be embedded with a larger degree of bias than quantitative 

data sources which are reviewed by external accountants in order to ensure the validity of the information. 

Because of this, any industry or market related statistics acquired from a known source like Euromonitor, 

Datamonitor, Bloomberg and the likes is expected to be less biased than the qualitative sources used.  

The sources and the information that will be used in the thesis will be evaluated in order to ensure that it 

represents a valid and representative information flow, while the subsequent analyses and findings will 

take the expected bias from especially qualitative sources into account, subsequently ensuring that 

potential adjustments are made to the degree that it is necessary. 
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2Presentation  

2.1History  

Today Bang & Olufsen is a global electronics manufacturer known throughout the world for its 

sophisticated and innovatively designed products. Owning B&O products has been and still is associated 

with status, exclusive living as well as good taste in design and quality.  

The foundation for B&O was built in 1925 when the two engineers Peter Bang and Svend Olufsen decided 

to combine their shared passion for radio transmissions, consequently establishing the Bang & Olufsen 

Company on the 17th of November that same year.  

The first commercially available product developed by the two engineers was the B&O Eliminator in 

1927, which contrarily to the norm at the time could be plugged directly into the power outlet instead of 

being battery-operated as the competing products were. The timing of the eliminator was essential to the 

success of the product, as electricity was rapidly becoming commonplace in Danish households throughout 

this period, why B&O was able to ride the success of the eliminator to the subsequent construction of the 

first B&O production facility in Struer.  

During the 1950’s and 1960’s B&O established the company as a major player in the Danish consumer 

electronics market where it rapidly became widely known as “The Danish Quality Brand”.  

In the late 1960’s several Asian competitors utilizing their advantages from substantial lower wages and 

superior efficiency, began flooding the markets with cheaply produced alternative products, which as a 

result led to many Danish and European electronics manufactures being forced out of businessxv. Deciding 

not to compete on prices, B&O realized that in order to become able to effectively compete and survive 

this new competitive landscape, they had to differentiate themselves and provide products that were not 

comparable to the cheaply produced ones supplied by the Asian competitors. Through the collaboration 

with established architects and designers, they were able to turn the focus of the company towards a more 

unique and innovative concept of products, where design and quality would prevail as the primary value 

drivers going forward. This was a pivotal time and decision in the history of B&O, as it essentially 

constitutes the point where B&O implemented the values and ideals that they are known for today.  

In the 1980’s and early 1990’s B&O started experiencing difficulties with their earnings, why a new 

distribution strategy was developed and initiated to counter the issue. The strategy stated that B&O was no 

longer to be sold in multi brand radio/TV stores as it had been done previously, now instead being sold 

through dedicated retailers which exclusively dealt in B&O products (B1 stores), thereby increasing brand 

awareness, exclusiveness, level of service while ensuring that all employees had intricate knowledge of the 

different B&O products they were selling.  

In the late 1990’s and 2000’s B&O increased the scope of operations from exclusively focusing on 

consumer electronics, to also having different divisions in the business to business markets. The first 

initiative to support this new scope was a joint venture with Karsten Nielsen in 1999, which resulted in the 

subsidiary company ICE Power that produces fully integrated amplifiers. After this, B&O expanded into 
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the luxury automotive sector and the hotel sector, where they began developing, producing and selling 

exclusive luxury audio and video systems and products.  

Most recently in the wake of the financial crisis, economic downturn and reduced growth in the primary 

European video/audio market, B&O launched a new corporate strategy in august of 2011 called “Leaner, 

Faster, Stronger”. The goal of this new corporate strategy is for B&O to realize its full potential over the 

course of the coming five years (for a more extensive description see strategy section). The first steps 

towards realizing this strategy have been initiated in 2012, with the first of these being the launch of a new 

sub brand intended to reach a new and younger demographic with a more youthful feel and significantly 

lower prices compared to the original B&O products. The second step has been entering into a strategic 

partnership with the Chinese companies Sparkle Roll and A Capital, which both specializes in the 

distribution, branding and selling of Western products on the Chinese luxury markets. The reasoning 

behind these strategic partnerships is to facilitate an accelerated establishment and growth on the Chinese 

market, as it constitutes the largest and fastest growing luxury market in the world.   

2.2Corporate Structure   

Bang & Olufsen A/S is the parent company in the B&O group, which includes several subsidiaries placed 

in different geographical locations both in Denmark and abroad as displayed by the figure below.  

Figure 1: B&O group’s overall corporate structure  

 

Note: From the 11/12 income statement  

Bang & Olufsen Operations A/S is the entity responsible for purchasing, production and logistics as well 

as all sales by the group.  

Bang & Olufsen s.r.o. constitutes a B&O factory that handles production and development of some of the 

group’s audio products, which is located in Koprivnice in the Czech Republic.  

OÜ BO-Soft is a subsidiary located in Tallinn Estonia which develops the software used in B&O products.  

Bang & Olufsen ICE Power A/S develops and produces the highly efficient and B&O patented amplifier 

technology which B&O both uses and sells. In addition to this, it also handles, sells and markets the 

unbranded part of the amplifier business.  
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Bang & Olufsen GPS Taiwan is the last of the five subsidiaries, and constitutes a sourcing company 

located in Taipei City in Taiwan.  

2.3Corporate Governance  

As a publicly traded company B&O has to be in compliance with current corporate governance 

regulations, while the recommendations are on a comply or explain basis according to the Danish Financial 

Statement Act sec 107b. B&O consequently comply with all the recommendation given, while they also 

go above and beyond with a lot of the recommendation, as they are supplying detailed explanations as to 

what actions the company is taking in order to ensure that they are in compliance, a feature which is not 

required by law. The overview of B&O indicates a company where the different aspects of corporate 

governance are being accounted for properly, with no current issues to be aware of.  

2.4Board of Directors and Management  

B&O has a traditional two tier corporate hierarchy system consisting of a Board of Directors and a Board 

of Managers. The Board of Directors is made up of a Chairman, a Deputy Chairman, 4 Directors and 3 

employee elected representatives. The Board of Managers constitutes the top manager and is made up of a 

CEO, a CFO, a President of Operations and a President of Sales & Marketing. It is general practice in 

Denmark that the two boards act independently of each other while having different responsibilities, which 

is also the case in B&O.  

The Board of Directors act in the interest of the share-holders, supervise the work of top management and 

are responsible for the overall strategic direction of the company. The Board of Managers on the other 

hand is responsible for the day-to-day management of the company.  Both boards have experienced a 

number of changes in mainly the top posts through recent years, most recently with the appointment of 

Tue Mantoni as the new CEO on March 1st 2011.  

The two subsequent sections will briefly evaluate each of the two boards with a focus on new key figures, 

selected changes and the reason as to why those changes happened. 

2.4.1Board of Directors  

As previously mentioned, the recent years have brought about a turbulent development in B&O, starting 

with the natural departure of chairman through almost 20 years Jørgen Worning who had to leave the 

chairman post because he reached the company policy age limit of 70. His departure resulted in a 

perceived internal power struggle to close out 2010, which subsequently ended with the newly appointed 

chairman Brian Pedersen stepping down after a meager six weeks in office, as well as the firing of former 

CEO Kalle Hvidt Nielsen shortly thereafter. Both were replaced with existing members of the board; Ole 

Andersen and Tue Mantoni, the current holders of the Chairman and CEO post. The untimely firing and 

departure of two top figures in B&O, as well as the subsequent replacement with two members of the 

board, indicates that there must have been a significant difference of opinion within the board regarding 

the future strategic direction of B&O, which then escalated into an internal power struggle with Ole 

Andersen and Tue Mantoni emerging as the winners.   
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2.4.1.1Ole Andersen:  

It would stand to reason that Andersen has been a significant influence in the development of the 

ambitious five-year strategic plan Leaner, Faster, Stronger being implemented in the company in order to 

facilitate a tripling of the current revenue levels, effectively bringing B&O back to the previous golden 

years. He was initially appointed to the board in 2009 after which he quickly made his influence and 

ambitions known emerging as the new Chairman of the Board of Directors after the previously mentioned 

presumed power struggle.  

The rapid development since his only recent introduction to the board is not a surprise, as his successful 

track record would indicate that his level of ambitions and abilities could be of use to a company like 

B&O. Previously he was referred to as “the private equity king” because of his many years as a leading 

partner at EQT. He was known as guy with flair, a very sharp eye for value creation and a unique ability to 

comprehend the industry the company is engaged in. Based on his previous occupation, it is no 

coincidence that the new corporate strategy plan in B&O has a time frame and is more specific and 

detailed than they have been in B&O before, as those are key concepts in the private equity world where 

results within a limited timeframe is an essential determinant in creating a satisfying return.   

 

2.4.2Board of Managers  

As mentioned, the presumed power struggle led to former CEO Kalle Hvidt Nielsen losing his job while 

being replaced by former Board of Directors’ member and new CEO Tue Mantoni. What facilitated the 

change is speculative, but evaluating Tue Mantoni’s impressive CV and former position as CEO of 

Triumph, a British luxury company with many similarities to B&O, it stands to reason that Mantoni 

supplied the profile needed to help turn the development around and implement the new strategic 

approach.   

2.4.2.1Tue Mantoni:  

Mantoni has come into B&O with an ambition and determination that has led to renewed hope for the 

company, as the focus and emphasis on realizing the 5 year strategy plan has already led to significant 

changes and initiatives. Since Mantoni became the CEO, B&O has presented several new initiatives with 

the new sub-brand B&O Play, the retail collaboration with Apple and the new strategic partnership with 

Sparkle Roll and A Capital as the most significant.  

The new strategic approach is still only in the early stage, why it is not yet possible to foresee what long 

term effect these changes will have on the bottom-line. The extraordinary expectations encumber the 

highly ambitious 5-year goal of tripling the current revenue with a significant uncertainty that is still being 

assessed as the initiatives unfolds. However, Mantoni has proven that he could facilitate great growth in 

revenues before, as his time in Triumph Motorcycles led to an impressive 8-year period, the last three as 

CEO, where the company managed to reestablish the company while tripling their revenues.  

As Mantoni had already been on the Board of Directors in B&O for 18 months when he was appointed 

CEO, while the circumstances around the appointment was the result of a perceived power struggle, it 

indicates that the thoughts on the direction of B&O is currently coherent between the two boards.  After 
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the managerial changes, B&O thus comes off as a determined and confident company who is willing to 

hire proven assistance and do what is needed in order to reach the ambitious goals set by the new 

management.  

 

2.5Ownership structure  

B&O is a publicly traded company that is listed on the NASDAQ OMX stock exchange under the mid cap 

section with a current market cap of approximately 2,5 billion DKK fluctuating with the price of the stock. 

The number of outstanding shares is officially set at 36,24 million shares, but it has to be noted that the 

new strategic partnership with Sparkle Roll and A Capital, which was initiated on the 19 of July 2012, has 

led the Board of Directors to agree to an issuing of new shares, all of which will solely be directed to the 

Chinese partners as part of the agreed partnerships. The issuing of new shares has not yet been officially 

confirmed as of the cut-off date, as the Chinese partners have not yet obtained the necessary approvals 

from the Chinese authorities regarding the imminent overseas investments. As it stands at the moment the 

Chinese companies have until September 30th 2012 to attain the necessary approvals, as this date also 

constitutes the deadline for payment and registration of the new shares. The issuing will be made up of 

3,026 million shares, subsequently increasing the total number of shares to 39.270 million. The 

subscription price is set at 60.22 DKK per share which is calculated as the average closing price 30 days 

prior to July 19th, which effectively ensures that Sparkle Roll will attain 6.12 % of the total share capital 

and A Capital 1.59% after the new shares have been issued. The proceeds from the transaction will amount 

to 177 million DKK, which according to B&O will be used to initiate growth initiatives and general 

business purposes. The terms of the agreement states that the acquired shares cannot be traded until after 

August 1st 2014, except in connection with a tender offer, merger, etc.. 

B&O currently has approximately 33,000 unique shareholders of which 32,000 are resident in Denmark 

and accounts for 56% of the listed capital. B&O themselves own 92.507 shares, equating to 0.23% while 

the Board of Directors and Management have respectively 101.459 and 65.848 shares subsequently 

equating to 0.25% and 0.16%.  

All the percentages are computed based on the assumption that the Chinese strategic partnership will go 

through as planned, as the confirmation will only be granted after the cut-off date of this thesis.  

Table 2: Showing the major shareholder in B&O 

 

Note: Own creation using number from the 11/12 Company Income Statement 

 

Shareholder Number of shares Capital/votes %

Delta Lloyd Asset Management 6.201.154,00             15.79

Arbejdsmarkets Tillægspension 3.905.922,00             9.94

Sparkle Roll 2.403.324,00             6.12

Færchfonden 1.848.000,00             (4.70)
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The depicted table above shows the major shareholders in B&O, which is defined as individual or legal 

entities owning more than 5% of the capital in B&O. As was the case before, the table is computed with 

the assumption that the strategic partnership will be approved, which means that Sparkel Roll will become 

a major shareholder as depicted in the table. With regards to Færchfonden, it is depicted despite owning 

less than 5%, as it prior to the new assumed share issuing was a major shareholder with 5.10 % of the 

capital.  

2.6Corporate Strategy  

As previously mentioned, B&O has initiated a new 5-year strategic approach called Leaner, Faster, 

Stronger in august 2011, which stated goal it is to realize the  full potential of the company, believed to be 

constituted by revenues of approximately 8-10 billion DKK with a subsequent EBIT margin exceeding 

12%. It is believed that it can be accomplished by focusing on B&O’s key area of strengths while 

simultaneously building a more effective, globalized and customer-focused organization. The more 

concrete aspects of the process have been outlined in a number of steps, which will briefly be described in 

the subsequent section. 

1. Increasing the focus on sound and acoustics while leveraging partners for audio/video 

development and sourcing: 

The key aspect of the approach to this step is to realize and accept that B&O only constitutes one of the 

smaller players in the market, why they are not geared towards developing, marketing and selling every 

product from scratch. Because of this, focus has to evolve around the areas in which B&O has a 

comparable advantage, in turn creating a stronger value proposition for the consumers to experience. This 

change is expected to be facilitated by an increased and deeper vertical integration combined with 

increased knowledge sharing across the group within sound and acoustics. Additionally, an increased 

focus on internal competencies such as user experience mapping, concept development, innovative design 

and system integration will help the process, as these all represents areas that B&O considers strengths.  

In other areas like audio/video where the technological development is rapidly evolving, it is impossible 

for B&O to keep being in the forefront, why the focus to a larger extend will be to rely on partners for 

cutting edge technological development, which in turn is expected to ensure an increased effectiveness in 

product development going forward. 

2. Restructuring the retail network for increased customer focus and store profitability: 

This step is oriented around improving the current retail model and shifting focus from the stagnated 

European region to high growth emerging markets like China and India. With regards to the retail model in 

B&O, an increased focus on the possibilities of integrated audio & video solutions through larger store 

design and sales processes are used. This will result in a change away from the smaller exclusive high-

street stores that they have now, to store locations offering more space to make the above mentioned 

changes possible and attractive. As a result of this process, the number of stores in mature markets will 
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decrease over the next five years, while they will increase in the developing markets to ensure an effective 

entry. 

3. Launching a new product category and expanding the distribution: 

The product launch of B&O’s new sub-brand B&O Play which was initiated at the start of 2012 is aimed 

towards increased brand awareness and the attraction of new consumer segments. This is to be achieved by 

expanding the distribution, why B&O has entered into an agreement with Apple to carry the products in 

their stores throughout Europe and North America. Additionally, a new B&O branded online shop has 

been created in order to enable the purchase of products online. The sub-brand will consist of a number of 

stand-alone products and is seen as an important growth driver of the future. The intention of this step is to 

establish an incremental turnover addition to B&O’s existing portfolio, through the new consumer 

segments that has not previously been targeted.  

4. Expanding the business in BRIC markets:  

A significant part of future profits is expected to be derived by a geographical refocus towards growth 

markets, so called BRIC markets. India and especially China is set to be integral parts of this refocus as 

B&O has launched an aggressive growth strategy to establish a solid foundation in these markets. The 

strategic approach in China includes the establishment of a national sales office in Shanghai and further 

operations in Hong Kong and Southern China in order to offer full-scale support to customers and 

retailers. Even more significant is the strategic partnership with Sparkle Roll and A Capital, as it supplies 

B&O with a greatly improved access to resources and know-how regarding distribution, branding, local 

operations and the general way of business in China.  

5. Further strengthening the Automotive segment: 

The Automotive segment has been a successful initiative for B&O, why it constitutes an area that B&O is 

looking to further strengthen through the development of innovative sound systems and an expressed focus 

on creating value for its existing partner portfolio and potential new partners.  Potential new partners will 

be carefully evaluated due to the consideration of existing partners, as the association with exclusive B&O 

sound is a key incentive for current luxury partners. 

6. Creating a leaner and more agile organization with a global outlook 

In order for B&O to increase competitiveness going forward, a focus on a leaner, more agile and customer 

focused organization has been adapted. This focus is expected to establish a more efficient product 

development stage, while also enabling B&O to quickly respond to market changes. In order to achieve the 

stated goals it has been deemed necessary to flatten the organization and relocate sales and marketing 

departments to Copenhagen in the effort to attract top-qualified employees. Furthermore, significant 

changes are expected to happen with regards to the current supply-chain and manufacturing process, as it 

is essential to B&O that they are able to ensure a greater efficiency through the focus on core 

competencies and comparable advantages.  
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2.7Products  

B&O are active on both the B2C and B2B markets where they offer a variety of different products, which 

are subsequently organized into four different business segments. The B2C business line consists of 

B&O’s core A/V segment and the newly initiated B&O Play segment, while the B2B business line is 

mainly focused around the Automotive and ICE Power segments. General for all the products in the B&O 

family is the emphasized focus on key characteristics that embody the B&O brand such as exclusivity, 

great quality and innovative design.  

The following segments will introduce each of the four segments while evaluating on their specific 

philosophy, target audience, properties and product portfolios.  

2.7.1A/V (Audio and Video) 

As mentioned earlier the A/V product line is the core segment of B&O’s product portfolio and is 

essentially what most people identify with the brand B&O. The philosophy behind the line is to turn the 

act of listing to music or watching a movie into an experience for the senses facilitated by superior sound 

and picture quality, while aesthetically ensuring that the products emulate art when not used. The target 

audience is the wealthier consumer groups, especially those who valuates art and are style conscious, as 

the combination of innovative design and great quality is unique. The segment is composed of three main 

product series constituted by BeoVision, BeoSound and BeoLab which respectively represents the video, 

audio and acoustics part of the A/V product portfolio. 

The BeoVision series consists of 4 different TV’s ranging from 32’’- 104’’ in size and from 36.000-

638.000 DKK in price, while each supplies the consumer with slight differences with regards to design and 

properties in order to cover the wide range of needs and requirements that consumers might have. 

Characteristic for all the TV’s is that they offer exceptional sound, which is an aspect where B&O has 

differentiated themselves compared to most competitors who instead have sacrificed sound for thinner 

cabinets. The screens are either LED or Plasma, where the smaller TV’s ranging between 32’’-46’’ are 

LED while all models of 65’’ and above are plasma. With regards to key features, B&O’s TV’s have two 

distinct technologies which is constituted by VisionClear video processing that optimizes the image to fit 

the lighting conditions in specific the room, and the Acoustic Lens Technology that ensures that sound is 

delivered in a uniformly broad horizontal plane, minimizing sound reflections and thereby placing the 

entire audience at the center of the soundstage. The more expensive models like the BeoVision 4 and 12 

also offer the 3D technology that allows for the consumer to get the experiences in 3D as well.  

The BeoSound series consists of the audio systems that B&O offer, where the BeoSound Encore 5 is the 

flagship model. It provides access to more than 13.000 international radio stations and enables the ability 

to play music from a number of external sources including computers, NAS servers, hard discs and USBs. 

It allows for the consumer to have an entire music collection only a click away at any time.  Also, 

BeoSound Encore 5 has B&O patented MOTS Technology that analyses different aspects of the music 

played and automatically offers suggestions to guide you to different places in the music collection based 

on the tendencies found. Under the BeoSound umbrella, B&O also offers a product called Playmaker 
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which enables the consumer to wirelessly stream music from virtually any device through air play, 

allowing everyone to contribute to the music experience.  

The BeoLab series consists of the different loudspeakers offered by B&O, currently amounting to a total of 

16 different models. Some are specifically designed to use with TVs and surround sound set-ups such as 

the newest addition BeoLab12, while others are designed for regular music playing.  

System integration is one of the large advantages for B&O who is a front runner in this area. A unified 

platform enables all the different B&O products, and products from selected manufacturers and even 

household electronics to be linked together and controlled by one single device. 

2.7.2B&O Play  

The philosophy pertaining to B&O Play is not different from what was mentioned in the A/V segment or 

B&O as a wholeThe motivation behind creating the sub brand was to improve the awareness around B&O 

as a brand while attracting younger and less wealthy consumer groups that have not previously been 

targeted by the original B&O products. The target audience is primarily the so called digital generation, 

more specifically young professionals who love their electronical gadgets like iPads and iPhones while 

they subsequently use them in various aspects of their life. In order to appeal to these consumer segments 

B&O has initiated an agreement to cooperate with Apple in the creation of specific products that utilize 

Apple functionalities like Airplay. Products like Beolit 12 and BeoPlay A8 are perfect matches when 

wanting a quality outlet to play music, why the cooperation with Apple has a great potential for B&O. In 

order to more efficiently reach the targeted segments, B&O has also developed a new distribution strategy 

for the B&O Play that primarily focuses on premium third partly retail outlets, like the Apple Stores, 

which will be further elaborated in the subsequent market section. The product assortment of B&O Play 

includes a newly launched TV called BeoPlay V1 that has received mixed reviews on especially the 

design, while it technically offers all the features the consumers from the digital generation expectedly will 

require.  

2.7.3Automotive  

About a decade ago B&O defined the ambition of bringing the B&O sound experience into cars, as they 

felt that the quality and performance of available audio systems in luxury cars were lacking. The 

Automotive initiative started in 2005 with the launch of the first B&O sound system for Audi’s top of the 

line A8, after which B&O has redefined the high-end car audio segment. Being named brand of the year 

the last three consecutive years by German car magazine “Auto Motor und Sport” emphasizes the 

acknowledgement that B&O receives for their effort in the market. Today B&O cooperates with several 

top brands including Audi, Aston Martin, Mercedes-AMG and BMW, creating sound systems for their top 

line models. A number of new models have just become available with B&O sound while several 

agreements have been made regarding future models. 

2.7.4ICE Power  

The ICE Power segment sells intelligent, compact, efficient and powerful integrated amplification 

solutions to manufacturers of consumer and professional audio, home theater and mobile products under 
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the ICE Power name. The unique aspect of these amplifiers is increased energy efficiency and increased 

integration possibilities allowing for larger freedom of design. B&O uses ICE Power amplifiers 

themselves in virtually all their audio producing products as well.  

2.8Markets  

The market section will establish a more elaborated understanding of the overall composition of B&O 

product portfolio. The current terms of revenue, distribution and the geographical dispersion on the B2C 

side will briefly be explained in order to supply an overview of how and where B&O currently retains its 

earnings.  

B&O operate in both the B2C and B2B markets which account for respectively approximately 81% and 

19% of the total generated revenue, which was just above 3 billion DKK in 2011/12.  

The B2C part was described in the previous segments where A/V and B&O Play constitutes the B2C for 

B&O. Of these segments the A/V segment is significantly the largest as it accounts for 84% of B2C 

revenues and 68 % of all revenues. As A/V has been the core business for B&O dating back to the 

beginning of the company this is expected, but when evaluating the development with regards to the 

revenue composition through the past 2 years, both the B&O Play and the Automotive segments are 

becoming rapidly growing value factors, as they have come to account for 12,6% and 15,1% of total 

revenues. The development is in line with the overall strategy in B&O, as the two mentioned segments are 

seen as the primary growth drivers in the coming years, while the A/V segment is hampered by the 

exposure to the mature and stagnated European markets.  

Aside for slight earnings from Developmental Projects and Hotels, the B2B part is primarily constituted by 

the Automotive section and the ICE Power segment. Of these two segments, approximately 80% of 

revenues are being generated in the Automotive section with the last 20 % being generated by ICE Power. 

Although ICE Power is not considered a growth driver going forward due to its relatively small size, it still 

generated an impressive growth of 24% in 2011/12.  

Figure 3: Composition of B&P product portfolio in terms of revenue by business type and segments  

 

Note: Own creation using number from the 11/12 Company Income Statement  
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With regards to the distribution network in B&O, the vast majority of products are sold through B&O’s 

dedicated dealer network of 900 stores worldwide. These 900 retailers consist of 674 B1 stores and 244 

shop-in-shops, where B1 stores are exclusive B&O retailers while shop-in-shops are dedicated sections in 

selected stores mimicking the B1 concept in regions where conditions do not warrant the opening of an 

entire B1 store. There has been a significant change in the number of stores by regions, as the past year has 

shown a number of closings in the European markets as well as an increase in openings on the growth 

markets that B&O has entered into. This development is along the lines of the current strategy mentioned 

earlier, as B&O is trying to decrease exposure to the mature European markets and instead focus more on 

growth markets with especially the Asian region being of interest.  

As mentioned, B&O has designed a specific distribution strategy with a focus on third party retailers in 

order to most efficiently help the B&O Play brand reach the target segments of young professionals. The 

specified strategy allows the sub brand to gain significantly more exposure towards the targeted segments 

than they would expectedly receive through the regular distribution network used by B&O. Additionally it 

also ensures that there is a clear distinction between the original B&O brand and the new B&O Play sub 

brand, which subsequently reduces the risks of deluding the A/V segment with the original products. Of 

the third party retailers used by B&O, Apple is by far the largest partner as it sells the products throughout 

the Apple Stores in both Europe and USA as well as online. As previously mentioned, B&O has also 

launched a complementary online shop dedicated to selling the B&O Play line, which further emphasizes 

the difference in the targeted segments for the original B&O and the B&O Play 

 

Figure 4: Revenue on the B2C side distributed by region  

 

Note: Own creation using numbers from the 11/12 Company Income Statement 

Evaluating the figures above, the geographical distribution of the generated revenues on the B2C side is 

displayed. It is apparent that B&O is quite exposed to the European markets with 73% of the revenue 

stream coming from that region, which consequently underlines the threat of the currently stressed 

economic climate where especially the Southern European markets have shown a sharp decline in sales. In 

order to actively counter the negative effect affecting the European markets, B&O has been working on 

increasing their presence in the BRIC markets as it was mentioned in the strategy section. Evaluating the 
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region is so much larger than the other regions, it masks the fact that the BRIC region and the North 

American region showed strong growth of respectively 17% and 15% in 2011/12, consequently showing 

strong results on the implemented strategic approach.  

2.9Financials  

From the yearly income statement released on August 15th 2012, it is seen that B&O is starting to rebound 

after the disastrous 2008/09 year where the losses were brutal to the company. As it is depicted in the table 

below, the 2011/12 year showed improvements across the board. The 155% increase in earnings before 

taxes is especially impressive as it has been generated on the back of an otherwise modest 4.9% increase in 

revenues. This relationship indicates that the increased focus from the Leaner, Faster, Stronger strategy on 

efficiency and restructuring of costs to fit demand has already had an impact, which is promising in the 

wake of the worst period in B&O’s existence. 

Table 5: Six-year overview of key figures for B&O 

 

Note: Own creation using numbers from the 11/12 and earlier Company Income Statements 

 

Although the 11/12 year showed significant improvements, numbers are still far below the level from 

before the financial crisis and recession, which is illustrated by the 2006/07 year that was one of the best 

years in B&O history. However, blaming the credit crisis and the subsequent global recession for all the 

hardships that the last years has brought B&O would not be completely representative for the downturn, as 

the market was already changing and B&O was struggling to keep up with the former organization at the 

time the financial crisis appeared. The technology was evolving rapidly, especially on the technology 

pertaining TVs, why smaller companies like B&O who prided themselves on making their products from 

the bottom up, subsequently struggled to keep pace and supply products and features fitting the changing 

demands and expectations. These struggles by B&O resulted in fewer new product introductions to the 

market that subsequently resulted in lower sales which effectively enforced the negative effect of the 

Income statement: 2011/12 2010/11 2009/10 2008/09 2007/08 2006/07

Revenue 3008 2867 2762 2790 4092 4376

Gross margin, % 40,4 40,3 39,4 39,6 46,2 46,6

EBITDA 379 299 212 -210 494 790

EBITD 122 60 -34 -496 195 530

Financial items -16 -20 -9 -30 -30 -16

EBT 104 40 -50 -523 154 524

Earnings after tax 73 28 -33 -383 122 373

Key figures:

EBITDA-margin, % 12,3 10,4 7,7 -7,5 12,1 18,1

EBIT-margin, % 4,1 2,1 -1,2 -17,8 4,8 12,1

ROA , % 5,2 2,8 -1,6 -20,6 7,4 23

ROE, % 4,6 1,8 -2,3 -25,8 6,7 21,6

Employees 2106 2008 2046 2051 2579 2520

Stock price 15. aug DKK 78 61,5 54,5 56 102 596
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occurring recession. These struggles is illustrated by the stock price that has decreased profoundly and is 

just now starting to improve on the basis of the 11/12 numbers, as it can be seen in the table.  

As mentioned, the ambitious goals set by the Faster, Leaner Stronger strategy implemented by Ole 

Andersen and Tue Mantoni requires revenues in the range of 8-10 billion DKK with an EBIT- margin 

around 12%, why there evidently is a long way to go. The first year of the new strategy has been positive 

with several new initiatives showing promise, but whether the trend is sustainable and the ambitious goal 

realistic for B&O is a key element which will be analyzed throughout the thesis.   

3Strategic analysis 

The strategic analysis chapter will be a thorough strategic evaluation and analysis of B&O as a company 

and the context in which they exist. The analysis will be focused on factors that are expected to be 

influential in the development of B&O going forward, why it constitutes an essential foundation for the 

consequent forecasting and valuation.  

The strategic analysis will be compounded of three separate levels in order to supply a comprehensive 

understanding of the different aspects of the strategic context relevant to B&O.  

The first level is a macro-economic level that will focus on the general trends and macro-environmental 

factors that will potentially influence the future of the company.  

The second level is an industry specific level that will focus on industry specific aspects relevant to the 

competitive situation in the industry and the future expectations herein.  

That last level is the company specific level that will be focused around specific aspects of B&O and their 

focus, strategies and initiatives that will be influential on the future expectations. 

After analyzing the three different levels, an S.W.O.T. analysis will be used to gather the findings and 

create a coherent evaluation and understanding of the current strategic situation for B&O as well as the 

influential factors that will be relevant to the forecasting and valuation. 

3.1Macro-economic level 

The macro-economic level of the strategic analysis will consist of a P.E.S.T. analysis which will evaluate 

and analyze influential aspects of the surrounding context that B&O exists in. The macro environment is 

essential when evaluating the future prospects of the company and as it is made up of aspects and 

developments that are not, or only slightly susceptible to influence from B&O, it is merely a description of 

certain premises that the company has to account for. As the macro-economic environment consists of an 

in exhaustive amount of different aspects, this analysis is merely a simplistic version that focuses on key 

elements and factors from the perspective of B&O.  

As the acronym P.E.S.T. indicates, the analysis will be focused around influential factors in the Political, 

Economic, Social and Political aspects of the context. The four areas making up the P.E.S.T. will be 

analyzed and described in four separate sections in the following analysis.  
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3.1.1PEST  

3.1.2(P)olitial factors 

It is essential for any company to be aware of the political environments they are exposed to through their 

business actions. Political decisions and interventions have the potential to be highly influential to the 

nature of the business, consequently either creating an advantageous or a disadvantageous situation for the 

company to account for. B&O are subject to national as well as international political and legislative 

initiatives, why they need to be aware of the expectations and act accordingly to avoid negative PR or 

counteractions from the different political institutions. 

There are various different influential aspects, why the section will create an overview and keep a focus on 

the most important influences for B&O. 

3.1.3Governmental funding 

For a company like B&O the retainable governmental innovation and research funds is a positive element 

that assists the company in the continuous development of innovative technology. They have been 

criticized for receiving funds in support of projects that did not live up to the requirements of being 

innovative and useful for society
xvi

, but as several of the research and development projects initiated by 

B&O is assisting in the technological development and innovation, it is a funding that is attainable 

depending on the projects. The amounts received are also significant, which is evidenced by the 10 million 

DKK they were awarded as funding on the project of a “Mobile Home Center”
xvii

, and as the latest trend in 

available funds has been increasing, it is an area within the political environment that has a positive 

outlook going forward. 

3.1.4Legisative  

In Europe there is a regulatory policy to ensure conformity of the electronics soldxviii, but in general B&O 

are subject to compliance with both the national and international legislations, accounting for the stricter of 

the two on a given area, why any legislative actions can be highly influential for the company.  

An example hereof was the EU directive initiated with the legislative demand that a long list of B2C 

electronic devices was forth going no longer allowed to be sold in Europe if the standby energy 

consumption exceeded 1,00 Wattxix. It was a directive that required many different adjustments from 

B&O, who at the time were producing several products that did not meet the requirements. Legislative 

changes have been made before, and in the wake of the mentioned directive there were a significant 

amount of focus on Plasma TVs, an integral part of B&O’s product portfolio at the time, where it was 

subsequently discussed to prohibit the sale of Plasma screens due to their high energy consumption 

compared to the alternative LCDxx. A legislative change was never effectuated regarding the Plasma 

screens, but the fact that the discussion took place indicates the high degree of influence that political 

interference can potentially have on B&O. 
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Another area that is influential on the business of B&O is the registration of trademarks, as a company like 

B&O who is focused around innovation and characteristic designs are highly dependent upon receiving the 

trademarks they need in order to obtain their exclusive and unique status. B&O has had rejections to their 

application to register a trademark beforexxi, why it is an area that needs to be taken into account. Any 

future changes in the trade mark registration process could have significant implications on B&O going 

forward, but it is not expected that any profound changes will occur why the risk element is primarily 

based on the system as it is now. 

3.1.5Political focus on social and environmental responsibility  

Facilitated by the environmental development as well as lobbyism and pressure from the public, the last 

decade has seen a significant increase in the political focus on environmental responsibility. Because of 

this increased focus, now both social and environmental responsibility are prioritized highly in the 

majority of the countries that B&O are represented in, which consequently makes it an influential factor 

that has the potential to lead to political interference.  

The increased focus, pressure and lobbyism towards these responsibilities has led to several legislative 

measures that affect B&O as the case with the standby energy consumption and the discussion to prohibit 

the energy consuming plasma TVs show. Because of this, political action poses a real threat to electronics 

companies like B&O, why it is an area that the management needs to take into account when deciding the 

strategic approach of the future.  

3.1.6B&O in China 

B&O proclaimed that BRIC markets are expected to constitute an integral part of the future of the 

company, why the differences in political environment are of great importance. Chief amongst these BRIC 

markets are China, whose political system differs greatly from those we know in Europe and America. In 

contrast to the previous part describing the importance of social and environmental responsibility, China 

has been known to experience significant violations on human rights, why it is essential that B&O ensures 

that their business processes, including those of their partners, upholds the standards we know from 

Europe in order to avoid negative PR on the home markets. 

Another key aspect of the Chinese political environment is the continuing issue of applicable legislation 

that constitutes an ongoing issue between the Chinese Central Government and the lessor Provincial and 

Local Governmentsxxii. As the different Governmental institutions are not in agreement upon the 

applicable practice and legislation, it makes it difficult for companies to act in different parts of the 

country without losing resources due to the lack of agreementxxiii. 

China and the other BRIC markets constitute a great potential for the future in B&O, why it is considered 

worth the risk, but B&O has to ensure that all the different risk elements that are linked to a different 

political and legislative system is taken into account, as all parts of the business can be influenced if the 

entry is not managed properly. The new partnership with Sparkle and Roll and A Capital is a very good 

initiative in that regard, as it allows B&O to gain access to their substantial knowhow on the Chinese 

market, which is an essential criterion for the entry to succeed. 
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3.2(E)conomical factors  

A company like B&O which supplies luxury goods either directly to the consumer or to other companies 

that do, is highly influenced by habits and trends in consumer spending. These habits and trends in turn are 

highly influenced by the economic conditions, which then entails a high level of correlation between the 

two. This correlation subsequently means that the cyclical market movements in global key markets for 

B&O are highly influential on the performance of the company. This finding is further illustrated by the 

financial figures shown in the previous chapter, where the negative effect of the financial crisis and 

subsequent recession in especially B&O’s dominant region Europe was very apparent. These premises 

indicates that it is particularly important for B&O to monitor and understand the economic climates in 

these regions going forward, why the following section will examine and analyze the conditions of the 

three main regions in B&O; Europe, North America and BRIC. 

3.2.1Future growth prospects and trends in B&O three main regions 

3.2.1.1Europe Region 

Table 6: Growth numbers for the Euro Area with regards to Real GDP and private consumption  

 

Note: Own creation on the basis of the world economic outlook report April 2012 by the international 

monetary fund  

In the table above it is displayed that a slightly negative growth in both real GDP and private consumption 

is projected in the European region for 2012, where the growth opportunities going forward is expected to 

be limited.  

As it stands, the positive effect that was experienced in 2010 just after the severe financial recession in 

especially 2008 and 2009 no longer applies. The reason for this change is especially the increased 

uncertainty and risk that has been caused by the European banking sector who has revealed a significant 

exposure to the sovereign debt crisis in the Southern Europe. The significant exposure and increasing 

turmoil has consequently triggered renewed funding pressures as well as increased yields and risk 

premiums, which in turn has restricted the credit given to the private sector, eventually resulting in an 

increase of bankruptcies and unemployment. The changes, uncertainty and the following insecurity have 

decreased the overall consumer confidence which has then led to a decreased level of spending with a 

corresponding increased rate of savings, effectively slowing down the economic further.xxiv 

These negative tendencies in the financial state of the European region is discouraging for the outlooks of 

B&O in the region, as the effects of the financial crisis are still lurking without any significant 

improvements expected in the imminent future. 

Column1 Column2 Column3 Column4 Column5 Projections Column6

Europe (Euro Area) 2009 2010 2011 2012 2013 2017

Real GDP -4,3 1,9 1,4 -0,3 0,9 1,7

Private Consumption -1,2 0,9 0,2 -0,6 0,4 -
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3.2.1.2North American Region 

Table 7: Growth numbers for North America with regards to Real GDP and private consumption 

 

Note: Own creation on the basis of the world economic outlook report April 2012 by the international 

monetary 

The numbers for the North American region indicates a brighter future than those experienced in the 

European region. As it is shown in the table above, the growth numbers for 2012 has been positive while 

they are projected to experience further improvements in the coming years. The end of 2011 and the start 

of 2012 show a strengthened US economy, primarily due to domestic factors such as an expanding job 

market, which is an essential aspect of the positive development.  

Even though the initial outlook is positive for the region, there are several elements of uncertainty that 

could turn into potential threats. There could be experienced potential spillovers from the uncertainties 

revolving around Southern Europe, the ongoing issues with household debt burdens is not yet solved, the 

market overhang of foreclosed homes could potentially have a negative impact, and the Government’s 

inability to agree on a medium-term fiscal consolidation strategy contributes to the uncertainty of the 

future development. Additionally the forthcoming presidential election furthers the uncertainty, and the 

outcome could prove to bring a significant impact on future financial policies of the region.xxv  

Currently the macro economic factors are developing positively for B&O, and combined with the Apple 

cooperation that is expected to significantly increase the brand awareness for B&O in the North American 

region, the future outlook in the region is bright why it is currently expected to become a strong growth 

driver for B&O going forward.  

3.2.1.3BRIC Market Region 

Table 8: Growth numbers for the BRIC markets with regards to Real GDP  

 

Column1 Column2 Column3 Column4 Column5 Projections Column6

North America 2009 2010 2011 2012 2013 2017

Real GDP -3,5 3 1,7 2,1 2,4 3,3

Private Consumption -1,9 2 2,2 2,2 2,6 -

Column1 Column2 Column3 Column4 Column5 Projections Column6

BRIC 2009 2010 2011 2012 2013 2017

Real GDP

Brazil -0,3 7,5 2,7 3 4,1 4,1

Russia -7,8 4,3 4,3 4 3,9 3,8

India 6,6 10,6 7,2 6,9 7,3 8,1

China 9,2 10,4 9,2 8,2 8,8 8,5

Taiwan -1,8 10,7 4 3,6 4,7 5

Hong Kong -2,6 7 5 2,6 4,2 4,4

Korea 0,3 6,3 3,6 3,5 4 4

Developing Asia 7,1 9,7 7,8 7,3 7,9 7,9
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Note: Own creation on the basis of the world economic outlook report April 2012 by the international 

monetary 

The last region in B&O’s classification system is not a geographical region like the other two, but rather a 

combination of the four big developing countries that are being targeted by B&O, as well as a group of 

newly industrialized Asian economies.xxvi 

As the table indicates, a significantly positive growth is projected across the board for 2012, while the 

region is expected to experience further substantial growth in the coming years. The growth expectations 

are much greater in this region than experienced in the two previous regions, which is a result of B&O’s 

ambition to increase focus and awareness on these markets going forward. Especially the two markets 

constituted of China and India are interesting, as they both represent extraordinarily large markets while 

they also represent the largest growth expectations in the region. The potential that is gathered from the 

combination of the share size of the economies as well as the populations, entail that both potentially 

constitute key value drivers for B&O going forward, where they will be very influential in the overall 

success of the company.  

Of these two markets, especially China has shown a marked resiliency towards the financial crisis and the 

following recessions that most countries experienced, where they in contrast to most have been able to 

maintain a consistently high growth. This capability is primarily based on a strong home market with high 

domestic demand, investments and private consumption, as it to a large degree has been able to offset the 

negative effects of decreasing exports and financial spillovers.xxvii India likewise showed a high degree of 

resiliency towards the financial crisis, as they were able to consistently generate growth numbers above the 

6% mark, why in connection with China the two markets make up an integral part of the future 

development in B&O. This region is still prone to some degree of cyclical effects however, and will need 

to ensure that the potential growth does not decline by improving conditions for private investments, 

addressing infrastructure bottlenecks and enhancing governance and public service.xxviii   

Aside for the enticing size and trends of the markets in this region, the demand for luxury and exclusivity, 

herein especially European luxury products, further strengthens the potential of the different markets. 

China alone accounted for 25% of all luxury goods sold in 2010, a number which by Goldman Sachs is 

projected to reach 46% by 2025.xxix Likewise, India’s spending on luxury goods has doubled in the period 

2005-2010, a tendency and development that is expected to continue going forward.xxx This development 

is reminiscent of that in many emerging economies in general, why it is expected that they are going to 

become the main growth drivers for luxury goods going forward. With a growth of 43% in emerging 

markets through the period 2005-2010xxxi the luxury goods sold reached a staggering amount of USD 30 

billion, why compared to a 6%xxxii growth for the same period in the developed markets, it is apparent why 

this region is considered to be an essential part of the future for B&O.  

The tendencies and the findings of the BRIC region indicates that B&O’s initiatives to expand into the 

BRIC markets could be a vital aspect of the company going forward, as it provides an unprecedented 

potential for a company supplying European luxury products like B&O does. Especially the increased 
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presence with various office buildings in China as well as the strategic partnership with Sparkle Roll and 

A Capital appears to be positive and valuable steps for B&O, as they are key aspects that will help 

establish the company and improve awareness.  

3.2.2Exchange and interest rates risk 

Other macro-economic factors that can potentially be influential on the future performance of the company 

are the exchange and interest rate risk. 91% of the revenues garnered in B&O are realized in foreign 

currencyxxxiii, which leads to an exposure that is embedded with exchange rate risk. The most significant 

exchange exposure on the net inflow side comes from EUR, GBP and CHF, while the outflow side is 

primarily exposed to USD. In order to manage these exposures B&O has a policy that requires the 

company to most effectively try to match and minimize the difference between purchasing and sales 

currencies, while forward contracts are continuously used for consistent hedging purposes.xxxiv Both these 

initiatives in effect reduce the risk to exchange rates significantly, why it does not pose the kind of threat 

that could initially be expected from examining the basis of the revenues.  

 

B&O only carries a relatively low level of interest-bearing debt that gathered accounts for 14.1% of the 

balance sheet total, and as the majority of the loans predominantly constitute fixed rate agreements, the 

exposure to changes in the interest rate is slight.xxxv Because of the current structure of the interest-bearing 

loans, the interest rate risk for B&O is almost insignificant, and even a sharp increase in interest rates will 

expectedly not lead to a significant impact on the performance of B&O.  

 

3.4(S)ocial factors 

In order to describe the social factors that are influential when evaluating the future development of B&O, 

we have divided it up into three different areas that are of interest to B&O and will be further examined; 

demography, social foundation and social trends. 

3.4.1Demography 

The demographic nature of the market is naturally an important aspect to any company, especially one that 

acts globally and in different markets, why it is of key interest to B&O who currently are particularly 

focused on the BRIC marketsxxxvi. Establishing a solid footing in order to expand and create an 

international foundation in the BRIC markets, as well as the large market presented by United States is 

important for the current approach.  

In that regard we will look closer at the demographics of three markets that are of special interest going 

forward for B&O, those three being constituted by China, India and North America. The fact that all three 

countries have large populations with the first two being the most populated in the world with over a 

billion people each sets the basis for a large potential.  

As B&O is targeting the wealthy consumer segments, it is an additionally valuable aspect that all three 

countries have a large degree of financial inequality. The GINI index is a measurement of the inequality of 
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the family income distribution, where India, China and the US have respectively GINI index levels of 37, 

42 and 41, which is significantly higher than that of a country like Denmark which has a level of just 

25xxxvii. The inequality in the three nations indicates that a larger part of the respective populations are in 

the wealthy consumer segments, which further strengthens the potential of the three markets. 

3.4.2Social foundation 

As a provider of highly priced luxury products, B&O has experienced the negative influence of the strong 

recession that followed in the wake of the financial crisis. Focusing on quality also requires a focus on 

more expensive materials and production which has worsened the financial regression for B&O, who 

following the crisis experienced a severe dive in the demand for their products. This is an issue that is 

significantly more damaging to luxury item suppliers, but as the market recoups and more stability and 

growth is reestablished, it will expectedly lead to an increase in demand and a better foundation for the 

products that is supplied by B&O. This is particularly true for the mature markets around the world as they 

were hit the hardest by the financial crisis, which is also why B&O is looking towards the developing 

markets going forward,  as specially a mature market like Europe still holds a lot of uncertainty regarding 

the reestablishment. 

The nature of the target nation’s social tendencies and general lifestyle is essential to B&O, as the brand is 

synonymous with class, fashion and high status living. Aside for the premium quality that is a known 

commodity of B&O, the carefully designed products is made to reflect the signals that many of the owners 

want to send to their surroundings, why the value as prestigious status symbols is equally important for 

B&O.  

As mentioned in the demography section, both India and China have large GINI index numbers, which 

points to a larger degree of financial inequality than is the case in Denmark or Europe in general. 

Furthermore, as both nations represent a large degree of new rich people, the aspect of B&O as a top-

design brand and luxury status item is even more important in these new marketsxxxviii. As a result, it is 

imperative for the entry, establishment and growth in the markets that B&O is able to brand the products 

as exclusive, quality and design oriented luxury items that supply the status items and prestige that the new 

rich customers seek. 

3.4.3Social trends 

As mentioned in the Political part of this analysis, the past decade has experienced the focus on 

environmental and social awareness rising significantly, especially in the Western regions, which has 

subsequently led to a strong focus and increased perceived importance of social responsible and eco-

friendly solutions. Additionally it has led to a surrounding pressure regarding the profile of the companies, 

as an increasing part of consumers now to a larger degree expect and value a company that acts 

responsible and coherently with the environment. This especially applies to top brand companies like 

B&O where image is essential to the success of the company. To ensure that B&O lives up to 

expectations, they have incorporated an extensive CSR program that is structured according to UN’s 
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Global Compact programmexxxix. The program is divided into four main issues: human rights, labor rights, 

the environment and anti-corruption.xl  

One example of B&O efforts in this area is the high standards required by their suppliers, where a 

potential supplier is assessed and required to sign a code of ethics before any trade can occur. Another 

example is the new innovative developments in the ICE Power segment where new technology 

significantly decreases the energy consumption of amplifiers with approximately 90%xli. These examples 

and others are essential for B&O to ensure that they are not seen as a part of the problem, but rather a part 

of the solution, which constitutes a significant difference when accounting for the PR that a positive and 

especially a negative citation in the press could entail.  

3.5(T)echnological factors 

The technological macro-environmental factor is paramount to a company like B&O, as it constitutes the 

basic foundation of the core business. The technological development consequently is essential to the 

future success, why it is an area that is highly influential when evaluating the prospects of B&O going 

forward. 

3.5.1Rapid technology development and increased competitive landscape 

Aside for the ICE Power technologies, B&O has predominantly assumed a follower position to the 

technology development. Instead they have been focusing on improving quality and design in order to 

supply high quality luxury products, which consequently has not always been known to contain the newest 

cutting edge technology.xlii Partially because of this, one of the largest challenges for B&O has been the 

progressive and rapid technological development that has been experienced during the last 5 years. Several 

competitors have greatly improved their technological level while new competitors have been able to gain 

a footing in the expanding electronics market, which subsequently has led to a general increase in the level 

of competition. The last 5-8 years in particular has seen several competitors expand their product 

portfolios vastly, launching focused product lines ranging from discount, to quality, design and luxury, 

which consequently have increased the direct competition to B&O as a high-end luxury electronics 

manufacturer.  

3.5.2Lower relevant product lifetime threatens the attractiveness of owning B&O 

The rapid technological development has greatly decreased the effective lifetime of electronics products, 

as new technology continually improves upon various different aspects within short time intervals, 

subsequently rendering older technology outdated. This reduction in the lifetime of electronics products 

have a significant impact on the expensive luxury part of the market, as the more rapid perceived decline 

in worth requires further expensive investments for the customers if they wish to keep up with the 

technological development. The TV segment is by far the segment that is affected the most by this 

phenomenon, which is illustrated by the recent CES trade show in Las Vegas where the biggest brands 

presented their new and upcoming technologies like OLED and Ultra HD.xliii The rapid technological 

development may be one of the most significant threats that B&O is facing, as it essentially could indicate 

that large customer groups will decide to simply disregard B&O as viable option due to price, instead 
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buying one of the cheaper alternatives instead. In light of this development, B&O has been forced to 

evaluate the products, the value proposition and the direction of the B&O production in order to make sure 

that it is still perceived as a luxury brand which supplies extraordinary quality and design that is worth the 

steeper prices.  

The company has a pronounced emphasis on being innovative and supplying the buyer with an 

extraordinary experience through the products, why the technological and fashionable changes within 

preferences and demands are essential to the brand. In order to ensure that the company is aware of the 

current and future trends, they have also initiated agreements of cooperation with many knowledge centers 

around the world, as well as they finance research projects and establish knowledge sharing conferences 

and summer schools for the best engineers and students within electronicsxlivxlv.  

Since the change in management, B&O has followed through on several initiatives to facilitate this, and 

through a focus on own comparative advantages and core capabilities like design and sound development, 

as well as an established network of cooperation with well-known and respected technology manufacturers 

like Applexlviand Intelxlvii,they have sought to improve and update the development of the product lines to 

ensure that they represent the current trends, demands and expectations of their customer segments. B&O 

has previously developed and implemented complete B&O system compatibility, which has consequently 

increased the incentive to own multiple B&O products simultaneously, as they have been able to work 

together flawlessly and efficiently. The new agreement with especially Apple has opened up for increased 

compatibility with popular products from their brand as well, effectively helping B&O to have a synergetic 

gain.  

In order to further minimize the threat of the continuing rapid technological development, B&O has 

increased their focus on the segments that are affected by this threat in a less degree, which respectively 

includes the Automotive segment and the new B&O Play segment. Both segments have shown a lot of 

promise with strong growth numbers for 2011, while both are expected to have central roles in the 

corporate model as growth factors going forward.  

3.6Industry level 

The industry level segment of the strategic analysis will supply an evaluation and analysis of the dynamics 

of the industry as well as the different companies that acts in it. The segment will supply an understanding 

of B&Os position in the industry and the competitive environment that the company exists in, as well as 

which challenges the company faces within the industry. 

The industry level analysis will consist of Porters Generic Strategies which will help create an overview of 

the competitive landscape and positioning of B&O, followed by a Porters Five Forces analysis which will 

establish an understanding of influential industrial factors as well as the level of rivalry in the industry.  

As this analysis is focused around an industry specific level, the specification of the industry is essential in 

order for the analytical models to supply an accurate assessment of the aspects that are relevant to B&O. 



36 
 

B&O can be said to exist within different industries that include high-end consumer goods, high-end 

consumer electronics, automotive and B2B electronics. However, because approximately 81% of the 

revenues earned in B&O are produced on the B2C levelxlviii, and predominantly is focused around high-

end luxury audio and video in consumer electronics, this is the industry that the consequent analysis 

will be focused around.  

Albeit being the primary industry, it is not the only significant industry that B&O is a part of as mentioned 

above. The B2B market with the ICE Power system and especially the Automotive segment is relevant as 

well, but due to space limiting constraints it will not be possible to include an analytical section with the 

selected models analyzing these industries as well. Instead, a brief examination and analysis of key aspects 

and differences that are specifically relevant to these segments of B&O can be found in Appendix 2. 

3.6.1Porters Generic Strategies 

Porters Generic Strategies does not consider the attractiveness of the industry like Porters Five Forces 

does, rather it is focused around the specific positioning of the company within this existing industry, as 

this is an important aspect when evaluating the competitiveness of the company.  

The model supplies an overview and understanding of the competitive landscape in the industry through 

the categorization of competitors into strategic approaches based on four general types of generic 

strategies; cost leadership, differentiation, cost focus and focused differentiation. By plotting the 

competing companies onto a diagram with two axis respectively noting Competitive Scope and 

Competitive Advantage, the positioning of B&O as well as the relevant competitors will be visualized 

while establishing an overview of the competitive landscape.xlix 

Figure 9: Overview of the competitive landscape in the Audio/ Video consumer electronics industry  

                        

Note: Own creation  
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The positioning of the above competitive landscape is not an exhaustive list of all the companies in the 

industry, but based on the findings of the industrial analysis, it is the primary and most important 

competitors for B&O to consider and account for.  

Additionally, as several of the competitive companies supply a number of different product lines with 

varying focus, quality and value proposition, the positioning is made up of an evaluation and generalizing 

of the gathered products supplied by the company. Some of the companies have product lines that to some 

extent overlap the different groups, but evaluating the focus from a company perspective, the above 

categorization supplies an overview of the most relevant competitors to B&O, while it supplies an 

indication of how the different companies seeks to compete in the market.   

3.6.2Porters Five Forces 

Porters Five Forces takes the micro environmental elements into consideration as it supplies an 

understanding of the competitive intensity and consequently the attractiveness and profitability of the 

industry based on the rivalry.  

Three of the five forces are horizontal aspects of the industry that are influential on the competitive 

intensity, including threat of substitutes, threat of new entrants and threat of existing competitors. These 

aspects are focused around external elements in the industry which B&O are not directly able influence, 

why they have to be considered premises that are relevant for the strategic approach and future 

development of B&O.  

The last two forces are vertical aspects that include bargaining power of suppliers and bargaining power 

of customers, which both constitute influential elements that pose internal threats which have to be 

factored in when evaluating the competitive intensity and attractiveness of the industry.l  

3.6.2.1Degree of Rivalry 

The high-end luxury audio and video segment of the consumer electronic goods industry is represented by 

a broad list of suppliers. Of these, many are large international companies that supply a wide array of 

products varying in quality, design and price in order to target the different consumer segments with 

precise and focused product lines. Samsung, Panasonic, Sharp, LG, Phillips, Sony, Pioneer, Toshiba and 

many more are fighting for market shares in the audio and video market which has experienced an increase 

in competitive intensity in the last decade. Many of the different brands have been able to establish a 

footing on the international market, consequently allowing them to expand and increase their businesses 

while adding to the level of industry rivalry.  

 

B&O has previously been able to set themselves apart from the majority of the audio and video suppliers 

through their devoted focus on supplying higher priced products targeting the luxury segment with 

exclusive design, superior quality and brand status, but as the rate of the technological development has 

increased and left the products with a shortened effective technological lifetime, that gap has diminished in 

the last decade, especially in the wake of the financial crisis.  

Likewise, many of the larger audio and video suppliers have increased their product portfolios and are 

starting to compete for the consumers in the luxury segments through new product lines that are 
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increasingly focused on premier quality and design, a fact that has subsequently increased the 

competitiveness towards the products of B&Oli. Those competing brands will especially be competing 

with the new B&O Play product line, as it will feature products that are cheaper and less luxurious than the 

original B&O products, while they will still be competitive in supplying the high-end luxury market due to 

the focus on design, quality and appreciable brand value. However, even though the competition has 

increased due to the new trends, neither of these competitive brands is imposing to a degree that would 

make them the largest competitor to the company in general, as the brand value, quality, design and status 

are still perceivably not equivalent to that of B&O and their products.  

Instead, the main competitors for B&O at this point is the American BOSE who are well founded within 

the audio segment and renowned for their extraordinary quality, as well as the German Loewe that are 

known as a high end supplier of both audio and video with coveted design and solid, dependable quality. 

They are specifically targeted and focused around the same high end luxury segment that B&O targets, 

and their brand value as well as quality are very competitive, albeit neither currently quite possess the 

same mix of exclusive design, great quality and recognizable brand value that B&O has. Also targeting the 

high-end luxury segments is up and coming People of LAVA, which is a Swedish brand created through a 

merger between Lava Electronics and Northern Star in 2009lii. They have their expertise in the video 

market with a focus on well-designed luxury LED TV’s and ambitious expectations for the future, as they 

are inspired by the success of Georg Jensen and envision themselves becoming the Swedish pendant to 

B&Oliii.   

As mentioned, B&O has experienced a growing rivalry within both the audio and the video segment of 

electronic consumer goods, while it is no longer only one or two main competitors that are relevant. The 

high R&D and product cost, shortened relative lifetime of the products, especially within the video 

segment, combined with the current financial situation has put an emphasis on the improvement of the 

value and uniqueness of the high priced luxury B&O products in order to avoid lowering the prices 

substantially. Both Pioneer (closed television production in 2010) and Philips (joint venture within 

televisions in 2011) have decided that the competition within the flat screen market has become too 

intense, consequently removing these divisions from their core businesses in order to focus on other areas 

especially within audio. Even though Pioneer was known for the design and quality of their flat screen 

televisions, neither they or Phillips supplied products in the league of B&O, but as the competitors product 

portfolios are expanding longer into the high-end market, and the technological development keeps 

moving as fast as it currently is, the increasing competition is a threat that cannot be ignored by B&O.  

The development and increased competitive landscape has led to several initiatives by B&O, including 

innovative technologies such as Automatic Color Management technology, Acoustic Lens technology, the 

ICE Power technology, the B&O Play sub brand and the complete compatibility between B&O products, 

which are all aspects that add to the brand and improve the value proposition of the B&O products in an 

attempt to stay ahead of the competitors.  

The increased competition on the core business areas of B&O has subsequently led to the new Leaner, 

Faster Stronger campaign, which has an increased focus on following and implementing the newest 

development in the products in order to supply the most innovative and new technological initiative faster 
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than before, as the exclusive and famous designs is not enough to keep the current position going forward. 

B&O will need to keep improving the products and ensure that they appear and supply an increased value 

composition that validates buying the much steeper priced products, despite acknowledging the decreased 

lifetime and lower priced alternatives.  

All these aspects taken into consideration, B&O still have an advantage in brand value compared to their 

competitors, and the fact that they are strongly represented in both the audio and video markets makes 

them the most viable luxury brand to offer a complete package regarding home entrainment. 

3.6.2.2Threat of substitutes  

This segment of the model revolves around substitutes, but as Porter created the model more than 30 years 

ago, the specific and particular definition of a substitute threat does not take the complex situation of the 

current highly digital and global markets into consideration. In order to account for this change, the 

subsequent part will focus on the segment from several different angles in order to supply a more nuanced 

and realistic evaluation of what degree of threat that the different substitutes constitute to the consumer 

electronics industry and to B&O in particular.liv  

Considering the threat from the perspective of Porters original definition, all products that to a large degree 

are able to satisfy the same needs outside the industry are considered substitutes if they can be viewed as 

an alternative for the consumer. In the case of consumer electronics with regards to audio and video, the 

main usage has become such an integral part of the everyday life, that there perceivably is nothing that 

feasibly is able to cover the same needs or act as an alternative for the vast majority of the population. The 

most obvious alternates are experiences through theater, cinema, musicals and concerts, but these 

alternatives cannot realistically be described as substitutes for in-house entertainment systems available at 

home, as they are time and place specific, while home entertainment is an everyday part of our life.  

In order to represent the multiplicity of the industry and discover what types of substitutes that then can be 

considered relevant, it is within the consumer electronics industry itself that alternatives can be found 

which to some degree are able to cover the same needs as the products in the high-end luxury audio and 

video industry that B&O is competing in. To some extent computers, projectors and hand held electronics 

devices are able to cover some of the same basic needs that are supplied by the video and audio products 

offered by B&O, and with the development of the 4G network, it has become possible to view and listen to 

almost all of the same content that is applicable to the larger systems. Yet, although the majority of the 

content is applicable to be seen and heard on the smaller devices, the gathered experience for the user is 

vastly different, especially in social settings, why the abilities of the devices are still not considered 

directly substitutable with the majority of the larger audio and video models sold by B&O.  

The projector is the product that constitutes the most direct substitute to the B&O products; flat screen 

televisions, as the greatly improved technology ensures good quality on the significantly larger screens, 

which creates an incentive to people who want to bring the theater experience into their own homes. 

However, with regards to B&O and their target group, the threat from this substitute is only considered to 

be very slight, as the exclusive aesthetics and recognizable brand value that is associated by owning a 

B&O product would not be applicable to the projectors. 
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Lastly, considering the reputation of B&O as a brand signaling wealth, style, quality and status, other 

luxury goods with perceived similar values can be seen as a potential substitutes. This is especially 

relevant at the current state in the market, as the rapid technological development and negative economic 

climate to some potential buyers have depreciated the value proposition of buying B&O products.  

Looking at the threat of substitutes as a whole, the level of threat from substitutes is currently considered 

to be low, as there are only few if any direct substitutes available to the consumers.   

3.6.2.3Bargaining power of suppliers 

Due to the limited size of B&O, the company does not have a lot of natural bargaining power towards its 

suppliers. Unless the given supplier is a considerably small company, the amount of business that they 

receive from B&O will expectedly only account for a very limited portion of the overall sales, which 

increases the bargaining power of the suppliers. In an effort to counter this natural effect and gain a better 

bargaining position, B&O strives to maintain long-term supplier relations and enter into co-operations 

when possible. Looking at the supplier landscape of B&O’s electronic components, semi-finished products 

and production related raw materials, they receive elements from approximately 220 different suppliers 

around the globe, while 40 of those suppliers account for as much as 90% of purchases.lv  

The materials are brought to B&O’s production facilities in Struer, Denmark and Koprivnice, The Czech 

Republic, where they are further developed and assembled before B&O’s own software and technology 

eventually is added. The B&O software and technology is where the company is able to distance itself 

from the competitors, and it is here that a significant part of the differentiation is established. As the 

majority of the components are fairly standardized and the differentiation is supplied by B&O itself, this 

strengthens the bargaining position of B&O as the switching costs of the standardized products are fairly 

low, consequently makes it feasible to switch to another supplier if the current price is not competitive. 

This advantage to some extent is offsets by that fact that B&O have such high standards both with regards 

to quality, delivery and corporate social responsibility (CSR), which in effect limits the number of possible 

suppliers that B&O would consider using in a potential switch.lvi  

When it comes to amplifiers B&O is a supplier as well. Through the subsidiary ICE Power, B&O has 

developed some of the most energy efficient amplifiers in the world, which are consequently sold to 

several of the largest brands and companies in the electronics sector.
lvii

 This allows for a situation where 

B&O and some of their suppliers may be codependent, which then consequently improves the bargaining 

position for B&O against the large suppliers significantly. Based on the above circumstances B&O is 

believed to currently face an intermediate level of bargaining power from suppliers.lviii 

3.6.2.4Entry Barriers 

The threat of new entrants into the high-end luxury audio and video segment of electronic consumer goods 

are encumbered with several significant entry barriers that are especially extensive for potential new 

entrants with no prior experience in the industry.  

The capital requirement for an entrance into the audio and video segment is significant. The rapid 

development in technology requires a large degree of knowhow and costly R&D within technology which 

is subject to constant changes and trends. Even as a follower within the technological field of research, it is 
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imperative to be able to supply the demanding consumers with newest features and technological progress, 

as it has come to be expected by the consumers. This is especially so within the high-end luxury part of the 

market, as the requirements and demand is especially substantial in this segment, where the steeper prices 

are expected to supply a product with superior technological ability, cutting edge innovative design, 

exclusivity and recognizable brand value. The design value is crucial as the higher price leads to 

expectations of design that to some degree resembles art when it is implemented in the decoration of a 

room; it not only have to perform extraordinarily well, but it has to be able to look extinguished and be 

able to signal the luxury features that the brand represents at the same time. In order to be a competitor 

within the high-end market, the brand value is essential as it is a significant aspect of the product and the 

consequent price, why any new entrants would be subject to a focused and comprehensive branding 

campaign in order to create awareness, acceptance and acknowledgement from customers, competitors and 

distributors. Even then the process would be expected to require a long time period to gain the credibility 

of the brand that is needed, which was also the experience that B&O went through in the early years of the 

company. 

The high level of capital requirements that is especially due to R&D also allows for certain large scale 

advantages for existing brands with developed product portfolios and an already established customer 

base. A new brand would expectedly not be able to capitalize on these large scale advantages due to the 

lacking knowhow and awareness of the brand and products, which would further leave them at a 

disadvantage regarding the competition. In the high-end segment the variable costs are significantly higher 

than in the low-end segment, as the materials are quality products that are highly priced lix, why a new 

entrant would have to account for both high fixed and high variable costs going forward. 

Even though the apparent customer switching costs on the B2C level appear small and to a degree 

insignificant, B&O and other high-end luxury brands have a high degree of customer loyalty, as their 

status and profile are focused around a specified and focused customer group, which new entrants would 

have a difficult task to try and copy. Furthermore, as B&O has been able to create complete product 

compatibility where all aspects of the B&O products are able to work together, but not with competing 

brands, it further creates an incentive to stay with the current B&O brand for the existing customers. 

Another significant aspect is the establishment of distribution channels and a competitive customer 

portfolio, as any new-coming entrants would be hard pressed to create an efficient and adequate 

distribution and customer network in order to compete within a short time period. B&O has an established 

net of B1 B&O shops and high-end distributors with shop-in-shop conceptslx as well as a loyal customer 

base and significant deals with companies on the B2B market, why it reckons that the lack of an 

established brand and product line, would lead to significant difficulties for a new brand in the 

establishment of a large and well-functioned network, all of which would further would delay any 

significant impact of a new entrant. 

There are three ways to enter the market of high-end luxury audio and video which all have different 

profiles and requirements that will be described below. 
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3.6.2.4.1New entrant to the market 

Based on the discovered entry barriers above, an entirely new entrant to the market would face significant 

obstacles when trying to become a part of the high-end luxury audio and video market. Technological 

knowhow, brand building, distribution channels, customer base, networks and capital are essential for 

success but hard to achieve, especially within a foreseeable timeline.  

In case the new entrant should already be in an industry with electronics, certain synergetic affects 

regarding especially knowhow, distributions channels and networks could be experienced, although it 

would not be expected to be of major impact when existing in another industry. 

 

3.6.2.4.2Existing brand expanding the product portfolio 

Another possible entrant in this category is an existing company that expands the product portfolio with a 

new product line that is specifically focused on the high-end audio and video market, like for instance 

Samsung’s newest high-end line within the video segment; the 900 series, which has experienced an 

increased focus on design and exclusive features, while also supplying extraordinary qualitylxi. 

The entry barriers are significantly more limited than before, as the new entrant already possesses the 

knowhow and technological level to produce at the highest level, while their distribution channels and 

networks are already in place due to their existing businesses. The most important aspect of the entry 

barriers is the luxury brand value, as a high-end product line does not necessarily entail a legitimate luxury 

brand and name recognition that is associated with the same status and luxury that B&O is. None of the 

mentioned brands have yet reached the brand value and level of recognition that Loewe and especially 

B&O have on the high-end luxury market, why they are not currently competitive on the part of the 

segment that are decisive on only selecting the top luxury brands no matter the cost. However, as it has 

been mentioned earlier, it is especially in weak and unstable financial times that these brands are able to 

capitalize and compete for significant parts of the luxury segment, as the shortened relative lifetime of the 

product combined with the steep prices on the luxury products will entail that some consumers prefer 

another value proposition and instead decide to buy the lower priced high-end alternatives, like for 

instance the 900 series Samsung flat screen television  

Another possible entrant in this category is a company within either the audio or video segment that 

expands into the other of the two segments, which we experienced when BOSE initiated their Video Wave 

flat screen televisions. In this instance many synergetic aspects is effectuated as well, as it allows for the 

established electronics company to use existing distribution channels, networks and to a certain degree the 

brand name if the existing company already possess a luxury brand name like BOSE did. Certain 

knowhow and electronical capabilities will need to be gathered, as the technological aspects of the two 

segments are not the same, but it reasons to be an easy transition compared to that of a completely new 

entrant. BOSE has had a good transition since the Video Wave line was introduced, but they still have 

ways to go before they are to be considered in the same league as B&O and Loewe within the video 

segment. 

As this category constitutes new entrants that face significantly less entry barriers, the threat of new 

entrants from these possible companies are more severe and more likely to occur. These entrants especially 
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pose a threat in bad financial times like we have experienced in the wake of the financial crisis, as they are 

able to create a fast entrance and introduction through the utilization of existing capabilities, knowhow and 

distribution channels.  

3.6.2.4.3Merger or acquisition of existing brand 

Mergers and acquisitions allow for another way for new entrants to enter the market of high-end luxury 

audio and video. People of LAVA was initially a merger between two existing companies, and the merger 

has led to an entirely new focus with a dedicated goal to become the Swedish pendant to B&Olxii. The 

majority of the entry barriers are negated by existing capabilities, networks and distribution channels, 

although any change of focus and customer targeting will need adjustments and further development 

within these new key components and features.  

In case of a merger the main challenge into the high-end luxury market remains the credibility of the brand 

value, as it is an aspect that is developed through proven products and several years of stability. People of 

LAVA provides products that on most aspects conceptually, technically and design wise are direct 

competitors to B&O and Loewe, but the brand recognition and status are not currently nearly significant 

enough to be considered by the majority of the customer segment. Through time they will have the 

opportunity to prove that they belong, but it is not through a short term branding process, rather a long 

term identity creation which requires years of stability.  

Acquisitions provide another alternative, as it allows for a large and financially powerful company to 

acquire an established high-end audio and video producer, allowing the newly acquired company to use 

the financial power to expand and aggressively pursue market shares. Rumors throughout several months 

in 2012 had Apple buying Loewe, instantly making the already established and competent competitor a 

major threat to take over the market.  

This is an entry alternative that allows for easy access through an already branded company, and the 

modest size of the companies like B&O and Loewe taken into consideration, this would not be an 

unthinkable development if a large company believes that the high-end luxury market has great potential, 

why the threat of new entrants through either mergers or acquisitions is significant and has to be 

considered when strategizing. 

3.6.3Bargaining power of customers 

As mentioned earlier, B&O operates in both the B2C and the B2B markets which respectively account for 

approximately 81% and 19% of total revenues in B&Olxiii. The factors that apply regarding buyer power 

are expectedly different in the two markets, why the subsequent section will describe both separately with 

regards to B&O: 

3.6.3.1Business to Consumer (B2C) 

This part of the market is made up of the private customers who purchase the B&O products directly 

through the B1 stores, the shop-in-shop stores with the selected distributors, or through Apple Store. It 

accounts for 81% of the total revenue, which makes it an essential area and core market for B&O.  
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Even though the switching cost perceivably is slight, the consumers do not possess a great bargaining 

power. There are a lot of B&O consumers of whom the majority only buy in small volumes and are most 

likely to receive only a small offer on bundling several B&O products at the most. The brand value that 

B&O has built as a design oriented top-end luxury manufacturer within the audio and video market is hard 

to replace, and as it has been determined earlier in the thesis, very few competitors offers a viable 

alternative to this profile. When the financial status is unsecure, the steep prices of the luxury products 

often make the consumers more price sensitive, which is the reason why some consumer will justify 

preferring lessor priced substitutes instead. However, the B&O brand offers the status, quality and design 

that imminently is considered and combined with the luxury living, which makes it the exclusive brand it 

is, why the consumers who can still afford it will be prone to show a high level of customer loyalty and 

stick by B&O and its products because of the quality, the design and the subsequent brand signal value. 

3.6.4.2Business to Business (B2B) 

In the B2B part of the high-end audio and video market, B&O supplies high class hotelslxiv, luxury 

property development projectslxv and retailerslxvi with different combinations of luxury audio and video 

products and systems. 

The hotel and property development projects are focused on the audio and video consumer electronics 

systems where B&O supply top of the line products to their luxury clientele. The luxury element is the 

important aspect of the B&O products with this clientele, as the hotels and property projects seeks to 

provide the best and most luxurious and exclusive surroundings to the guests and customers, why only a 

few prestigious distributers are interesting to themlxvii. The buyers have some degree of buyer bargaining 

power as they negotiate for larger quantities and potential several projects or hotels at a time, but the 

relatively few alternatives when demanding top brands from the high-end market combined with B&Os 

selection of complete home systems with perfect compatibility makes them an easy, prestigious and 

attractive selection despite the steep prices.  

With the new B&O Play initiative B&O has agreed to terms with Apple as a retailer, where several B&O 

products from the new B&O Play line will be introduced and sold through the famous Apple Storeslxviii. 

Apple is world-famous and a leader within electronics design and innovation, which have led to an 

enormous exposure and world-wide Apple supporters. It is a giant within the business and it is a great 

company to be associated with, especially for B&O who will receive significant exposure from the 

corporation with Apple. However, the massive profile of Apple is also followed by a strong bargaining 

position, as they are able to pick and choose who they wish to corporate with from around the world. Fritz 

Andersen, Managing Director of Libratone concedes of Apple that “they are tough. They only carry the 

products in the stores as long as they can see that the customers are willing to buy them… We have not 

received a multi-year deal, that is not how they do agreements.”lxix, and Chief Communications Officer 

from B&O Tommy Jakobsen also acknowledges that it is not in the short term that the agreement with 

Apple is expected to pay off for B&O, instead it is the expanded exposure and possibilities for the future 

that is enticing for themlxx.  
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3.7Company level 

The company level analysis will be focused around specific aspects of B&O, their strategic approach and 

relevant initiatives. It will be comprised of three different models consisting of Aakers Strategic Brand 

Analysis, Porter’s Value Chain Analysis and the McKinsey Matrix.  

 

The Aakers Strategic Brand Analysis model is selected with the purpose of evaluating the new sub-brand 

B&O Play, while it has an expressed emphasis on the possible effects it has on the original B&O parent 

brand. The Value Chain Analysis will facilitate an identification of the different value drivers that are 

initiated through the different activities in the value chain, while establishing an understanding of the 

strengths and weaknesses of the value chain process in B&O. The findings will create an understanding of 

how well the resources are utilized in the different activities, as well as it will evaluate which aspects of 

the process that are key elements in the value creation of the products. The McKinsey matrix will focus on 

the different product segments that B&O has, where the analysis will establish an understanding of the 

different contexts they exist in. Through an understanding of the strengths and weaknesses of the segments 

and the industry they apply to, the analysis will illustrate how the four B&O segments are currently 

positioned, as well as it will evaluate how they are likely to perform going forward. 

 

3.7.1Sub-brand B&O Play  

The following section will centered around the B&O’s new sub-brand B&O play which was launched as a 

response to the declining sales resulting from an intensified competitive landscape and the turbulent 

economic conditions. The intention with the B&O Play sub-brand is to expand the market coverage by 

reaching younger and broader customer segments through a product line that is targeted towards the digital 

trend with a more youthful image, flair and energy.  

The purpose of this section is to evaluate the opportunities and risks that B&O faces due to the new sub-

brand B&O Play, as it is an initiative that is closely tied to the direction chosen by the new administration 

and is perceived as a large and influential part of future of B&O. Because of the importance of the launch, 

it is imperative to understand how this new sub-brand is expected to impact B&O in the future, which will 

be examined in the subsequent section through the usage of Aaker’s Strategic Brand Analysis 

frameworklxxi. Through the Strategic Brand Analysis framework the B&O Play sub-brand will be reviewed 

from three different perspectives; customer, competitor and self-analysis (B&O), hereby providing an 

analytical understanding of how well the sub-brand is constructed and positioned.  

Before initiating the analysis with the Strategic Brand Analysis framework, the following preliminary 

section will briefly present and describe which opportunities and risk that usually arise and demand 

awareness when creating a sub-brand to an already established brand like B&O. 

3.7.1.1Opportunities and Risks  

A key founding motivator behind the idea of creating a sub-brand is usually increasing sales and profits by 

expanding the existing market coverage, thereby increasing ones market share.  
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Provided that the right situation and opportunity is present and the subsequent process is implemented 

efficiently and correctly this approach can allow for great potential and promising returns that can help 

consolidate a company’s place on the market. However, if the right opportunities are not present and the 

process is done poorly, the sub-brand will most likely be susceptible to a wide array of risks and pitfalls 

that can potentially outweigh the opportunities and lead to grave adverse effects on the profitability and 

image of the sub-brand, or in a worst case scenario the parent brand as well.lxxii  When the sub-branding 

process has been properly analyzed and the sub-brand is initiated correctly, the potential risks of sub-

branding are usually less severe than those associated with other brand extension strategies.lxxiii As a sub-

brand is usually devoted to a new product-line and target audience, any damage done to the sub-brand will 

not by default be transferred to the parent brand, which significantly lowers the potential overall risk, 

should the sub-brand introduction fail.lxxiv Even though the risk of any failures reflecting poorly on the 

parent brand is lower than with other alternatives, there are still risks that have to be considered as the 

consequences of introducing a new sub-brand are not always easy to predict. 

Amongst the risks that have to be considered and taken into account when creating a sub-brand are the 

threats of cannibalization, brand dilution and the notion of perceived premium degree, which is especially 

important as B&O is a luxury brand. 

Cannibalization poses a relevant threat when both the parent brand and the sub-brand are active within the 

same product categories while the products are too closely positioned. This can entail that they end up 

competing against one another for market shares, as the newly created sub-brand steals customers from the 

parent brand, which consequently hurts the overall profitability of the firm.lxxv 

The threat of brand dilution is when a brand overextends itself in the pursuit of increased business 

opportunities, effectively venturing too far away from core values leading to the loss of original brand 

associations. This threat is especially significant to a company like B&O where the brand value carries a 

lot of weight and is an integral part of the success of the company.lxxvi  

The threat of notion perceived premium degree is when the perception of the parent brand is changed due 

to the introduction of the new sub-brand, which in effect leads to the state where loyal customers begins to 

feel that the brand has changed and lost its feeling of luxury and exclusivity, consequently causing them to 

abandon the brand. This as well is a significant threat for B&O, where the exclusivity and luxury tag is 

essential and a vital aspect of the company.lxxvii 

3.7.1.2Strategic Brand Analysis  

As mentioned the framework is developed by Aaker and it is constructed in order to analyze a brand from 

three different perspectives; customer analysis, competitor analysis and self-analysis (B&O). The primary 

objective of the framework is to precipitate and improve strategic decisions regarding a brand such as 

specifications of brand identity, the product classes the brand should be associated with, its role within the 

organization’s brand structure and to identify any key strategic uncertainties that could potentially affect 

the brand. The framework is a part of a more comprehensive framework called the Brand Identity Planning 

Model, which was also developed by Aaker and constructed with the distinct purpose to help companies in 

the process of creating a new brand.lxxviii The reasoning for using the strategic brand analysis framework in 

this paper is its unique three perspective approach to brand analysis thereby giving a sound foundation in 
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the evaluation of B&O play as a sub-brand as well as the relationship between the opportunities and risks 

embedded in the initiative.  

3.71.3Self-Analysis 

This part of the analysis will be focus around evaluating B&O’s choice of sub-brand as a brand extension 

strategy and the subsequent interplay between the two brands in regards to identity, positioning and 

relationship.  

In order to clarify whether the sub-brand brand extension strategy was the most attractive and smartest 

initiative for B&O to expand their market shares and attract new customers, the alternative strategic 

approaches that they could have initiated needs to be examined.   

An alternative strategic approach would have been for B&O to simply lower their steep prices 

significantly, thereby seeking to increase the customer base significantly through the more attainable 

nature of the products. However, there are several issues with a strategic approach like this, especially for 

a luxury manufacturer like B&O. B&O is dependent on its brand and the brand’s credibility in order to 

reach the niche market customers who seek the added luxury provided by the company. Had they decided 

to pursue the increased market shares through simple price dumping, the strong brand that has been built 

through many years, and that has become the trademark of B&O, would quickly risk losing the luxurious 

feel and the exclusivity that is currently the foundation of the company, why it would expectedly be an 

approach that could lead to severe damage to the company and the brand going forward.  

Another alternative would be for B&O to initiate a new product category or product line extension, where 

B&O would then seek to either expand into a whole new product category or introduce a new product line 

under the same brand at a lower price point. lxxix  Both of these strategic approaches holds a lot of potential 

and could be viable options, albeit they also entail several significant risks.  

Either of those strategies could be thought to help renew interest for the new initiative and the brand in 

general, as the process would draw potential customers towards the new initiative while simultaneously 

creating increased awareness of the brand and existing products overall.  

Still, creating an entirely new product category or a new product line would lead to the initiative being 

highly reflective of the existing brand, why a negative perception of the new initiative would be 

diminutive of the brand in general. Since these alternates leave no real distinction between the initiative 

and the brand in general, a failure could therefore easily result in severe brand dilution and the notion of 

perceived premium degree which would pose a significant threat to B&O going forward.  

All three of the alternative approaches could lead to significant and potentially existentially threatening 

consequences for a luxury firm like B&O whose strong brand identity and brand equity is essential to the 

continued success of the company. Because of these implications, the comparison with the previously 

mentioned theoretical characteristics of the sub-brand extension strategy would indicate that B&O has 

made a sound and appropriate choice of utilizing the sub-brand extension strategy with B&O Play. The 

sub-brand approach holds a lot of potential and at the same time has significantly lower risks when done 

correctly in regards to company characteristics due to a clear distinction between the brands, but the 

question still remains if B&O indeed have implemented it correctly thereby ensuring that risks are kept at 

a minimum.  
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In order to create an effective sub-brand two fundamental aspects are essential and must be present in 

order to establish a successful initiation of a sub-brand. Of those two, the first is the need for a clear 

distinction between the parent brand and the sub-brand as mentioned earlier, and this is most easily 

achieved and effective when the existence of apparent physical differences are created in order to visualize 

the difference for the customers. The second aspect is the necessity of ensuring that the sub-brand is aimed 

at different target segments than the initial parent brand in order to reduce the risk of influential 

cannibalization going forward.lxxx  

B&O has been effective in distinguishing the B&O Play brand from the original B&O brand where the 

new sub-brand is differentiated in regards to various aspects through product range, features, aesthetics 

and overall feel.  

 

The distinction from the parent brand is also underlined through the name, where the Play at the end helps 

point towards a more youthful direction as well as to the main theme of the majority of the B&O Play 

products, which is the plug and play feature. Despite the necessity to create and uphold a clear distinction 

between the original brand and the sub-brand, for a luxury brand like B&O it is also of great importance to 

maintain some brand value associations with the parent brand as the identification then helps justify the 

sub-brand as a high-end initiative that can help justify the premium price label. In order to achieve these 

associations, B&O has sought to create a sort of parent-child relationship between the parent brand and the 

sub-brand, where the B&O play brand is kind of playful son that has the some of the same “genes” as the 

parent brand but hasn’t matured in to the top-of-line product assortment like the parent brand.lxxxi Here the 

“genes” are the core values like top quality, great design and sound and the maturing part is signified by 

the fact that the B&O play products are stand alone items that are supposed to give the user a great 

experience and get them familiar with brand.  

As mentioned, “Play” in brand name helps distinguish the sub-brand from the parent brand, while it is still 

implementing the original brand in order to achieve advantages of association. However, even though the 

brands are distinct, the relatively close linkage with the B&O part of the name increases the risk of notion 

of premium degree significantly, as any case where B&O Play over reaches in the pursuit of a larger 

customer base would reflect poorly on the parent brand.  

This naturally constitutes a calculated risk taken by B&O since the brand to a large extend is the biggest 

asset in company, but as the relationship between the parent brand and sub-brand allows for an easier 

transition and valuable transferred brand value, as well as expectedly significant savings on marketing 

costs compared to launching a sub-brand under a separate name, it seems to be a decision and calculated 

risk that is validated by the necessity to implement the sub-brand as fast and efficiently as possible. 

In order to ensure that B&O Play is targeted differently than the original B&O brand to most efficiently 

avoid the risk of cannibalization, B&O has ensured that the cheaper and more raw sub-brand is targeted 

towards the younger and less financially extraordinary segments, herein more specifically young 

professionals that are in tune with the trends of the digital age, technological development and hand-held 

devices. In addition to this, the pronounced differences in product offerings between the parent brand and 
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the sub-brand helps ensure that overlapping between the segments stays at a minimum, hereby further 

reducing the risk from cannibalization.  

The product category that presents the largest risk of cannibalization is flat screen TV’s where the 

introduction of the new B&O Play V1 model potentially poses a threat. Still, like it is the case with the 

remaining product offerings from B&O Play, it is significantly different from the original B&O products, 

with noticeable differences in materials, features, design, and overall feel which consequently minimizes 

the possibility of any significant amount of cannibalization to occur.  

Instead it is more likely that the new B&O Play initiative will lead to pre-emptive cannibalization, which 

constitutes a positive type of cannibalization where a consumer that would normally be switching from the 

original B&O brand to a competing brand, instead switches to B&O Play because the new B&O Play V1 

model has been introduced and offers a better alternative that is more like that of the original B&O 

product.lxxxii 

3.7.1.4Customer analysis  

This part of the analysis will be focused around how well B&O has managed to capture the younger 

segments that they are targeting by evaluating and taking important aspects like trends, customer 

motivation and sales processes into consideration.  

Regarding trends B&O have correctly identified the increased digitalization that especially has intensified 

through the last 5 years, where music, media and other entertainment have become increasingly 

digitalized. This is further exemplified by the rapidly increasing popularity of smart phones and other 

handheld devices which allows for digital entertainment. Despite being late in recognizing and servicing 

this trend, B&O has wisely decided to focus a grouping of the their products around the popular Apple 

universe, as it offers a world-wide known brand association, great compatibility opportunities and 

increased awareness amongst the younger segments that Apple services and B&O would like to appeal 

too.  

The most essential aspect to consider regarding customer motivation is brand identity, an aspect that is 

expressed through the value proposition of the sub-brand. According to Aaker, the value proposition “ is a 

statement of the functional, emotional and self-expressive benefits delivered by the brand that provide 

value to the customer”, which is the recognition of the fact that a company has to set itself apart from 

competing brands and demonstrate value that appeals to its target audience through a combination of these 

three benefits. In order to be successful it is not a necessity to excel in all three benefits simultaneously, 

but judging from the approaches from successful brands they usually excel in at least two of the three with 

especially the latter two being keylxxxiii. 

With a focus on Aaker’s take on value proposition, the subsequent sections will examine B&O Play in 

order to discover to what degree the sub-brand satisfies the criteria by analyzing the current composition of 

benefits.  

Regarding the functional benefits of the B&O Play sub-brand, there is a general focus around the plug and 

play feature which allows for convenient, fast and easy access to one’s digital library.  
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Aside from this focus point, especially two functional benefits from the parent brand are recurring 

throughout the sub-brand products; great design and focus on quality, which furthers the ties towards the 

parent brand while it strengthens the B&O Play brand in the process.  

Although the combination of functional benefits that is experienced through the B&O Play brand is not 

common in the industry, it is not nearly unique either, as several of the existing competitors provide 

similar combinations. Because of this, these benefits alone do not provide the B&O Play brand with a 

strong value proposition, as the brand does not stand out from its competitors and especially not as B&O 

Play has been oriented around a premium pricing strategy with a focus on differentiation.  However, as 

any functional benefits are much easier copied than existing benefits in the other two subsequent 

categories, the value proposition of B&O Play is not necessarily weak altogether, although establishing 

significant benefits in those two categories is essential in order to justify B&O’s status as a high-end brand 

and premium price point.lxxxiv  

According to Aaker the emotional benefits are directly linked to the feelings that are associated with a 

brand. Research has shown that the strongest brand identities excel in the benefits categorized in this 

particular area, and for that reason, for B&O Play this is where the relatively tight link to the parent brand 

is especially valuable. As the strong original brand identity of B&O has already been established and is 

well known, the linkage between the sub-brand and the parent brand will expectedly lead to a positive rub 

off effect, which is of significant value to B&O Play.lxxxv  

The emotional benefits of B&O include aspects of sophistication, aesthetics, excellent audio experience 

and the effect of exclusivity and unique design. While the B&O Play sub-brand does not offer the same 

degree of benefits as the original B&O brand does, the orientation and focus of the sub-brand as well as 

the linkage with the parent brand leads to significant benefits within these areas for B&O Play as well. 

Through an expressed focus on these benefits, B&O Play seems to have reached a well-founded fit with its 

target audience as well as an advantage compared to several key competitors who do not possess the same 

degree of emotional benefits through a strong brand identity like the one B&O Play achieves through its 

parent brand B&O.  

These emotional benefits mainly apply to customers that already have some knowledge and associations 

with the brand in general, why the strength of the value proposition is very dependent on the marketing 

and sales efforts. This is especially influential in areas where the brand is less known like the Chinese and 

Indian markets that B&O is entering, why it is essential that awareness and associations is created in order 

to achieve and utilize the emotional benefits of the brand.  

The self-expressive benefits are in many ways very similar to the emotional benefits in B&O Play’s case, 

as the B&O part of the name combined with the somewhat tight linkage with the parent brand expectedly 

leads to self-expressive benefits that in some areas are very similar to that of B&O. lxxxvi As was the case in 

the emotional benefits, the aspects of sophistication, design, elegancy, exclusivity, quality, aesthetics and 

wealth based on the premium pricing, constitutes the primary self-expressive benefits for B&O, and in turn 

for B&O Play as well. Aside for to a large degree nurturing these benefits, B&O Play additionally also 

provides a rawer, youthful and playful aspect to their product lines, which is an aspect that sets them apart 
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from the parent brand and supplies a unique aspect that helps the sub-brand stand out, not just from the 

competitors, but from the original B&O as well. 

When gathering the findings regarding the value proposition of the B&O Play sub-brand, it was 

established that there are significant emotional and self-expressive benefits which indicates a strong value 

proposition, but as a large part of the examined benefits are directly linked to the brand identity of the 

parent brand, it entails that the value proposition is significantly stronger to those who knows and has 

associations with the brand.  

The automated associations and tight linkages with the parent brand can be very advantageous, effectively 

facilitating a strong value proposition based on an existing brand like that of B&O, but as mentioned 

earlier significant risk is perceivable should the products not deliver what is expected and anticipated by 

the customers. This is especially important to be aware of as a failure by B&O Play based on critical 

misses on the expectations could potentially change the general perception of the original B&O brand 

while raising questions regarding the luxury premium degree of B&O as well as the integrity of the 

company.  

Still, while the most significant differences from the parent brand strategy is different product categories, a 

more youthful and raw feel as well as increased distribution networks, the majority of the key aspects to 

the original B&O brand remains intact, why the chance of a failure with a significant negative influence on 

the parent brand is considered to be unlikely. However, in the case that the balance between quality and 

price was to be changed and consequently lead to a decreased value proposition for B&O Play, it would 

change circumstances significantly why any changes needs to be monitored and analyzed before initiating 

them.  

Another essential aspect to examine with regards to customer motivation is the sales processes, as it is 

imperative to the success of B&O Play that targeted segments are reached effectively. 

In order to reach younger target groups, B&O Play has initiated a partnership with Apple that has a solid 

hold on the younger segments and a profile of an innovator and design oriented company; much like B&O.  

This seems to be a natural fit due to B&O Plays focus on design oriented products with more youthfulness 

and edge than the original brand, which is very similar to the approach that Apple has.  

 

B&O Play is sold through both Apple’s physical stores and their web-stores which allows for a broad 

reach while it also takes the buying tendencies of the younger segments into account, as online purchasing 

is becoming increasingly popular. Aside for this, B&O Play also has distributor agreements with other 

third party vendors with a similar customer profile to the Apple storeslxxxvii, as well as they also have 

created their own online-store to increase exposure and awareness while making it easy and convenient to 

buy the B&O Play products, an aspect that is important with the targeted younger segments.  

In addition to these sales channels that are not used by the original B&O products, the B&O Play products 

are also sold through the traditional B&O retail network together with the parent brand.  To some extend 

this sales approach blurs the distinction between the parent brand and the sub-brand, but a new initiative to 
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create a shop-in-shop concept for the B&O Play helps clarify this distinction while still associating it with 

the parent brand.lxxxviii  

All aspects considered B&O Play’s efforts to reach their targeted audience appears to be well focused and 

promising, both with regards to reaching the expected target audience and regarding the extensive and well 

thought purchase options offered to create awareness and allow for customers to a feel for the new sub-

brand.  

3.7.1.5Competitor analysis 

The competitor analysis will examine how B&O has positioned the B&O Play sub-brand compared to 

competitors as well as how well they have taken advantage of possible competitor vulnerabilities.  

With regards to positioning, Aaker notes that it is important to set the price of the products competitively 

when appealing to value oriented buyers, even if it is tempting for a luxury brand like B&O to try to 

command significant price premiums.lxxxix This notion taken into consideration, B&O Play that has been 

marketed as a high-end brand should not be priced significantly higher than other competing high-end 

brands, as this would scare off the value-to-price ratio oriented customers, which would expectedly 

significantly reduce the relevant customers in the targeted segments.  

Examining the pricing of B&O Play on the high-end speaker market, it seems that B&O Play has 

effectively analyzed the market and followed through on the notion, as the products are all predominantly 

priced in the upper end of similar high-end speakers, consequently creating a good fit for the desired image 

and strong value proposition.xc  

The only product that may in fact have over reached is the B&O Play A8 speaker dock, whose 995 pound 

price tag is only rivaled by fellow Danish manufacturer Libratone, who is commanding a significantly 

larger premium compared to other competitors.xci  

Examining the B&O Play V1, it has been priced sensibly close to the recently launched and more youthful 

flat screen TV from German competitor Loewe, who constitutes a key competitor to the original B&O 

brand and who has had a lot of success with their positioning strategy through the last years, with lower 

prices than those on the traditional B&O TV’s.xcii 

One of the key aspects when establishing a new brand is to be aware of the strengths and weaknesses of 

the different competitors, as it will help ensure the best possible exploitation of potential vulnerabilities 

and comparative advantages, while it also allows for the company to avoid competitive situations where 

they are at a comparative disadvantage.xciii B&O Play has been able to utilize the knowledge of their 

competitors in the positioning of the brand and products, while they have been able to create a product line 

and concept which has a good fit with the company profile, while it is also able to supply a new and 

focused youthful and raw dimension that the somewhat saturated high-end consumer electronics market 

did not yet have to the same degree. Currently there are only a few competitors that decidedly follow a 

similar strategic approach, but amongst them B&O Play seems to offer the strongest value proposition, 

especially due to the strong emotional and self-expressive benefits that are facilitated by the associations 

with the original B&O brand. This is further stressed by the fact that B&O have their own stores that 

allows for complete showcasing and servicing of the products, whereas the majority of the competitors are 
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only able to sell through third party vendors and partnerships, which improves the exclusive feel and 

uniqueness of the B&O Play products.  

Being able to provide products that are up to par technology wise with occasional unique B&O Play 

features and signature marks like the ceiling hanging option of the V1 flat screen TV, or the complete 

concept of the A3 speaker dock, allows for B&O Play to create awareness while establishing the brand as 

a legitimate competitor and alternative to the existing brands. In general they have been effective regarding 

the positioning of the sub-brand while navigating the competitive landscape and the successful initiation, 

which is greatly emphasized by the fact that the sub-brand already accounts for impressive 12-13% of total 

sales in B&O despite only having been on the market for 8-12 months.xciv   

3.7.2Summation of Strategic Brand Analysis 

Through the preceding Strategic Brand Analysis, it is apparent that the decision to launch the B&O Play 

sub-brand initiative was not a premature and unfounded decision based on declining sales. Rather it 

appears to be a thoroughly thought out and evaluated strategic implementation that creates a complement 

to the original B&O brand, which consequently will be expected to become an influential aspect of the 

expansion of the customer base and the future development of the company.  

From a theoretical standpoint, all the mentioned significant aspects raised by Aaker have been addressed in 

the sub-branding of B&O Play, and the process has consequently been handled well according to the 

original profile of B&O. However, venturing into a sub-branding initiative like B&O has done with B&O 

Play is encumbered with a risk that cannot be entirely eliminated regardless of the effectiveness 

throughout the process, why even though it has been planned and effectuated with great success so far, it is 

an area that will be important to monitor closely in the future as well. The tight linkage from B&O Play to 

the original B&O brand is a double edged sword which entails two counteractive effects as it is an 

essential aspect of the strength and value proposition of the new sub-brand, while it in case of a failure 

poses a significant threat to not only the sub-brand, but the original B&O brand as well. Although there is 

a clear distinction with regards to features, design, exclusivity, overall feel and product range, the fact that 

the two brands are so closely linked through name and benefits poses an increased threat for brand dilution 

as well as the notion of premium degree caused by a change in the overall perception of the original B&O 

brand based on the B&O Play. Currently it is not considered a significant concern while the new sub-brand 

matures and grows, but it is an aspect that has to be evaluated and carefully managed going forward, why 

B&O will need to ensure that the strategic approach and product development in B&O Play does not come 

too close to that of the original B&O, as the sub-brand needs to establish and consolidate its own brand 

profile and place in the market. In this process it is equally important to ensure that the potential 

cannibalization is kept at a tolerable low level, as the declining product life expectancy due to rapid 

technology development increases the possibility hereof in the case that the B&O and B&O Play products 

become too similar making the B&O Play products attractive alternatives for the regular B&O customers.  

Despite these potential threats that will always occur when deciding to enter into a sub-branding venture, 

the analysis shows that B&O has done a solid job of positioning the new sub-brand which is perceived as a 

valuable growth driver going forward. 
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3.8Value Chain Analysis 

As it was analyzed in the previous industry level analysis, the development that the high-end electronics 

industry has experienced in the wake of the financial crisis and subsequent financial downturn has led to 

an increased pressure on luxury electronics manufacturers, among them also B&O. As a respond to the 

threatening development in B&O, new CEO Tue Mantoni has initiated the implementation of the 5-year 

Leaner, Faster, Stronger strategic approach that is focused on changing the organization and internal 

processes in various ways to ensure a profitable future for the company. Because of the increased focus on 

internal process changes, the following section will take basis in the value chain analysis developed by 

Porterxcv, as it will help create an understanding of the current status of relevant internal aspects of the 

production process as well as it will examine which different areas are currently contributing to the value 

in the process.  

The value chain analysis is a model that allows for a defragmentation of the different aspects of the 

production process, where it provides the possibility of systematically analyzing different groups of 

activities with regards to value creation in the company. Through the findings it is consequently possible 

to evaluate the impact on current competitive advantages and disadvantages which is an influential aspect 

of the future prospects and expectations.   

The model is focused around two different types of activities that all too some degree have the ability to 

add value to the product. The five primary activities are activities that are specifically involved in the 

process of producing and selling the products, while the four support activities constitute activities that are 

essential parts of the company that is instrumental to the company and the process of the products in the 

primary activities.  

The following analysis of relevant aspects in B&O’s value chain will examine the five primary activities, 

as they are considered essential and influential aspects of the company and its future.  The four support 

activities; Procurement, Firm infrastructure, Human Resource Management and Technology, will not be 

analyzed separately in this thesis, why relevant aspects instead will be incorporated and analyzed in the 

five primary segments. 

In order to examine the current status of the different activities, the analysis will be summarized in a 

segmented chart in order to illustrate the value adding activities that are influential on the competitiveness 

of B&O. 
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The products supplied by B&O are not exclusively comprised of B&O components, as the finished 

products have components and semi-finished components from a wide array of different suppliers aside 

from those manufactured by B&O themselvesxcvi. The electronics components are produced by different 

companies from primarily Europe and Asia, but are manufactured according to clear restrictions and guide 

lines from B&O to ensure the conformity and high standard that is required by the customersxcvii.  

B&O meanwhile has narrowed down focus on their own manufacturing to areas where the company is 

especially skilled and has a achieved a large degree of expertise and knowhow through the years, which 

include anodizing, mechanical machining and surface treatmentxcviii, while they also utilize B&O 

developed software and technology when finishing the products to the end user. 

The partial outsourcing allows B&O to focus on areas of strength which is an advantage, but it also entails 

that the company is dependent on several external suppliers throughout their production, why they strive to 

ensure that long-term supplier relations are preserved with regards to their well-functioning key suppliers.  

The usage of outsourcing regarding components and materials however requires a comprehensive logistics 

system, especially while producing on a customer order basis, as any delays from either supplier has the 

potential to significantly delay the processes. Such a delay can potentially lead to significantly delayed 

customer deliveries or delayed product launches, which has previously been an issue on several occasion, 

and can be very detriment to the brand and sales. 

As B&O currently only have production sites in Struer, Denmark, and Koprivnice, the Czech Republic, all 

the inbound logistics are focused around the same two places, which makes it easier to structure and easier 
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for the suppliers, which consequently helps facilitate a dependable process with limited mistakes within 

the inbound logistics.  

3.8.1Operations 

The operations activities constitute a significant value-creating part of the value chain, as it is the activities 

that turn the input into the final product. The operations activities can be divided up into three different 

processes in order to supply a better overview of the rather large grouping of operations; concept 

development, product development and production. 

3.81.1Concept development 

The concept development is the initial part of the operations in B&O, and it is focused around the product 

innovations department “IdeFabrikken”. This is where ideas are thought up by the B&O innovation teams, 

and consequently where the ideas are presented to independent designers who then create a design based 

on the given idea and with the preferences of the customers in mind.  

The concept development is a key component in the value chain for B&O, as it is the foundation of the 

products that represent and mirrors the company and well known B&O brand with world famous design. It 

is an area where the company uses a comparative large amount of resources compared to their competitors, 

as the continuous development of innovative designs is imperative to the brandxcix, as B&O has always 

prided itself of being a proponent of cutting edge design. It is in this stage that these qualities are thought 

out and implemented into the developing products, which consequently makes it a major element in the 

value creation.  

The ICE power system is an example of the innovative nature of the company, and even though the ICE 

power segment is no longer experiencing large growth, having developed the technology in B&O allows 

for an easy and inexpensive usage in the development of other products going forward, which is a great 

asset to the company. Another aspect of the innovative process that creates value through this part of the 

value chain is exemplified by the patent that B&O has just filed for in 2012 regarding a specific remote 

control technology, as it is a result of the cooperation with engineering students on the yearly innovation 

camp sponsored by B&O in Struer
c
. Even though B&O seldom is the inventors of new technological 

developments, they are focused on being very innovative in their way of utilizing the known technology in 

order to maximize the consumer experience, and it is though these innovative initiatives that B&O is 

expected to excel and be in the forefront of the industry. 

3.8.2Product development 

The product development is more technically focused and builds the product based on the concept that has 

been thought up. Given that the result of a designed concept is promising and represents a product that is 

allowed to be further developed, the product concept is transferred to the product development department 

where the product is given specifications and designed with matching hardware and software. Throughout 

this process there is cooperation between IdeFabrikken, Product development and designers in order to 

create a complete, functioning and finished product that can be produced and sold to the consumers. 
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As the technological development has advanced, increasing demands and expectations has arisen for the 

interior and quality based components of the products, why, as a producer of high-end luxury electronics, 

it is essential that B&O is able to incorporate high quality components and performance into the 

designated design in a way that makes the product excel with regards to both the interior components and 

the exterior design. In this regard it is also an important element that all the different products are 

developed using the same technological platform, as it is a requirement for the B&O lines that they are 

able to work together. This is also a value adding aspect, as it has become an integral part of the B&O 

brand and product lines. 

The flexibility of the product R&D for a company like B&O is crucial, as the company needs to be ahead 

of the competitors and continuously protect and consolidate the position as a leader in exclusive high-end 

electronics. Because of this, it has posed a significant threat when the process has faced issues with timing 

and consumer preferences as has been the case in the last few years. B&O has struggled to introduce new 

products in time with the design and profile that was demanded by the consumers, and while they were not 

able to satisfy the market with the products that were developed, the new concepts were by many seen as 

outdated and not nearly as innovative as B&O seeks to beci. This negative development has led to 

questions surrounding the status and future of B&O as a market leader in the luxury market, why it 

consequently has been made great priority for the new administration
cii

.  

The new development however, has gotten off to a fast start as the new focus on faster and more agile 

product development within core areas has improved the flexibility and ability to come through on 

deadlines, while supplying products earlier than would have been possible before
ciii

. The B&O Play 

initiative and Automotives have experienced a positive development as well, with a significant amount of 

new product introductions and continued growth which will be important as a growth factor for the 

company going forward
civ

. The decision to key in on a more focused line of products has allowed B&O to 

move away from among others, cell-phones, DVD players and recorders etc., which have increased the 

resources available to R&D of core products, allowing a more intensive orientation towards innovation 

within these signature products.  

As this stage with R&D is an instrumental part of the value chain and the success of B&O, it is imperative 

that the positive development is maintained and the market is supplied according to the profile of B&O as 

well as the demand of the target segments. This very aspect has been an Achilles heel for B&O in the past 

where the company in many ways failed to adapt to the changing market conditions and ever more 

demanding customers thinking that they could take their time in the development stage as they had in the 

past. The result was by the time the new products hit the market the trends had changed. Why focus on 

faster and more agile and flexible product development will help the company to follow up on new trends 

and stay ahead and innovative on the market, why the current direction of the company in R&D looks 

promising. 
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3.8.3Production 

The actual production of the products are divided between the facilities in Denmark and in the Czech 

Republic, where especially the more labor intensive tasks are designated for the Czech production 

members while the more detailed and technically demanding tasks are performed in Denmarkcv. The 

production by the Czech production employees is significantly cheaper which allows saving costs, while it 

also allows for a focused utilization of the knowledge in Denmark on more complex nuances and finishing 

of the products, which ensures that the high standard is maintained
cvi

.  

Aside for the lower production costs that is a result of the labor heavy production in the Czech Republic, 

this aspect of the value chain in B&O is especially focused around the flexibility of the production as it 

allows for a cost reduction and more effective production process. A large part of the products supplied by 

B&O are produced on an order-to-order purchase basis as they are not only producing based on 

expectations. This essentially ensures that the company has a reduced warehouse binding as well as a 

lowered risk regarding excess products, which is a great flexibility to have in the production. However, in 

order to efficiently and rapidly supply the products when ordered, a well working logistics system is 

imperative, as any delays will be costly for the company. This is especially an area that will be tested upon 

the entering of the BRIC markets China and India, as it supplies the challenge of new markets, new 

legislation, new supply chains and new customers.  

The materials that are used to create B&O products are very expensive compared to what other brands 

typically spendcvii and the large quantities of especially aluminum and glass makes the products difficult to 

copy without incurring the same large costs on materials. It is a fundamental believe in B&O that the 

products has to be exclusive starting with quality materials, which has been the way B&O has produced its 

products since it first opened production. However, the financial crisis has increased the focus on costs, 

why there is a sentiment to ensure that the products are comprised by quality components that are not 

disproportionately expensive. The new direction has also opened up for the utilization of other materials 

than the well-known aluminum, which is exemplified by the B&O Play V1 flat screen television that is 

instead comprised of stainless steel and powder coated surfacescviii. The new B&O Play line will 

expectedly utilize various new materials in the production as the products are priced somewhat lower and 

subsequently do not allow for the same kind of production costs spend on materials, but also because the 

line has to create its own identity and stand out from some of the traditional B&O trademarks. 

The focus on quality materials and components are an integral part of the identity and brand of B&O, why 

it is a value adding aspect of the value chain. However, it is also an aspect that entails larger production 

costs for B&O than for many of their competitors, and it is a decision that reduces the profit margin of the 

final products. The new management is already focused around optimizing the production process while 

discovering new methods to improve the products or reduce the price, and that is an important aspect for 

the future success, as there is a lot to gain by being creative without losing the trademark of quality 

components that is essential to B&O. 
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3.8.4Outbound logistics 

As B&O primarily produces products on a customer purchase basis, the need for warehousing and storing 

is only minor, which reduces the financial bindings and the risk of ending up with underperforming excess 

products.  

After the products have been completely assembled, tested and gone through quality control, they are 

shipped to the customer, where currently all products are dispatched from the company’s production sites 

in Struer, Denmark and Koprivnice, the Czech Republic. Focusing the production and assembling around 

these two sites allows for an easier and less complicated process and overview of the different orders, like 

it also simplifies the inventory management greatly. Still, only having two distribution centers entails 

significantly increased delivering time and shipping costs, which especially will be incurred when shipping 

the products to geographically distant destinations.  

With the new focus on the Asian market the distances to the new customers is much larger than to those in 

Europe, which could be an incentive to add a production or assembling site as production increases. 

Locating a potential site in or around China where labor is cheap and the customers are closer would be 

able to reduce shipping costs as well as delivery time.  

3.8.5Sales and marketing 

As it has been previously mentioned, B&O has two different types of sales shops on the B2C market that 

they utilize depending on the premises for the location; the exclusive B&O B1 shops, and the Shop-in-

shops. The exclusive orientation of the B1 shops as well as the specially trained employees overseeing the 

B&O sections in B&O store-in-stores are important aspects of the brand value and perception of high-end 

products, why it is considered to be a value-adding aspect of the value chain. This segment of the value 

chain is an important part of establishing and maintaining customer satisfaction and customer loyalty, 

which is imperative for a luxury brand like B&O. This segment is where the professional guidance of 

trained salesmen is utilized to help the customer purchase the best possible products based on their 

preferences and needs.  

The B1 shops are the main focus of B&O as they are able to create an experience where the undivided 

focus is on the products and the service and knowledge is an emphasis. Effort and finances are put into the 

training of employees, and it is an area that is important to the brand as the salesmen is the direct 

representatives of B&O.  

The marketing approach has been standardized throughout the different shops in order to ensure a global 

consistent marketing of B&O products, why the different shop managers are not allowed to advertise and 

market themselves. Currently there are 690 B1 shops which accounts for 83% of turnovers from the shops 

and shop-in-shops. The last 17% is then supplied by the 265 shop-in-shops that are considered a 

significant complement to the B1 shops, and an alternative that is especially valuable in areas where the 

B1 shops are not demographically advantageouscix. With the new entrance into especially China and 

India, the developing markets will experience an increase in B&O shops as the brand is being solidified, 
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while the number of shops in the well-established Western markets will be reduced during the coming five 

years. 

The new management and new direction of B&O will remain focused around those two types of shops, but 

in recognition of the fact that they have not been further developed the last several years and subsequently 

is underperforming, it is believed that a new approach is needed to improve the value of the shops. The 

shops, and especially the B1 shops, are currently centered around high-end areas and recognizable and 

exclusive addresses like Rodeo Drive, but the new approach will seek to change to alternative locations 

which allows for a more spacious exhibit that is needed to experience complete, integrated examples of 

B&O solutionscx.  

In order to improve and a attract a high quality department of sales and marketing, B&O has decided to 

move the Sales and Marketing part of the organization to Copenhagen, whereas it was initially located in 

Struer. This allows for the company to more easily attract qualified employees, while being situated in the 

Capitol simultaneously allows for easier access and interaction with many of the national as well as 

international customerscxi.  

3.8.6Service 

The service aspect is a part of the value chain where B&O is able to differentiate itself, especially from 

less expensive brands that offer a significantly lower level of service. The customer service, installation 

assistance and follow-up support are considered a key aspect of the B&O experience, and a focus point for 

the company, why it helps set the company a part with positive differentiation. 

The service that B&O offers starts out in the stores where special training and focus on the customers are 

prioritized in order to enhance the customer experience. The knowledge of the salesmen ensures that the 

customers are able to receive proper guidance regarding all the differences and nuances of the products, in 

order to select and purchase the best fitting based on preferences. The B1 stores in particular provide an 

overview of the possibilities and alternatives that B&O offers, while it also allows for testing and in-depth 

description of the productscxii. Both BOSE and Loewe have exclusive shops as well, why this aspect is 

primarily an advantage towards the less specialized and less expensive brands, but it is an area that allows 

B&O to give the customer an understanding of what the brand products supplies and stands for. 

The personal installation assistance that B&O supplies constitute another aspect of the high level of 

service that is important to the exclusiveness to the products and the brandcxiii. It helps the customers on 

both the B2C and B2B markets to have the B&O products and systems perfectly set up in order to 

optimize the experience and value for the customers. This is a service that is perceived as a significant 

value for the customer, but it is also a measure that ensures that the B&O products are represented from 

the best of their ability, which increases the word-of-mouth marketing value of the brand which is an 

advantage for B&O self. 
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In line with this focus on good service, the post-purchase service that B&O offers is high as well. There is 

a standard 36 month guarantee and assistance is available through the retailers or customer with help and 

guidance to ensure that every B&O product is perfectly functioningcxiv. 

The significant focus on service is an important aspect of the exclusive brand and products of B&O, why it 

is a value adding activity that especially differentiates them from the lessor and more inexpensive brands. 

However, the direct competitors of BOSE and Loewe likewise emphasize a high level of service, as all 

exclusive brands do, and it is expected by the customers who purchase the expensive products that the 

extra service is included, why it is not a unique feature offered by B&O.  

3.8.7Value Chain summary 

Through the preceding segments of the value chain analysis in B&O, the different primary activities have 

been examined and analyzed in order to supply an overview of the value adding elements in the company. 

The new Leaner, Faster, Stronger strategy has experienced a positive start in the first year of its 

implementation, and the value chain analysis indicates that B&O is effective in handling the different 

activities in the value chain.  

There are several areas where B&O needs to monitor and ensure that the process is effective in order to 

not risk losing value, and key amongst those is the time perspective of product development, production, 

product launch and delivery which consistently needs to be effective. These areas are even more important 

as B&O expands their activities on the Asian market, where additional product and/or assembling sites 

needs to be considered in order to safe on shipping costs and logistical time within production and 

delivery. 

Based on the analysis of the different primary activities, value adding elements has been identified and 

evaluated with regards to the degree of value that they are able to add. The following chart gives an 

overview of the influential value adding elements that are relevant for the value chain in B&O. 
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3.9McKinsey Matrix  

The matrix originates back from the 1970’s where it was developed by McKinsey & Company Inc. with 

regards to their consulting engagements in General Electric. The purpose of the matrix is to map and 

compare a company’s different business units on the basis of industry attractiveness and business unit 

strength, hereby helping management to make qualified decisions regarding asset allocations.cxv The 

matrix is an improvement of the BCG matrix as it accounts for several additional factors, consequently 

providing a more nuanced and thorough understanding of the relative strength relationship between the 

different SBU’s.  Each SBU is positioned in the matrix with a value that is calculated based upon both 

industry attractiveness and business unit strength. This is done by identifying the criteria for each area, 

Value chain primary activity Value creating element Value creation

Selection of quality materials and components High

Reduced storage requirements Medium

Outsourcing and focus on own expertise Low

Inbound Logistics Overall Medium

Focus on design High

External designers Medium

Patented technologies High

Focus on rapid product development Medium

High technological quality High

Common technnological base for all products High

Order to order purchase based production Medium

Limited production and assembling sites Low

Cheap labor heavy production in the Czech Republic Medium

Operations overall High

Reduced storage requirements Medium

Easy overview and inventory management Low

Outbound Logistics overall Low

Exclusive B1 and shop-in-shops High

Specially trained sales personel High

Standardized and global marketing approach Medium

High

In store customer service High

Installation assistance High

Post-purchase service Medium

High

Service

Production

Outbound Logistics

Sales and Marketing

Inbound Logistics

Operations

Concept development

Product development
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subsequently determining the value of each parameter in the different criteria, and eventually multiplying 

the found value by a determined weighting factorcxvi.  

Because of the nature of the thesis, the selection of the model is based primarily upon its suitability for 

displaying relative business unit strength, rather than its viable usage for asset allocation purposes as 

mentioned earlier. Through the evaluation of the different segments, the model is intended to establish an 

understandable and representative overview of the four segments in B&Os portfolio, while it will utilize 

previous analysis and further evaluations of the different business units and their context in order to 

understand how they are likely to perform going forward. The criteria that will serve as the foundation of 

the analysis includes:  

Industry Attractiveness: (parentheses denotes weighting factor) 

Market profitability (25%), market intensity (20%), market growth rate (25%), differentiation (15%) 

and demand pattern (15%). 

Business Unit Strength: (parentheses denotes weighting factor) 

Segment growth (20%), brand strength (25%), market share (25%), customer loyalty (15%) and 

distribution access (15%).  

For a more detailed description of the calculations and the grading of each business unit see Appendix 3.  

Figure10: McKinsey Matrix displaying the different SBUs/Segments for B&O  
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In the previous figure the different segments have been positioned according to the calculations done in 

Appendix 3. The size of the circles indicate the size of the segment in regards to percentage of revenues 

and the arrows displays future growth outlook for the next 12-16 months. In the following sections we will 

briefly touch upon the findings in regards to industry attractiveness and business unit strength for each 

segment  

3.9.1Audio and Video segment: 

The Audio and Video segment constitutes products that are sold in the industry which has already been 

assessed in the previous industry level analysis; the high-end luxury consumer electrics industry. It 

currently constitutes approximately 68%cxvii of the total revenues in B&O, which makes it the significantly 

largest segment of the four. 

3.91.1Industry attractiveness: 

The industry has experienced an intensified competitive landscape in the recent decade which especially 

has increased in the wake of the financial crisis and the rapid technological development. Existing brands 

expanding their portfolios have been able to compete within growing areas of the high-end market while 

new competitors have become relevant as well. Despite the increasing competitor intensity, B&O has had 

a focus on differentiation through quality, design and brand name which has ensured that they only have a 

limited amount of competitors with a directly competing profile, highlighted by especially Loewe and 

BOSE. The industry allows for significant differentiations strategies, but as the technological development 

is rapidly evolving, the effective lifetime of the products has decreased, as well as the difference in quality 

between luxury goods and more common goods has diminished, which effectively has increased the 

pressure on the high-end luxury consumer electronics market. 

The largest B&O market is constituted by Europe which has experienced some challenges and uncertainty 

regarding growth prospects in the recent years, but the initiatives in the BRIC markets with especially 

focus on China and India to some degree offsets this concern and leads to an industry that overall is 

expected to show growth in the long run. The attractiveness is enhanced by a large gross margin of 43.10% 

in 11/12cxviii, which is an increase from the previous year and significantly higher than the gross margin of 

main competitor Loewe with 22.70%cxix. 

3.9.1.2Business unit strength: 

The Audio and Video segment experienced a negative growth of 1% in 11/12, which is significant and 

concerning as it constitutes the largest segment and a core business for B&O, however it is slightly less 

concerning when factoring in that B&O is a company in change. The Audio and Video segment is the core 

business of B&O, and that will not change going forwardcxx, where especially the initiative in the Asian 

BRIC markets as well as a greater focus on core competencies and efficiency are expected to lead to an 

increased growth in the segment in the long run.  

The brand B&O is still acknowledged as a top brand within the Audio and Video segment where the brand 

strength is very strong and associated with quality, design, innovation and status. This is further 

established through the selective distribution of the products which are only sold in B1 stores or in selected 
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shop-in-shops at respected high-end audio and video stores. The branding is therefore a key factor in the 

customer loyalty, where especially the older generations associate B&O with top of the line products. 

Because of this, it is essential to the future success of B&O, that they are able to prove and assert 

themselves as the top design and quality brand, as the new administration needs to make it clear that the 

increasing criticism B&O has received the last couple of years is not representative of what they will 

supply going forward.    

The full system integration compatibility is a developed concept that creates an increased incentive to own 

several B&O products simultaneously, which further strengthens the customer loyalty and prestige for 

B&O. 

3.9.2B&O Play segment: 

The B&O Play segment constitutes the products sold from the established B&O Play line. The products 

are sold in the industry that has already been assessed in the previous industry level analysis; the high-end 

luxury consumer electrics market, although the products are positioned differently than those supplied 

through the Audio and Video segment above.  

The B&O Play products currently constitutes 13%cxxi of the total revenues in B&O, making it a 

significantly smaller business unit than the one represented by the Audio and Video segment, but the third 

largest of the collected four segments. It is however a new initiative that is being established why the 

expectations for the future are promising. 

3.9.2.1Industry attractiveness: 

While the financial crisis and the rapid technological development within the industry has led to an 

intensified competitive landscape, it is especially in the part of the market where B&O Play is relevant that 

the competition has increased markedly.  

When existing brands have expanded their portfolios to include high-end audio and video products, they 

are only able to compete with the original B&O products to a certain degree due do to the gap in brand 

value, status, name recognition, quality and design. That is not the case to the same extent for the B&O 

Play initiative, as the positioning and perception of the sub-brand is not the same as for the parent brand.  

While B&O has had a focus on differentiation through quality, design and brand name at a steeper price, 

B&O Play supplies great design, good quality and a B&O feel for prices that are affordable by a much 

broader segment. This allows for B&O Play to become competitive for the customers in the high-end 

audio and video segment that are not financially set to buy the more expensive B&O products, yet it also 

establishes the product line in a significantly more intensified competition. The rapid technological 

development and the reduced effective lifetime of the products increases the attractiveness of the 

somewhat cheaper products, especially as they are still differentiated and positioned as high-end products 

with the acknowledged and recognizable B&O brand in the name. 

While the European market has experienced some challenges and uncertainty regarding growth prospects, 

the B&O Play initiative is being established and supplies new products that are differently positioned in 
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regards to product category and price point in the high-end market, why the market expectedly will 

provide attainable possibilities for growth in the B&O Play business unit. The initiatives in the BRIC 

markets with great size and untouched potential also has solid growth prospects going forward, although 

the specific demand for top brand high-end products in China ensures that it is especially the original 

products that are expected to apply to these markets during the initial entry.  

Due to the somewhat lower price point and initial introductory phase of the new sub-brand, the gross 

margin from B&O Play was only 27.10% in 11/12 which is significantly lower than that of the Audio and 

Video section.cxxii As the sub-brand is established and becomes an integrated part of B&O, this gross 

margin is expected to increase, however, because of the competitive situation, lower prices, relatively 

expensive quality components and the usage of third party retailers, the gross margin will expectedly 

remain markedly lower than that of the Audio and Video segment. 

3.9.2.2Business unit strength: 

Because B&O Play is a new initiative that is still being established, the growth is extraordinarily large, 

experiencing approximately 155% growth in 11/12cxxiii, which is one of the primary reasons as to why the 

B&O Play business unit is expected to be one of the main growth drivers going forward. The B&O Play 

segment is only the 3rd largest contributor of the four segments, but the future expectations growth are 

expected to increase the size of B&O Play sharply over the coming years, especially with the attractive 

partnership with- and distribution through Apple that currently looks promising. In regards to brand 

strength the somewhat close linkage with the parent brand ensures that a lot of the benefits are transferred 

over, but since it is a new initiative it will take time before it gain the same kind of recognition as the 

parent brand. The same applies to the customer loyalty of B&O Play, as the B&O name creates both 

recognition and buzz for its sub-brand, although it is evidently not the same type of products as the more 

expensive products in the Audio and Video segment.  

3.9.3ICE Power segment: 

The ICE Power segment develops and manufactures patented digital amplifier technology that is relevant 

in the B2B audio manufacturer industry. It is the smallest of the four segments as it currently accounts for 

only 3.8%cxxiv of the total revenues, but it is also the segment that produces the highest gross margin of the 

four.  

3.9.3.1Industry attractiveness: 

The ICE Power technology supplies a patented technology that only has a limited amount of competitors 

on the market. Because of the limited competition, the ICE Power system had an impressive gross margin 

of 48.3% in 11/12cxxv, which is the highest ranked margin among the four segments and a significant 

margin on the market in general. 

The most basic difference in amplifiers is the difference between digital and analog amplifiers, while each 

group allows for further possibilities of differentiation. The ICE Power technology is a digital technology 

that has been especially developed with a focus on improved utilization of the power consumption, why it 

is an attractive alternative to regular and more power consuming amplifiers. The market for digital 
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amplifiers is closely connected to the consumer electronics market, as it is primarily these products that 

will utilize the amplifiers, why the growth prospects for the industry to a certain degree expectedly will 

emulate those described in the previous two segments.  

3.9.3.2Business unit strength: 

While the ICE Power segment is the smallest of the four segments, it has shown strong growth numbers in 

recent years since a sharp decline from 06/07, and 11/12 was no exception with a strong growth of 24%. A 

significant part of the growth comes from internal sales for B&O products, so the B&O excluded growth is 

significantly less and expectedly in the area of 10-12% which still constitutes a solid growth for the 

unit.cxxvi  

The brand strength is perceived to be fairly strong on the amplifier market, and as ICE Power supplies a 

well perceived innovative technology that has supplied large established consumer electronics brands with 

long term contracts like BOSE, Philips, Samsung and more, the business unit is well founded and 

recognized.  

3.9.4Automotive segment: 

The Automotive segment constitutes products sold to car manufacturers on the auto market. Car 

manufacturers have experienced an increasing tendency in the demand for in-car entertainment systems, 

why several luxury brands have initiated cooperative agreements with B&O regarding especially high 

quality sound systemscxxvii. The Automotive segment is on B2B basis why the industry is the B2B high-end 

consumer auto audio system market.  

3.9.4.1Industry attractiveness: 

Currently there are not a lot of competitors in the industry where the one major competitor to B&O is 

BOSE. However, there are limited car brands in total and even fewer that fits the need for a luxury profile 

that match the products B&O supplies, why the concentration of buyers poses a threat that greatly 

increases the competitive rivalry on the market. As the industry exclusively includes products sold to car 

manufacturers, the growth is closely tied to the growth of the luxury car market, where the Chinese 

demand as well as an improving financial situation ensures that growth is expected in the future. 

The gross margin of 36.60% in 11/12 was a significant increase from the previous year, but the significant 

bargaining power from the buyers makes it difficult to expect further improvements in the profitability 

going forward.cxxviii 

Because the entertainment systems are individually designed to fit the specific car model, there is a 

possibility for a large degree of differentiation which is a positive for specified luxury brands like B&O. 

Many of the features that B&O offers are sought after by these manufacturers, where design aesthetics and 

quality is expected to be top of the line, why it is a market that perceivably will only feature audio 

producers of a certain quality and brand name. 
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3.9.4.2Business unit strength: 

The Automotive segment is the second largest of the four segments, although it is significantly smaller 

than the Audio and Video segment that is approximately 4 times larger. The general size of the industry 

taken into consideration, as well as the buyer concentration and few competitors, B&O currently has a 

strong position on the market. A modest growth of 1% was a result of a strong previous growth as well as 

a significant amount of model introductions and new agreements that were already initiated in the last part 

of 11/12. Going forward a solid growth is expected in the following years, consequently making the 

Automotive segment an important growth factor for B&O in the future.cxxix 

Thus far, B&O has been heralded as a great manufacturer of quality in-car audio systems and has been 

crowned the number one brand three consecutive years in a row by a well-respected German car 

magazinecxxx. The recognition is a factor that strengthens B&Os position, customer loyalty and bargaining 

power, as the awareness and respect for the quality supplied by B&O makes the brand harder to replace for 

luxury car manufacturers whose customers expects and demands the best 

Figure11: S.W.O.T 

 

3.10 S.W.O.T. analysis 

Through the different sections of the preceding analysis of B&O evaluating respectively the macro 

environmental factors, the industry relevant rivalry and the firm specific factors, a thorough foundation 

and understanding of the company has been established. The understanding of B&O as well as the specific 

aspects of importance to the company is essential to the subsequent valuation, as this understanding of the 

company will be an integral part of the budgeting and forecasting which constitutes the technical basis of 

the valuation. The different analytical models utilized have revealed which elements that are of specific 

interest for the intents and purposes of this thesis, why this S.W.O.T. analysis subsequently has arranged 

them in four different main groups in order to create an overview of the gathered findings, as well as a 

* Considered a top brand in high-end luxury consumer electronics. * Production sites are not efficiently located with regards to the Asian markets.

* Limited amount of direct competitors * Limited bargaining power towards larger customers.

* Solid job in introduction the sub-brand of B&O Play * Increasing competition from rivals through high-end oriented product lines.

* Good service, exclusiveness and marketing through B1 and Shop in Shop concept. * Close linkage between B&O and B&O Play brands could lead to adverse risks.

* Complete system compatibility between B&O products. * Necessary expansions of the warehousing and distribution network to the BRIC markets.

* Strong growth drivers in Automotives and B&O Play. * R&D process has to be more goal orientet and  efficient 

* B&O Play offers an increased potential on the otherwise saturated home markets.

* Unlimited potential regarding expansions within the BRIC markets. * Political focus on green energy increases risk for political and legislative interference.

* 46% of all luxury products in 2025 is estimated to be sold in China. * Competitive entry from new major capital heavy companies like Apple.

* The partnership with Sparkle and Roll and A Capital inhales large potential. * Decreased effective product lifetime

* The BRIC markets constitutes a new area of business that can lead to new * Declining growth on the saturated European market.

 opportunitites going forward. * Different way of business in BRIC markets during the expansion requires adjustments.

* Differences in political systems in BRIC countries can cause interference 

S.W.O.T. analysis

WeaknessesStrengths

Opportunities Threats
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summation of the key influences that will be expected to impact the estimates in the budget and 

forecasting chapter of the thesis.  

3.10.1Strengths 

Throughout the different analytical sections in the strategic analysis, the points of strengths for B&O were 

presented and evaluated. The industrial section underlined how B&O to a large degree has created a 

unique profile on the market, entailing that they only have a limited amount of direct competitors who are 

able to supply the same value proposition that B&O is. The company specific level assessed the creation 

and introduction of the B&O Play sub brand, where it was determined that all significant theoretically 

determined potential issues presented by Aaker with regards to the theoretical approach to sub brand 

introduction, had been addressed satisfactorily by B&O,  why the associated adverse risks were kept at a 

minimum. In the company specific level it was furthermore established that B&O is capable of create 

significant value in the latter two primary activities in the value chain, which is constituted by sales & 

marketing and service, as these activities is key to the creation of the B&O brand value. This is specifically 

facilitated by the extensive and exclusive retailer network that helps establish the luxury feel while setting 

them apart from the majority of their competitors.  

With the A/V segment struggling as a result of the high exposure to the stagnating European markets, the 

fact that B&O markets two other segments that have shown strong growth and performances is a 

significant strength, especially as they are expected to continue acting as growth drivers for B&O going 

forward. Additionally, as the saturated European regions is expected to supply only limited growth 

potential for the original B&O products, the new sub brand B&O Play offers significant opportunities in 

these markets as they are targeted towards consumer segments that has not previously been targeted by 

B&O. The sub brand has been targeted towards the lower high-end consumer electronics market supplying 

good quality to affordable prices, why the new product lines will expectedly be able to compete for a part 

of the market that B&O previously had no share in.  

3.10.2Weaknesses 

Aside from the positives, the different analytical sections revealed several significant weaknesses that have 

to be taken into consideration when forecasting the future expectations of B&O. Through the company 

specific analysis it was displayed how the current location of the two production sites is restrictive and less 

than ideal with regards to the expansion into the BRIC markets, as it will entail an increased coordination 

of logistics as well as a relatively slow and expensive transportation period due to the distances. 

Furthermore it was revealed that the R&D process although improved, still needs to focus on efficiency in 

order to ensure that B&O is able to keep up with the market innovation wise, as the value proposition of 

the products, especially in the video market, otherwise will weaken. B&O Play constitutes one of the 

expected growth drivers for the future in B&O and with an initial successful introduction to the market, it 

currently appears to be a promising part of the company going forward. However, if the sub brand is not 

managed correctly, adverse effects like cannibalization, brand dilution and the notion of perceived 

premium degree could have detrimental effects on both the sub brand and the original B&O brand.  
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B&O has initiated various influential partnerships that are valuable to the company and the future. 

However, for those pertaining to the Automotive and B&O Play segments, the significant size of the 

partners significantly reduces the bargaining power of B&O, consequently pressuring the margins while 

leading to the lowest gross margins in B&O. 

3.10.3Opportunities Part text 

From the different analytical aspects several future opportunities presented to B&O was described and 

evaluated. Especially the unprecedented potential on the Chinese market offers some enticing 

opportunities for the expansion into the market. The partnership with Sparkle and Roll and A Capital 

ensures that B&O has the necessary local support to enter the market with valuable guidance, why a 

successful partnership could stand to greatly increase the establishment and growth on the attractive 

market and of B&O in general. Additionally, the expansion into the BRIC markets introduces B&O to an 

entirely new market and business environment that can potentially lead to new connections and 

partnerships which in turn can present B&O with further opportunities for growth and expansions going 

forward.  The attraction and potential of the Chinese market is facilitated by the Chinese desire for luxury 

goods, as the market in 2010 alone accounted for 25% of all luxury goods sold in the World, which by 

Goldman Sachs is projected to increase to 46% by 2025.cxxxi Related tendencies are seen in India another 

attractive BRIC market, which in the period of 2005-2010 grew with a 100%cxxxii, further emphasizing the 

extraordinary opportunities the market presents.  

3.10.4Threats 

While the different analytical segments displayed some valuable opportunities, they also exposed several 

threats that can potentially be detrimental to the future success of B&O. The difference between the 

European markets and the BRIC markets constitutes one of the largest threats, as the political and 

legislative systems, as well as the general operations in the markets itself, are significantly different, which 

introduces an uncertainty that has the potential to slow down the initial entry significantly, why it has to be 

accounted for.  

The Globally increased awareness of especially environmental responsibility has led to a significant 

political focus, which in turn has led to increased requirements and legislative measures that B&O has 

been required to adjust for to in order to be in compliance. As the awareness and focus continues to remain 

high, further political interference and legislative measures poses a threat to electronic companies like 

B&O.  

The industry analysis revealed a significant weakness related to the rapid technological development, as 

the life time of electronics products and TVs in particular has decreased significantly, consequently 

reducing the long term value of the products. This is especially restrictive for a high-end luxury 

manufacturer like B&O, as the expensive nature of the products entails that a frequent replacement and 

upgrade of the products would be extraordinarily expensive, increasing the incentive to purchase the lower 

priced high-end alternatives. Because of this, the rapid development has facilitated an increased 
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competition from the lower high-end product lines from more mainstream producers, as they are able to 

supply good but not great products at affordable prices which allow for a more frequent replacement.  

The macro environmental analysis indicated a saturated European region with limited growth potential 

going forward. This is especially relevant as it currently constitutes the largest market for B&O, as well as 

it is the home region of the brand. The threat of the slow European market is further emphasized by the 

uncertainty that is related to the expansion into the BRIC markets, as the future value is then even further 

determined by expected but yet unrealized growth in the expansion markets like China and India.  

3.10.5Gathering of the S.W.O.T. 

Gathering all the different aspects of the strategic analysis as specified in the foregoing summation of the 

analyzed key strengths, weaknesses, opportunities and threats, it is apparent that B&O is in a situation that 

has a high potential for the future. The strengths and opportunities indicates a company that is in a 

favorable position while capable of succeeding in the expansion to the influential BRIC markets, why the 

future has a positive indication of significant growth. However, there are certain pitfalls and weaknesses 

that have to be managed properly, adjustments that have to be made and threats that have to be handled in 

order to fulfill the potential that the new direction in B&O has, why the significant potential is encumbered 

with a degree of uncertainty that has to be accounted for in the forecasting and subsequent valuation of the 

company. 

4Financial Statement Analysis  

The intention of the Financial Statement Analysis chapter is to conduct a comprehensive analysis of 

B&O’s historical financial performance in order to create and display an overview of the economic 

situation of the company. This process will be constituted of an evaluation of the accounting quality 

followed by thorough analysis of key figures and historical value drivers in the company. 

The analysis will be founded upon the latest 7 year period (2005/07-2011/12), as this period allows for 

analyzing the performance of B&O through an entire business cycle, herein displaying the consequent 

upturn and downturn. This will help provide an understanding of how well B&O has been able to adapt to 

significant changes in the economic climate, while it simultaneously will help reduce the risk of erroneous 

forecasting earnings where a shorter time-period would be much more heavily exposed to the influence of 

the financial crisis and the subsequent recession.  

Together with the strategic findings uncovered in the previous sections, the findings of the financial 

statement analysis will create the foundation for the subsequent budgeting and forecasting, why essential 

aspects including the corporate strategy, future economic outlook and several other factors will be assessed 

as well.  

An often used analytical tool when establishing the estimation process of a valuation is the comprising of a 

peer group comparison analysis, which subsequently allows for the financial ratios and key aspects to be 

evaluated and compared to those of similar companies within the industry. In order for a peer group 
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analysis to be effective and efficient however, it is imperative that the peers selected as well as the data 

gathered regarding these peers are adequate and representative of companies that have significant 

similarities with the valuated company. The specific and unique profile and scope of B&O has shown to 

render these aspects difficult to attain, as only a very limited amount of companies provides a profile that 

is even slightly comparable in key aspects. Of these companies BOSE and Loewe are the two companies 

that currently provide the best foundation for a relevant comparison, but neither has the combination of 

available data and relevancy to render any significant value that could be used later on. Bose has great 

relevancy through the similarities in product offerings and business areas, but as it is a privately held 

company with limited publically available information, it has not been possible to gather the raw data 

needed to ensure a foundation for the comparison that is required in a peer group analysis. Loewe would 

make for an easier attainable raw data and as they represent a major competitor to B&O they have many 

similarities that could merit a more thorough comparison, however, as Loewe has an extraordinarily high 

geographical concentration of sales with 98% in Europe and 62% in Germany alone, especially the macro 

economic trends will subsequently have had significantly different influences on B&O and Loewe. These 

differences becomes apparent when evaluating Loewe’s financials, as sales and consequently earnings 

have been decreasing at a rapid rate through the last couple of years due almost exclusively to the state of 

the European market, resulting in a different risk profile compared to B&O, why a comparison would 

expectedly not be representable and useable for B&O.cxxxiii  

As a consequence of the lacking comparable peers, the analytical approach in the subsequent sections will 

be based solely on the financials of B&O.  

4.1Accounting Quality  

There is no universally accepted definition of good accounting quality in literature or among practitioners, 

as the decision model applied and the purpose of the analysis is detrimental when assessing accounting 

quality.cxxxiv In the instance of this thesis where the purpose is to valuate B&O by using the financials as 

inputs in the present value model, the accounting quality is assed with regards to the extent that past 

earnings are a good indicator for future earnings. Based on this view on accounting quality, the financials 

although audited by Deloitte with a clean auditor’s report for all 7 years, cannot be used without any 

reservations as this doesn’t ensure that accounting figures are noise free. Because of this, the subsequent 

section will ensure that the reported earnings are cleaned of any transitory items and are based on identical 

accounting policies and estimates over time, thereby minimizing any chances of noise substantially. If this 

was not done changes in the performance of B&O could simply be reflected by transitory items or changes 

in accounting policies or estimates which would lead to an erroneous analysis and consequent a misleading 

foundation for the valuation. In order to clean the reported earnings, the subsequent section will examine 

following aspectscxxxv:  

1. Changes in accounting policies  

2. Consistency in accounting estimates  

3. Transitory items  

4. Have management performed as predicted in their outlook 
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The assessment of accounting quality is not limited to the four aspects that will be examined in this thesis, 

but based on the situation of B&O and the decision model applied these are considered to constitute the 

most beneficial approach in this valuation.  

Further, as no benchmarking will be used in this part of the analysis, elements including operational leases, 

estimated asset lifetime and the capitalization of research and development will not be assessed as long as 

the accounting policies regarding these items remain the same for the entire period, as they do not have 

any direct effect on the valuation in those instances.cxxxvi 

4.1.1Applied accounting policies  

When examining the applied accounting policies there are a several aspects that need to be looked into, the 

first of these being the overall accounting policy framework used, where any change during the relevant 

period would potentially be cause for significant effects. In B&O the IFRS accounting standards has been 

applied during the entire seven year period which consequently ensures complete comparability 

throughout the period.cxxxvii  

Secondly any possible changes to policies that have occurred during the period will have to be examined, 

which could include law based changes as the IASB continuously strive to improve current polices by 

adding new rules or amending existing ones, or it could be policies that B&O has changed on their own 

initiative. This has been the case during the relevant 7 year period where a number of changes to policies 

have had an effect on reported financials for B&O. The policies that have been deemed significant and for 

which changes have been made retrospectively are presented in chronological order below (See Appendix 

4):  

 1/6/2009 Amendment to IAS 38, Intangible Assets due to IASB’s yearly improvements. The 

amendment to the standard means that marketing materials are now being expensed in connection 

with the acquisition compared to previously in connection with external use hereof.cxxxviii  

This Amendment affects the inventory, deferred tax assets and distribution and marketing cost in B&O. 

The effects have been implemented retrospectively in order to best possibly account for the differences. 

 2010/2011, B&O amended the presentation of external grants received for intellectual 

development projects and part-specific tool. External grants received were previously presented as 

a current liability and first offset against capitalized costs on completion of the project. Following 

the amendment, the externally received grant is offset directly in capitalized costs as the project is 

completed.cxxxix  

The change leads to the following balance sheet items being affected: Intangible assets, tangible assets, 

other payables, accruals and deferred income. The effects have been implemented retrospectively in order 

to best possibly account for the differences.  
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The final element that has to be examined regarding this aspect is any changes to policies regarding 

recognition and measurement which is constituted of elements like at what time revenue is recognized as 

well as which measurement is used for inventory accounting and depreciation. 

After the financials throughout the relevant 7 year period has been examined, it is apparent that no major 

changes have occurred, why no adjustments has subsequently been required.  

4.1.2Consistency in accounting estimates  

Like with accounting policies, comparability across the relevant period is essential to examine when 

considering accounting estimates, as they are likely to introduce “noise” when comparability is not 

complete. However, while examining the financials for the 7 year period no changes in accounting 

estimates were found, which consequently ensures the needed comparability throughout the relevant 

period, why no changes will be need to be made .cxl 

4.1.3Transitory items  

As initially announced in the introduction to this section, the ultimate goal with the approaches described 

in the section is to ensure an improved and high quality of the financial inputs use in the consequent 

budgeting and forecasting section. Because of this it is essential that the financials are cleaned with regards 

to items that may create noise, of which transitory items (one-time) are such elements that potentially have 

the ability to influence the performance to be perceived as either more or less favorable.  

When deciding if an item is transitory in nature and thusly has to be cleaned out from the financials, it is 

important to consider the entire period and not just the particular year as an item can be transitory in nature 

and still be reoccurring, why an inclusion could then make for the most appropriate and true picture. Items 

deemed transitory in nature during the relevant 7 year period will be listed below in chronological order, as 

well as the actions taken in relation to them(See Appendix 5-7).cxli  

 2006/07 :  

B&O sells 65% of their shares in Medicom A/S, which gives them a non-recurring income of 12 

million DKK. In addition, according to B&O’s policies the fact that they would subsequently only own 

35% led to Medicom A/S being characterized as an associated company in the future, meaning that it 

would no longer be part of the core operations while instead being consolidated in the item “ Result 

from investments in associated companies after tax”.cxlii  

First, all 12 million DKK received from the sale will be taken out of the financials as the item is non-

recurring. Secondly, as Medicom A/S was sold 9 month into a B&O calendar year, the income 

statement will reflect Medicom A/S performance for that time, but as this performance subsequently 

no longer was to be part of operations in the future, that contribution has been taken out of both 

2006/07 and 2005/06 in order to to ensure greater comparability. These adjustments has been made by 

appropriating the costs relevant with regards to Medicom A/S in relation to the 101 million revenue 
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contribution mentioned in the financial statement for 2006/07, as well as by taking away all relevant 

items for 2005/06cxliii 

 2007/08: 

B&O closed an off-shot attribution case in Holland which ended up costing B&O 25 million DKK. A 

second case was settled the same year in the US but to no costs for B&O. Due to its transitory nature 

and the fact that financial items like this only appear a few times during the selected 7 year period, it 

will be removed to ensure greater comparability.cxliv  

The previous CEO Torben Ballegaard Sørensen leaves B&O and in connection receives a severance 

package amounting to 8.3 million DKK. Due to the fact that such an event only takes place twice in 

the selected 7 year period, it is believed for all intents and purposes of this valuation that it is most 

representative to remove the financial item, which it subsequently has been.  

 2008/09:  

In connection with two lawsuits brought on by a French dealer B&O had corresponding expenses of 

12.3 million DKK. One lawsuit concerns commercial conditions for selling and marketing of B&O 

products while the second is directly tied to a French dealer who felt badly treated. Due to the 

transitory nature of the financial posts, it will be removed in order to increase comparability.cxlv  

B&O has included an item labeled restructuring costs in the income statement amounting to 105,5 

million DKK.cxlvi The nature of the given year taken into consideration, it could indicate a less 

representative post, as it could be considered that these are expenses which B&O would like analyst to 

disregard in order to represent the company in a better light, with the worst performance in company 

history coming in this year. This way to try and influence the opinion of a company is not uncommon, 

why it has to be considered. 

All taken into consideration, it is expected that it would be most representative to keep the expenses in 

the financials, although they will be redistributed to their relevant functions for better comparability 

across the time-series.   

 2009/10:  

B&O recorded other operating income of 13,3 million DKK from sales of property in Switzerland.cxlvii 

Due to the fact that this is not a part of the core business, as well as it is a post that only occurs twice 

during the chosen 7 year period, the financial item will be removed in order to improve comparability.  

 2010/11:  

Previous CEO Kalle Hvidt Nielsen was dismissed while subsequently receiving a severance package 

of 14,4 million DKK.cxlviii This posting has been removed on the same grounds as previously 

mentioned with regards to the severance package of Torben Ballegaard Sørensen. 
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 2011/12: 

There are two transitory items for which income statements will be corrected. The first of these being a 

sale of property resulting in a gain of 7 million DKK, with the second is additional severance 

payments of 10 million due to change in management.cxlix The reasons for the corrections are the same 

as mentioned earlier with regards to similar corrections already implemented. 

4.1.4Management performance relative to their predicted outlook 

In addition to the different aspects that have been examined in the previous sections, revealing how well 

management has been able to live up to their own outlook can be a valuable supplement when assessing a 

firms prospects, especially when evaluating a company like B&O who has announced ambitious goals 

both for the coming year and through the year 2016.cl Assessing prediction accuracy before or during the 

financial crisis will not hold much value due to the tough and unforeseen conditions, as well as the 

significant changes in management that resulted in a new corporate strategy with a completely new line-

up. Because of these circumstances only the expectations for 2010/11 and onwards will be assessed.  

For 2010/11 B&O realized their predictions for the year, but the expectations were vague as it only stated 

an expectancy that figured the company would move in a positive direction. The prediction was also only 

specified in the third quarter report, which is presented half way through the fourth quarter, well after the 

indications of the year could be taken into account.cli   

For 2011/12 the initial expectation was much more specific with clear stated goals both for revenue and 

result before tax, which respectively were 3 billion DKK and 100 million DKK.clii These predictions were 

very accurate as this was almost exactly where the figures landed at the end of the year. Although this 

prediction only represents a single year, the accurate prediction for 2011/12 will supply a usable 

supplement when assessing future performance as this has been the first full year with Tue Mantoni at the 

helm. The accuracy could indicate that Tue has a good understanding of the company and the 

developmental process, why his predicted figures for the coming years could potentially hold up to a 

similar level of accuracy, although the weighting of the projections will have to be taken with some 

conservatism due to the lack of sample size.  

4.1.5Summary of the accounting quality of B&O  

The purpose of the previous sections surrounding the accounting quality of B&O was to assess the quality 

and adjust figures to any possible causes of noise. This was subsequently examined through the four 

selected key aspects, where several adjustments were necessary in order to ensure comparability through 

the chosen seven year period. On the basis of these implemented adjustments and the examined aspects, it 

is apparent that the financials represented and used in the following sections supply a high quality, as the 

most relevant theoretical aspects with regards to accounting quality for the relevant intents and purposes 

have been taken into account and adjusted for.  
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4.2Reorganizing the Financial statements  

As the accounting quality has been assessed the different financial statements are now ready to be 

reorganized, since they in their current state are not adequately organized for the analytical purpose of 

performance and value creation evaluation that is necessary in this thesis.  The reorganization will be done 

on basis of NOPAT and Invested Capital as explained in the book Financial Statement Analysis by 

Plenborg and Petersencliii.  

The purpose of the exercise is to separate operating activities and financial activities from each other, 

hereby enabling an easier overview and possibility of analyzing performance and value adding factors. 

The relevant financial statements and key classification assessments are stated below. See Appendix 8-10 

for figures.  

4.2.1Income statement  

Depreciations and amortizations are spread out on its original posts in the annual report. This poses a 

significant issue when analyzing the financials, as it does not constitute real cash flows, but simply a way 

of saving taxes. As it does not account for a part of the original operations, it has to be excluded from the 

different items it has been attributed to.  

Results from investments in associated companies has been deemed as financial income or cost depending 

on the given result in each year. The reason for this classification is the fact that the companies which are 

included in this item, Medicom A/S and John Bjerrum Nielsen A/S, both have their activities outside of 

the Audio and Video industry, why their performance consequently cannot be classified as part of the 

operating income.cliv  

Taxes has been separated into taxes related to operations and the tax savings from financials costs as it is 

essential to separate the two in order to reduce the noise in the subsequent financial analysis. This 

adjustment has been done by removing the tax shield from the original tax item, hereby supplying the 

value of taxes directly related to operations. 

 Calculations for the different adjustments can be seen in Appendix 8. 

4.2.1Balance sheet  

B&O does not provide adequate information in order to decide whether deferred tax assets are related to 

operations or financing, but it constitutes an item that the majority of the time is linked to operations, the 

item has been categorized as an operational asset for all intents and purposes.  

When classifying items related to receivables, they have been classified operational assets as there are no 

postings in B&O’s financial statements that would indicate that they should be interest bearing. The 

classification as operational assets has the single exception of receivables from associates, as this post 

constitutes receivables from companies that have been excluded from the core operations, as previously 

mentioned. This applies to other items related to associates as well, as they have all been classified as 

either financial assets or liabilities.  
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Other liabilities refers to payroll related items, taxes and duties and other liabilities, as two of the elements 

are none interest bearing and the third is unspecified, the item will be classified as an operational liability.   

In regards to the cash position there is no clear distinction between operating cash and excess or any 

indication of the level of cash needed to upkeep operation. Since operating cash is a necessity we have in 

compliance J.O. Ellingclv classified the equivalent of 1% of revenues as operating cash and the remaining 

as a financial asset.  

4.3Profitability Analysis  

The following section will be focused around evaluating the true economic performance of B&O, which 

will be achieved by studying the underlying factors which contribute to the return of shareholders 

expressed as Return on Equity (ROE).  

The analysis will be founded upon the findings and adjustments from the previous sections, while the 

analytical statements will provide the basis of the analysis and the decomposition of ROE on significant 

key value drivers.  

The analysis will be structured as shown in the displayed figure below.  

 

Source: Own creation based book – Regnskabsanalyse og værdiansættelse- Ellig   

The right side of the figure relates to the financial part of B&O represented by FGEAR and the SPREAD 

that together express the financial gearing of the company. The left side relates to the core operations of 

B&O that is expressed by the return on invested capital, ROIC. The sub-level of ROIC consist of two 

ratios with the first being the profit margin that explains the relationship between cost and earnings, and 

ROE
ROIC+(FGEAR*SPREAD)

FGEAR
NIBD/EQ

ROIC
NOPAT/Invested Capital

Turnover rate
Revenue/Invested Capital

SPREAD
ROIC-r

Profit margin
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Aggregated expected 
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Return from operations 
and finance 

Sub-drivers
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the second being turnover rate which explains B&O’s ability to use the invested capital to generate 

revenue.clvi  

It has to be noted that all balance sheet items has been described by average values, as this allows for the 

most true and realistic picture of the state of a given year, due to the fact that the balance represent values 

at a single static point in time, not taking the development of the year into account. The following sections 

will constitute an examination and analysis of the different represented ratios, where the level and 

development throughout the selected 7 year period will be evaluated.  

4.3.1ROE 

In its essence the return on equity represents the overall profitability of the firm when taking both the 

operations and financials into account, while the ratio can be calculated in many ways depending on which 

subcomponents is to be highlighted. For the purpose of this thesis the method shown in the figure above 

has been selected, why ROE is then calculated by the key subcomponents ROIC, FGEAR and 

SPREAD.clvii  

ROE = ROIC + ( FGEAR * SPREAD )  

Tabel12: ROE 

 

Notes: Own creation 

The table above displays the yearly ROE level for each of the last six years for B&O. From the values of 

ROE it is apparent that the financial crisis, management change and other previously mentioned factors 

have had a significant effect on B&O and its overall profitability, where especially the years following the 

financial crisis displays a significant reaction.  

During the selected 7 year period there is a profound difference from the 21,09% in 2006/07 to -24,74% 

two years after in 2008/09. This change constitutes a substantial difference of incredible 45,83 % within 

just two years. From a financial perspective the sharp decline is primarily caused by a sudden fall in 

revenue which could not effectively be offset due to fixed costs, as they could not be reduced on such short 

time, subsequently leading to the profitability suffering a severe setback in 08/09. In 09/10 there is a 

significant improvement in ROE, which is primarily attributable to an adjustment in the fixed costs, as the 

revenue for the year actually decreased slightly in comparison to the previous year ( 2761,5 mill. DKK 

compared to 2789,5 mill. DKK).  

In the succeeding years there is a positive trend after the sharp decline of 08/09, where especially the ROE 

of the year for 11/12 is a testament to the positive effect the new corporate strategy has had, as the 

company despite the difficult economic climate in Europe B&O managed to increase the profitability.  

4.3.2Financial aspects of ROE  

 

Column1 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

ROE 21,09% 9,21% -24,74% -3,07% 2,79% 4,82%
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Tabel 13: Financial aspects of ROE  

 

Notes: Own creation 

The following part will evaluate the financial aspects of ROE, consequently analyzing how they have 

affected the profitability of B&O. The effects of the financial aspects are determined by the previously 

displayed ratios, where it is calculated by multiplying the FGEAR with the SPREAD. If there is a positive 

effect from the financial aspects, ROE will be higher than ROIC whereas it would be lower should the 

financial effect be negative.clviii  

With regards to the financial elements it should be noted that the reorganization of the statements has had 

an effect on the calculated ratios and ultimately the overall effect of the financing activities. It is especially 

the classification of all items related to associate companies as financing activities that is relevant, which 

was due to the fact that the implicated companies had earnings that lie outside of B&O’s main business 

areas. The effect is most apparent in the calculation of r (net cost of debt) as the result from the associated 

companies has been in included in either financial income or financial costs in the income statement. Since 

the results predominately have been negative during the period, it entails that r which is calculated by 

dividing net financial costs with average net interest bearing costs will be higher as the financial assets 

then in reality show a negative return. These adjustments then lead to the financial gearing’s effect on 

ROE being slightly more negative than it would otherwise be. The overall effect however will be zero, as 

the ROIC as a result will be slightly higher, effectively cancelling out the negative effect from the financial 

gearing. The reasoning behind these adjustments is to ensure that the operations will represent the core 

operations of B&O as correctly as possible, which is essential as the operational ratios represent the main 

drivers in the subsequent forecasting, why the adjustments ultimately make for a more accurate foundation 

for the valuation.  

Examining the development of r it initially starts out by being negative in 06/07 as an extraordinarily large 

cash position in 05/06 led to net interest bearing assets in the following year. The remaining years in the 7 

year period all supply positive values of r, while the interest rate that had been increasing experience a 

significant drop from 10/11 to 11/12. The general level of r is relatively high throughout the period and 

subsequently cannot be taken at face value as B&O true cost of debt is significantly lower. The relatively 

high level of r is first of all influenced by the classification aspect described above and secondly by the 

discrepancy between the interest paid on loans and the return generated by financial assets. This is not a 

surprising finding when the deposit rate is taken into consideration as cash clearly constitutes the largest 

financial asset in B&O.  

The SPREAD is defined as the difference between ROIC and the net cost of debt, why it is deduced using 

the following formulaclix: 

SPREAD = ROIC – r 

Column1 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

FGEAR -0,04 0,12 0,14 0,05 0,04 0,09

SPREAD 40,55% -5,33% -30,76% -18,23% -20,44% -4,14%

r -17,83% 15,16% 10,18% 16,06% 24,07% 9,35%
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Aside for the initial year 06/07, the SPREAD as displayed in the table is negative for the rest of the 7 year 

period. The cause for the negative SPREAD in following years is a lower ROIC due to the effect of the 

financial crisis, as well as the high net cost of debt as explained above. The fact that the SPREAD is 

negative indicates that B&O is losing money by having debt which consequently leads to the negative 

overall effect from the financial gearing on ROE. The definite level of effect is determined by FGEAR, as 

it is FGEAR multiplied by the SPREAD which supplies the overall effect of the financial aspects of ROE. 

The FGEAR is defined as the average net interest bearing debt divided with the average equity, why it is 

deduced by the following formulaclx: 

FGEAR = r / EQ   

Examining the development of FGEAR the first three years show a continued increase after which a 

significant drop of to 0,05 followed by an increase in year 11/12 to 0,09 is observed. The sharp decline in 

FGEAR in 09/10 can be attributed to the share emission implemented in 2009 where B&O had liquidly 

problems after the severe decrease in revenue in 08/09  

The fact that FGEAR for 2011/12 only constitutes 0,09 shows that B&O have room to increase their debt 

financing further going forward, which allows for an expanded array of possibilities when strategizing 

towards the trend of increased product launches and the need for increased efforts in order to gain market 

shares and establish the brand in emerging BRIC markets going forward.  

Tabel14: The effect from financing  

 

Note: Own creation 

The table displays the overall effect that the financial activities have on ROE, as it is seen that the 

influence is negative for the entire period. 

4.3.3Operational aspect  

The operational aspect of profitability is sorely determined by the value driver ROIC, which was displayed 

in the formula for ROE depicted earlier. ROIC can be decomposed into its two subcomponents profit 

margin and turnover rate, why ROIC can be deduced as the followingclxi: 

ROIC = Profit Margin * Turnover rate  

The profit margin ratio measures how large a percent of the generated revenue that B&O is able to retain 

as profit after accounting for fixed and variable costs, while the turnover rate constitutes how large a 

percent that the generated revenue accounts for comparing to the amount of invested capital in the 

company. As a result of the direct tie to the calculation of ROIC, both the profit margin and the turnover 

Column1 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

ROE 21,09% 9,21% -24,74% -3,07% 2,79% 4,82%

ROIC 22,72% 9,82% -20,58% -2,17% 3,62% 5,20%

effect from financing -1,64% -0,62% -4,16% -0,89% -0,83% -0,38%
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rate are influential value drivers in determining ROIC, and subsequently ROE and in extension the 

profitability of B&O.  

The two subcomponents of ROIC can be deduced by the following formulasclxii:  

Profit Margin = NOPAT /  Revenue  

Turnover rate = Revenue / Average invested capital  

Tabel15: ROIC and subcomponents  

 

Examining the development of the profit margin there is a visible declining trend the first three years of 

the period after which it starts to increase, subsequently ending up with a positive value in the latter two. 

The elements previously observed influential in the development of ROE are also elements that influence 

the profit margin which is understandable and expected as the profit margin is a key influential value 

driver of the ROE in B&O, especially due to the differentiation strategy followed by the company. 

Like the profit margin, the turnover rate also experienced a marked decline during the first three years of 

the period, after which it has turned into a slight increase in 10/11 with a following decline back to 1,74 for 

11/12. The initial decline was primarily influenced by the fundamental decline in revenue in this period, as 

the invested capital to a large degree stayed the same throughout the period. The drop in turnover rate for 

the from 10/11 to 11/12 year is caused by a significant increase in invested capital, which expectedly is 

attributable to an increased need of capital in relation to the new sub-brand, B&O Play, which will be 

examined further in the subsequent section.  

4.4Trend and Common-size analysis  

In the following section the profit margin and the turnover rate will be analyzed further in order to 

establish an understanding of why they have had the development they have, as the previous analysis only 

focused on their development over time. In order to create an overview and understanding of the two 

ratios, a trend and common-size analysis will be used to identify the underlying key drivers of each ratio. 

Through indexing the trend analysis facilitates the identification of key trends in the various relevant items 

while the common-size analysis reveals the relative size of each item by presenting them as a percentage 

of revenue or invested capital, depending on which financial statement is being analyzed.clxiii 

The figures detailing the income statement and the balance sheet can be found in Appendix 12-13. 

4.4.1Trend and common-size analysis of revenue and expenses 

Examining the trend in revenue a decline of approximately 25% from 05/06 to 11/12 is apparent, while the 

same period only experiences a decrease of 15% in production costs, indicating that a significant part of 

the decreasing profitability can be explained by this discrepancy. The influence of this discrepancy is 

Column1 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

ROIC 22,72% 9,82% -20,58% -2,17% 3,62% 5,20%

Profit margin 8,73% 4,24% -12,55% -1,24% 1,99% 3,00%

Turnover rate 2,60 2,32 1,64 1,75 1,82 1,74
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further emphasized when examining the developmental trend in the different fixed cost elements, as both 

developmental costs, distribution and marketing costs and administration costs have experienced more 

significant declines than revenue, indicating an increase in efficiency and an ability to effectively adjust to 

the financial downturn.  

During the 7 year period the depreciation and amortization has experienced an increase of 2,5% compared 

to 05/06 (8,27% to 5,77) which has subsequently weakened the profit margin, however, taking the relative 

size of the production costs compared to revenue into account, it is very apparent that this is the largest 

factor in the declining profit margin. During the 7 year period it represents a 7,4% increase in the overall 

portion of revenue from 05/06 ( 57,81% to 50,43%), which is a significant amount that is bound to have a 

determining effect on the profit margin.  

The fixed costs have contributed positively to the profitability as they have decreased even more than the 

corresponding revenue, accounting for only 29,74% of revenues in 11/12 compared to 33,25% in 05/06, a 

significant difference of 3,5%. This indicates that B&O have done a great job in adjusting to the financial 

situation while managing their fixed costs in order to stabilize the company. 

Based upon the findings in the section regarding revenue and expenses, it is apparent that production costs 

constitutes both the largest post as well as the post that has increased most significantly during the 7 year 

period compared to the corresponding revenue, why this is the area that is of key interest going forward.  

4.4.2Trend and common-size analysis of invested capital  

Examining the trend in invested capital there is a 19% increase during the 7 year period which is primarily 

shaped by increases in developmental projects in progress, deferred tax assets, inventories and an overall 

decrease of 3% in operating liabilities. This indicates that the decrease in the turnover rate is caused by a 

combination of the declining revenue and the increase in invested capital as it was also mentioned in the 

previous section.  

Developmental projects in progress have shown a steep increase of 209% during the 7 year period and is 

attributable to 18,27% of invested capital in 11/12 compared to a meager 7,06% in 05/06, an increase of 

11,21% which consequently makes it the primary driver of the increase in invested capital. This increase is 

caused by the fact that B&O has increased their product development during the period, which especially 

can be attributed to the development of the new sub-brand B&O Play, evidenced by the increasing trend 

experienced in the last two years of the period.  

The largest influential aspect on the liabilities side is constituted by other liabilities, as the post has 

experienced a considerable decline during the 7 year period, why it subsequently has a negative 

contribution of 9,23% to the operating liabilities compared to the level in 05/06. Elements in operation 

liabilities have generally led to a negative contribution with the lone exception of trade payables which 

showed an increase of 8,12% during the period, indicating that B&O has received more favorable terms of 

payment in comparison to previous years.  
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Based on the findings in this section it can be concluded that developmental projects in progress is the key 

driver behind the declining turnover rate. The can be explained by substantial investments in development 

project in the last two years due to the new sub-brand which haven’t had time to effect revenue yet.  

4.5Risk Analysis  

The risk of a company is an important aspect for all investors as it embodies the uncertainty that is linked 

to the expectations to future cash flows. The level of uncertainty will subsequently be influential on the 

required expected return from investors, why it is imperative to be aware of the different aspects that 

constitute the risk when doing a valuation. The purpose of this risk analysis section is to assess B&O’s 

overall risk profile in order to understand what uncertainties that hav to be taken into account when doing 

the final valuation. The risk is divided up into two different main categories, operational and financial risk, 

of which both will be examined separately below.clxiv 

4.5.1perating risk  

In operating risk the focus is on the factors that are affecting the volatility in operating earnings why it is 

beneficial for the analysis to divide the risk into three different risk indicators constituted by external risk, 

strategic risk and operational risk. The three different risk indicators have all been examined in the 

previous sections in some capacity, why the following descriptions will summarize and gather the key 

aspects of the three indicators, in order to subsequently assess the overall operating risk.clxv  

4.5.2External risk 

As indicated through the PEST analysis in the precious chapter, the external risk is a significant risk 

element for B&O as the cyclical movements in key regions have a decisive influence on operating 

earnings. Due to the nature of B&O and their exclusive brand and products, the company is very 

dependent on the purchasing power of their customers. Purchasing power is an aspect that is greatly 

influenced by potential financial uncertainty and times of recession, as consumers in these situations tend 

to reduce spending while increasing savings. Additionally, luxury products like the ones supplied by B&O 

seldom takes priority over necessary every day products, why a declining purchasing power reduces the 

amount of consumers who can afford the expensive B&O products.  Based on these circumstances and 

tendencies, the external risk is high for B&O. 

4.5.3Strategic risk 

The strategic risk is centered on industry related issues, why it is constituted by the different aspects 

discussed in the Porter’s Five Forces analysis in the previous chapter. Through the analysis it was 

established that B&O is pursuing a differentiation strategy and as a consequence only have a few direct 

competitors. Additionally it was discovered that the rapid technological development has led to a 

diminished value proposition, which consequently has led to a significantly increasing threat from cheaper 

high-end alternatives. The substantial benefits embodied by the B&O products means that the risk from 

substituting products is low where the only viable threat comes from other luxury goods. While the 

bargaining power of customers was acceptably low on the B2C market, it was found to be fairly high on 

the B2B as B&O has a significant amount of sales to large key customers in the appearance of luxury auto 
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manufactures, that all have good bargaining positions because of their size. Bargaining power of suppliers 

is considered moderate as although B&O is a small player the fact that they at the same time also are a 

supplier increases their bargain power through codependency. Lastly the risk that is associated with 

potential new entrants was considered through different entry scenarios. Collectedly the threat is 

considered moderate as the initial threat of new entrants is low due to significantly high entry barriers due 

to financials and knows how, while the threat of existing players entering the specific part of the luxury 

market that B&O exists in is significantly higher. Based on the findings in the previous chapter that has 

presented the different key aspects, the collected threat from the strategic risk is assessed to be moderate to 

high. 

4.5.4Operational risk 

The operating risk is focused around company-specific factors that have the potential to affect the stability 

of operating earnings, why it is the risks found at the company level in the previous chapter constitutes the 

key aspects of the risk indicator. One of the risk factors is the new sub-brand B&O play that despite 

seemingly having been implemented effectively and without any significant setbacks still entails a risk 

element based on the close linkage between the sub-brand and the original B&O brand, where several 

aspects has the potential to influence the original brand, reputation and sales if it is not continuously 

monitored and managed correctly going forward.  

Even though the overall efficiency has improved in recent years it is still a factor that constitutes a 

significant risk as it is vital for B&O to be able to react quickly regarding new trends, demand and 

requirements in order for the company and development to not fall behind as it happened when the 

industry initially switched from the cathode-technology to LCD-technology. Additionally, B&O is 

dependent on a high level of innovation and cutting edge design as they have to uphold a strong value 

proposition to retain their customer base, as weak showings will have the consumers look towards 

alternatives which is significantly influential on the profitability and sustainability of the company. The 

new corporate strategy introduced in 2011 addresses all of these issues to various extends, indicating that 

that the management in B&O is aware of the risks and is actively trying to reduce the different risk factors. 

Still, no matter how efficient they are in adjusting to account for the risks, they will continue to be a 

relevant aspect of the relevant industry and chosen strategy, why the operating risk is assessed as moderate 

to high. On the basis of the discussed analysis and findings of the three different risk indicators, the overall 

operational risk is assessed as moderately high.  

4.5.5Financial risk  

The aim here is to assess the effect of debt on the financial risk, which will be done by examining the 

effect of financial gearing as well as the loan characteristics in B&O.clxvi 

4.5.6 Financial gearing 

In the previous section it was established that B&O historically has had a low level of financial gearing, as 

FGEAR has not been higher than 0,14 through the selected seven year period, currently constituting 0,09 

in 11/12. This entails that the degree of equity financing is high in B&O, which consequently ensures that 
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the risk from financial gearing is low. Taking the operating risk into consideration this finding is not too 

surprising, as companies generally try to balance operating and financial risk, why companies with high 

operating risks typically try to minimize financial risks.clxvii  

There is an increase of 0,05 in FGEAR through the last year which is the result of an increased debt 

financing level compared to earlier, however, as this is in line with the communicated strategy by B&O 

and as the FGEAR level is as low as it is, this does not change the perception of the financial gearing risk, 

which is still considered low. 

4.5.7 Loan Characteristics 

Examining the loan characteristics of B&O it is found that the loan portfolio is composed of fixed rate 

mortgage loans, floating rate mortgage loans as well as both short and long term bank loans. The total 

amount of interest bearing debt amounts to 407.3 million DKK which corresponds to 14,1% of the balance 

sheet total.clxviii All of the interest bearing debt is obtained in DKK meaning that there is no currency risk 

involved through the loans. The vast majority of the mortgage debt has a due date that exceeds 5 years 

from now, which indicates that refinancing risk to a large degree is insignificant in this evaluation. The 

risk associated with the interest bearing debt is limited as a 0,5% change in the interest rate only amounts 

to an increase of 1,7 million DKK in costs.clxix Based on the different findings regarding the financial risk, 

none of elements constitute any significant threat, why the risk is considered low.  

The overall risk profile of B&O has a good balance as the operating risk which is high due to the relevant 

industry and strategy is compensated by a being paired with a low financial risk, which effectively leaves 

the company with some sort of financial latitude going forward. Based on the different aspects that have 

been evaluated in the different previous sections, the overall risk profile of B&O is assessed as moderate.  

4.6Part conclusion   

The Financial Statement Analysis chapter ensured that the quality of accounting, the financial performance 

and the overall risk profile of B&O were evaluated.  

Through the accounting quality sections the financial statements of B&O were assessed with regards to 

four key aspects pertaining to the definition of accounting quality, which founded upon the chosen 

decision model and valuation purpose of this thesis has been determined as to what degree that past 

earnings constitute good indicators for future earnings.  

Throughout the analysis, several issues where revealed and corrected in order to ensure that the influence 

of noise influencing the subsequent profitability analysis would be reduced to a minimum.  

A current profitability analysis was conducted through a decomposition of ROE, which enabled the 

visualization of the individual components, subsequently facilitating the identification of the different 

value drivers in B&O. ROE was subdivided up into a financial and a an operation aspect, where the 

financial aspect was shown to have a marginally negative effect on ROE, which was especially reduced as 

B&O is financed with a high degree of equity financing.  The operational aspect showed that both the 

profit margin and turnover rate are significant value drivers in B&O, although the latter had a decline in 
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11/12 as there was a larger relative increase in invested capital than in revenue. A further trend and 

common-size analysis of the two components supplied a more detailed insight into the respective changes, 

as key financial elements of the value drivers were subsequently described briefly.  

With regards to the revenue generation in B&O, it was discovered that the primary driver for the improved 

profit margin in recent years has been a more efficient use of operating expenses, as their relative 

proposition to revenue has experienced a decline.  

When evaluating the turnover rate it was established that the key driver facilitating the declining trend 

through the previous year has been an increased level of investments in development projects, which 

expectedly to a large degree is attributable to the initiation of the new B&O Play sub brand.  

Finishing out the chapter was a risk analysis done to assess the overall risk profile of B&O through the 

examination of both the operating and the financial risk. Due to the nature of the electronics industry as 

well as the chosen differentiation strategy relevant company specific aspects, the operational risk in B&O 

was assessed to be high. In contrast to this, the financial risk was assessed to be low, which was especially 

facilitated by the low debt level in the company as well as the fact that no significant interest or currency 

risk was found. As a result of the combination of operational and financial risk, the overall risk level of 

B&O was evaluated as being moderate.  

5Budget and Forecasting  

 This chapter of the thesis constitutes the budgeting and forecasting that will establish the foundation for 

the subsequent valuation of B&O. The forecasting will be based on the findings from the previous two 

chapters, the strategic analysis and the financial statement analysis, as these have described the different 

relevant aspects of both B&O as well as its context.  

The chapter will start out with a discussion of the best practice with regards to budgeting method as well 

as length of the forecasting period, as these are fundamental and influential aspects of the valuation 

process. After the initial evaluation of the method and length of forecasting period, 5 different possible 

scenarios will be estimated and presented with a detailed description of key financial value drivers for the 

most likely scenario, as well as subsequent highlights of the differences in the four others. The reason that 

a scenario based approach is used instead of a single scenario is due to the substantial uncertainty that is 

embedded with the future performance of B&O.clxx The value of B&O will to a large extent be determined 

through the expectations of significant growth, why it will be highly sensitive to changes in future key 

strategic value drivers such as future economic outlook, competitive structure of the industry and 

especially B&O’s own business development.  To illustrate the sensitivity to changes the business 

developmental factor could be examined; At the moment B&O is just one year into the new Faster, 

Leaner, Stronger corporate strategy, which has been initiated in order to ensure that B&O reaches its full 

potential in a five year period. However, to what degree that potential will be realized or not depends on a 

lot of different factors, and chief among those ranks the business developmental factors which if 

erroneously estimated have the potential to significantly affect the foundation for the subsequent valuation. 
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These factors are made up of a wide array of different elements that vary depending on the development of 

the specific scenario, effectively entailing that it would not be possible to take into account using just one 

static scenario, why a multiple scenario approach has been preferred. The different scenarios allow for a 

more thorough inclusion of the different effects that the varying developments will have to B&O, why it 

consequently ensures a more profound and complete insight into the future of B&O, as well as a higher 

quality and robustness of the subsequent valuation.  

The reasoning behind the selection of 5 different scenarios instead of just three is to allow for two separate 

scenarios on either side of the most likely middle scenario, effectively supplying two degrees of the worse 

case scenarios as well as two degrees of the better case scenarios.   

The two varying degrees allow for a better understanding of the effect on performance that arises when 

key strategic value drivers change from the expected middle scenario. Each of the five scenarios will 

subsequently be weighted according to the probability that the scenario is estimated to present. The 

scenarios then display a valuation range as well as the coherent weighted valuation.  

5.1Budgeting method  

When evaluating budgeting and forecasting methods, the literature primarily focuses around two 

approaches in order to help ensure that the underlying bookkeeping is performed properly. The first of 

those is the line item approach where each accounting item is forecasted without reference to the expected 

level of activityclxxi. This method requires an in-depth knowledge of how each item is going to develop 

throughout the budgeting period, which is mainly a feasible approach when conducting an internal 

valuation. As this approach is not viable for the intents and purposes of this thesis, the second method 

which is constituted by the sales-driven forecasting approach will be used instead. In this method the key 

accounting items are derived through the expected level of activity (revenue growth), why they 

subsequently act as value drivers for the budgeting period.clxxii This setup entails that all accounting items 

either directly or indirectly driven by the growth in revenue.  

The sales-driven forecast will be done in a detailed manner, which means that the aggregation level is low, 

subsequently allowing for a substantial number of accounting items to act as financial value drivers. The 

proposition of each accounting item to their respective forecasting driver is determined by the findings in 

the previous financial statement analysis chapter, while the financial value drivers are altered depending 

on the impact of the strategic value drivers in that particular scenario.   

5.2Forecasting period  

The key aspect when deciding the length of the forecasting period in a valuation is the time it takes for a 

company to reach steady state, as this is when the terminal period begins. Steady state is characterized by 

the following characteristicsclxxiii: 

1. Growth at a constant rate by reinvesting a constant proportion of operating profits into the business 

each year. 

2. Performing at a constant rate of return on both existing capital and new capital invested. 
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Because of these conditions the free cash flow will grow at a constant rate until infinity, which 

consequently makes it possible to value it by using a growth perpetuity.  

                
   

      
  

Ending the budget period before reaching steady state will lead to either an under- or an overestimation of 

the terminal value, which consequently would affect the final value significantly, greatly reducing the 

representativeness of the valuation. Regarding the budget period before the company enters steady state it 

is often recommended to use an explicit forecast period of 10-12 years while including life-cycle 

consideration.clxxiv Taken this into account while considering the situation of B&O a two-stage model has 

been selected, while the chosen explicit forecasting period is set to 10 years. This has been determined as it 

is expected that B&O who is facing a significant growth period will have reached its full potential when 

the Faster, Leaner, Stronger strategy has been fully incorporated and B&O has established the different 

initiatives and has created a foothold in the BRIC markets, where they subsequently will be expected to 

have reached steady state.   

5.3Scenario 1 “most likely”:  

This scenario will constitute the base scenario of the valuation and will be founded upon the findings in the 

previous strategic analysis, while key strategic value drivers will not be either overly positive or negative.  

The economic outlook is a significant value driver due to B&O being a cynical company who is highly 

dependent on the economic conditions in the regions they operate in. Europe that constitutes the largest 

market to B&O is expected to continue the current struggles for the immediate future, why especially the 

A/V segment will be negatively affected. In contrast North America is expected to experience a slow 

improvement of the economic climate that combined with a more focused approach in the region is 

expected to contribute as a growth driver, which was previously the case in 11/12 where revenue grew 

16%clxxv. The BRIC region is expected to experience continued high rates of GDP growth which makes the 

region the premiere growth driver going forward.  With regards to industry specific strategic drivers it is 

expected that the technological development will continue to be evolving rapidly going forward, 

consequently entailing that B&O’s value proposition will continue to be pressured due to the reduced 

effective lifetime of their expensive luxury products. The competitive structure of the industry is generally 

expected to remain unchanged, with only a few direct competitors threatening the unique profile of B&O.  

With regards to company specific strategic drivers it is expected that the implementation of the new 

corporate strategy will continue as planned, indicating that the overall effectiveness and agility of the 

company will experience improvements.  

The strong focus on the BRIC markets is expected to continue, although it is expected to require a slightly 

drawn-out period before B&O effectively is able to manifest itself on the markets, as the many issues 

regarding legislative, cultural and preferential differences have to be factored in. The new B&O Play sub 

brand is expected to experience a minor impact on the parent brand, as it will expectedly start out slightly 
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negative as some of the existing customers will feel that the perception of the brand has changed, while it 

will quickly become positive and act as a traffic driver for the remaining segments in the company. 

5.3.1Revenue growth  

Revenue is forecasted by conducting a weighted average of geographical regions on the B2C side and 

segments on the B2B side, combining for a projected growth rate for each year going forward. In the 

estimation of the different growth rates a combination of the bottom-up approach and top-down approach 

has been used, hereby gaining the best possible insight into how rates may develop further in the 

future.clxxvi  

Tabel 16: Revenue growth  

Source: Own creation 

The outlook of the European region has been projected to only experience a slight growth, especially in 

the beginning of the forecasting period as the region is currently struggling because of the current stressed 

financial conditions that have caused a high level of uncertainty that is effecting private consumption 

negatively. The A/V segment is expected to continue to struggle in the first couple of years, since the 

organizational changes with regards to retailers is expected to require time. The overall growth however is 

expected to be positive in the first years, as especially the extensive product launches by the B&O Play 

brand are expected to generate strong growth for the European region. The overall outlook for the 

European region in the forecasting period indicates a moderate growth all the way through , which is based 

on an improved economic outlook over time, an improved retailer network and a more competitive B&O 

as a result of the organizational initiatives that results from the Faster, Leaner, Stronger strategy.  

Like in recent years, the North American region is expected to continue to be a significant contributor to 

growth in B&O going forward, as the region holds a substantial amount of potential which is especially 

facilitated through the new partnership with Apple that is expected to supply B&O with a marked increase 

in awareness and focus throughout the region.  

The BRIC region is expected to constitute the most lucrative region going forward. The region is 

expected to be the primary growth driver of B&O in the budgeting period where especially the middle of 

the period is promising, as B&O has expectedly had a chance to enter the different markets effectively, 

while subsequently establishing the brand in tune with regional preferences.  

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

Revenue growth 8% 8% 10% 11% 14% 15% 11% 9% 4% 3%

B2C

Europe 2% 3% 5% 5% 6% 6% 4% 4% 3% 3%

North America 14% 16% 18% 20% 22% 20% 12% 10% 5% 3%

BRIC 12% 14% 18% 32% 45% 50% 30% 20% 6% 3%

Rest of the World -3% -1% 2% 3% 5% 4% 5% 5% 5% 3%

B2B

3rd party B&O 100% 75% 50% 35% 28% 20% 10% 10% 4% 3%

Ice Power 12% 12% 15% 20% 20% 12% 8% 5% 5% 3%

Automotive 18% 10% 8% 7% 6% 5% 5% 4% 3% 3%
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The Rest of the World is expected to have a negative growth in the beginning of the budgeting period, as 

the retailer network is still being reorganized with the region experiencing more closings than new 

openings. After this initial decline, growth is expected to rise driven by a stronger product offering 

resulting from the various initiatives outlined in the corporate strategy.  On the B2B side the 3rd party 

segment referring to B&O Play sales through partners like Apple, is expected to continue its strong growth 

going forward while the products become more widely available across the world and the sub brand is 

further developed and acknowledged.  

The Ice Power segment has experienced strong growth in recent years, which is expected to continue 

throughout the majority of the period as a significant part of the growth is attributed to internal sales, why 

growth accelerations in B&O expectedly leads to growth in ICE Power as well.  

The Automotive segment is expected to experience strong growth that is especially visible in the 

beginning of the budgeting period, where growth is driven by the increased number of car models being 

served with the B&O sound options. Growth will subsequently slowly decrease during the remaining 

period, as the experienced growth through expansions of the car model portfolio has a limited long term 

growth potential due to the fact that only a limited amount of cars would find the B&O sound option 

attractive because of the expensive luxury nature of the systems.  

5.3.2Production costs 

Production costs have been forecasted as a percentage of revenue as they represent the variable costs 

which will expectedly increase as revenue does.clxxvii The starting level was determined by using a four 

year historical average. A longer average period would have included the years from before the financial 

crisis where the proposition was significantly lower, which would supply an indicator for the initial 

proposition level going forward which was not representative. The production costs level as a percentage 

of revenue is expected to fall as the general level of revenue increases, but it has not been estimated that it 

would be possible to reach the level that B&O had pre-financial crisis, as the B&O Play sub brand is 

expected to constitute a significant growth driver going forward, while supplying a substantially lower 

gross margin. 

Tabel 19: Production costs  

 

Note: Own creation  

5.3.3Operating expenses  

The different operating expenses are all forecasted as a percentage of revenue, as they will expectedly 

have correlation to the change herein.clxxviii The initial level has been determined on the basis of a two year 

historical average, as the last two years have seen B&O increase the focus on minimizing operating 

expenses. Because of this, a longer historical period as reference would lead to an overestimation of the 

level of expenses which would not be representative for the company. Going forward the relative level of 

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

% of revenue 

Production cost -57% -56% -55% -55% -54% -54% -53% -53% -53% -53%
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all three items are expected to remain close to stable, as the mentioned cost saving focus of previous years 

entails that these items have been improved efficiently to a level that can only be improved upon 

minimally.  

 

Tabel 17: Operating expenses  

 

Notes: Own creation 

5.3.4Depreciation and amortization  

The depreciation and amortization in B&O has been forecasted as a percentage of non-current assets.clxxix 

Historically they have averaged 22,41% of non-current assets over the last three year, and as no changes to 

the depreciation and amortization policy are expected, like also no major investments has or will take 

place in the budgeted period, the stated level will remain unchanged for the entire budgeting period. 

Tabel 18: Depreciation and amortization  

 

Note: Own creation  

5.3.5Total non-current assets  

The different items that constitute the non-current assets are all forecasted as a percentage of revenue.clxxx 

The initial level at the beginning of the period has been determined by the historical three year average. 

The level deduced by the three year period is expected to be representative as it includes the increased 

investment level caused by new initiatives according to the Faster, Leaner, Stronger strategy. Intangible 

assets are expected to show only a slight drop as the general revenue level increases. This is caused by the 

fact that the level of investment in product development is not expected to change significantly during the 

forecasting period, as B&O has to ensure that they are updated both technology and innovatively to 

maintain the value proposition and protect the brand.  

Property, plant and equipment are expected to show a more significant drop in the relative cost level 

during the period, as it assumed that B&O has the capacity to increase production without having to invest 

significantly in additional tangible assets.  As there has been no data available describing the current 

capacity profile or investment plans for B&O, the level of the items has been depicted as a relative 

deduction of the revenue.  Despite the fact that this would generally not be expected, it has been assumed 

more representative than estimated guesses of potential future investments within the forecasting period.   

 

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

% of revenue 

Cost drivers 

Development costs -7% -7% -7% -7% -7% -7% -7% -7% -7% -7%

Distribution and marketing  -21% -21% -21% -21% -21% -21% -21% -20% -20% -20%

Administration cost -3% -3% -3% -3% -3% -3% -3% -3% -3% -3%

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

Depreciation as a % of PPE 22% 22% 22% 22% 22% 22% 22% 22% 22% 22%
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Tabel 20: Total non-current assets  

 

Note: Own creation  

5.3.6Net Working Capital  

The level of the net working capital is determined by a relative relationship to generated revenue. The 

initial level has been determined by a two year historical average, as a significant increase in net working 

capital was experienced during this period, which was primarily due to the initial launching of B&O Play 

that caused both inventories and trade receivables to rise substantially. Determining revenue as the forecast 

driver is considered representative as no significant changes are expected in the price / average cost per 

unit ratio through the budgeted periodclxxxi. 

Going forward both inventories and trade receivables are expected to decrease as B&O Play is further 

established and the trade receivables from the initial introduction have been received. Net working capital 

in general is expected to decrease as revenue increases, although it is not expected to reach pre financial 

crisis levels, due mainly to the fact that the new strategy requires a larger degree of capital because of 

intensified product development and expanded product portfolio. 

Tabel 21: Net Working Capital  

 

Notes: Own creation  

5.4Scenario 2 “optimistic”: 

The second scenario constitutes a slightly more optimistic scenario than the base scenario. The economic 

outlook is expected to behave much like the base scenario, but with the significant exception that the 

European region is expected to experience a quicker recovery than previously anticipated, subsequently 

leading to a more optimistic expectation to the sales in this region.  

The technological development is still considered to remain at a rapid pace, but B&O’s efforts with 

regards to sound & acoustical innovation is expected to strengthen the value proposition on audio products 

significantly. The value proposition for video products is still expected to be pressured as there will be an 

expected gap regarding the rapidly evolving cutting edge technological capabilities, as B&O is not 

expected to be capable of keeping up with the major players in this area. The improved value proposition 

in audio is expected to impact the sales for the A/V segment positively, where it is especially in the North 

American and BRIC regions that the improvement is expected.  

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

% of revenue 

Investment drivers

Intangible assets 21% 20% 20% 19% 19% 18% 18% 18% 18% 18%

Property, plant and equipment 15% 15% 14% 14% 13% 13% 12% 10% 11% 11%

Other non-current assets 4% 4% 4% 4% 4% 3% 3% 3% 3% 3%

Non-current assets 40% 39% 38% 37% 36% 34% 33% 31% 32% 32%

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

% of revenue 

Net Working Capital 19% 17% 17% 16% 16% 16% 15% 15% 15% 15%
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An equal sentiment applies to the two other segments where especially the B&O Play segment is expected 

to show solid growth rate throughout the entire budgeting period. The chosen partnership with Sparkle 

Roll and A Capital is predicted to be very beneficial to B&O, as their involvement and know-how is 

expected to increase B&O presence in the BRIC region significantly, consequently facilitating that it 

almost becomes as large a contributor to sales as the European region. Significant hurdles related to the 

entry in the form of cultural, legislative and differences in preferences are still being accounted for, as 

B&O will have to overcome these before the effect on sales can effectively be seen.  

The risk of adverse effects related to the introduction of B&O Play are expected to be minimal, where the 

sub brand is instead expected to become a beneficial growth driver the A/V section, as well as a source of 

increased awareness on the brand and products in general.  

 

Table 22: Financial value driver overview optimistic scenario  

 
Notes: Own creation  

5.5Scenario 3 ”very optimistic”: 

The third scenario constitutes the best case scenario that is significantly more optimistic than the base 

scenario. As the economic outlook in this scenario constitutes the estimated best case scenario, it indicates 

a scenario where B&O is experiencing great success and growth throughout the entire budgeting period. 

The European region is expected to recover fairly quickly, not only with regards to real growth in GDP, 

but even more so with a declining degree of uncertainty that subsequently leads to an increased growth in 

consumer spending. The improvement in the European region will have a positive effect on the sales, but it 

is also expected to positively influence the other regions through a spillover effects that increases the 

growth prospects in these regions as well.  

The pace of the technological development applied to especially TVs is expected to slow down why the 

effective lifetime of the expensive luxury products will rise and consequently strengthen the value 

propositions in B&O substantially.   

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

Financial valuedrivers 

% of revenue 

Revenue growth 8% 11% 14% 16% 17% 12% 9% 7% 4% 3%

Production cost -57% -56% -55% -54% -53% -54% -53% -52% -52% -52%

Development costs -7% -6% -6% -6% -6% -6% -6% -6% -6% -6%

Distribution and marketing cost -21% -21% -21% -21% -21% -21% -21% -20% -20% -20%

Administration cost -3% -3% -3% -3% -3% -2% -2% -2% -2% -2%

EBITDA margin 12% 14% 15% 16% 17% 17% 17% 19% 20% 20%

NOPAT margin 2% 4% 5% 6% 7% 7% 8% 9% 10% 10%

Non-current assets 40% 39% 37% 36% 35% 32% 31% 30% 30% 30%

Net Working Capital 19% 17% 16% 13% 13% 12% 12% 12% 12% 12%

NIBD as a % of IC 10% 11% 11% 11% 11% 11% 12% 12% 12% 12%
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The Automotive and B&O Play segments are both expected to become significant value drivers during the 

forecasting period, while it will especially facilitate growth in the early years. The entering and 

establishing of B&O on in the BRIC region and especially on the lucrative Chinese market is expected to 

become a great success that is benefitting from the partnerships with Sparkle Roll and A Capital, 

ultimately entailing that the BRIC region becomes the largest contributor to sales, exceeding the European 

region. The reception of the new B&O Play brand is expected to be strong, why only positive effects are 

expected with relation to the influence the brand has on the rest of the product portfolio, where it 

subsequently helps increase brand awareness.   

With the different strategic value drivers moving in a positive direction B&O is expected to reach its full 

potential as stated in the Annual Report of 2011/12, which is a revenue level between 8-10 billion DKK 

although it is not expected to happen in the stated 5-year timeframe as it based on the previous analyses 

seems overly optimistic.  

Table 23: Financial value driver overview “very” optimistic scenario  

 
Notes: Own creation  

5.6Scenario 4 “pessimistic”: 

The fourth scenario constitutes a scenario that is slightly more conservative than the base scenario. The 

economic expectations are lower than in the most likely scenario, where especially the European region is 

expected to struggle with low real GDP growth as the high level of uncertainty in the region hinders a 

quick recovery. As a result growth is expected to be low in the European region with no real 

improvements until the latter part of the forecasting period. The Automotive segment is expected to show 

strong growth in the beginning of the period, after which it will slowly decrease as the effect of the new 

model introductions diminishes. B&O Play is expected to act as a value driver throughout the majority of 

the period, as the sub brand capitalizes on the attraction of less expensive products due to especially the 

life time of products. Consequently, the technological development is expected to remain at a high level 

throughout the period, why the effective lifetime of the luxury products will remain relatively low which 

consequently reduces the growth in the A/V segment.  

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

Financial valuedrivers 

% of revenue 

Revenue growth 12% 17% 20% 24% 20% 15% 11% 8% 5% 3%

Production  cost -57% -56% -55% -55% -54% -53% -53% -52% -51% -51%

Development  cost -7% -7% -7% -7% -6% -6% -6% -6% -6% -6%

Distribution and marketing cost -21% -21% -21% -21% -21% -21% -20% -20% -19% -19%

Administration cost -3% -3% -3% -3% -2% -2% -2% -2% -2% -2%

EBITDA margin 12% 13% 14% 14% 17% 18% 19% 20% 21% 22%

NOPAT margin 2% 3% 4% 5% 7% 8% 9% 11% 11% 12%

Non-current assets 40% 38% 37% 36% 35% 32% 30% 29% 27% 27%

Net Working Capital 19% 17% 15% 14% 13% 12% 11% 10% 10% 10%

NIBD as a % of  IC 10% 11% 11% 11% 11% 11% 12% 12% 12% 12%



96 
 

The penetration of the BRIC region and especially the Chinese market is slowed due to issues revolving 

around cultural, legislative and differences in preferences which has to be accounted for before growth can 

exceed the modest level that is experienced in beginning of the period.  

B&O will experience some degree of brand dilution related to the introduction of B&O Play. The reach of 

the sub-brand is stretched further than anticipated which consequently affects the original B&O brand 

negatively like Louis Vuitton experienced it when customers to some degree abandoned the parent brand 

due to a perception of lost exclusivityclxxxii. The brand dilution will be expected to reduce the overall 

growth prospects for the A/V segment, where the effect will primarily be in the later part of the budgeting 

period.  

Table 24: Financial value driver overview pessimistic scenario  

 
Notes: Own creation  

5.7Scenario 5 “very pessimistic”  

The fifth scenario constitutes the estimated worst case scenario for B&O. Overall the scenario is very 

similar to the previous one, but with the one essential exception that the competitive landscape is set to 

intensify significantly. This is specifically facilitated by Apple entering the TV market through the middle 

part of the forecasting period, which subsequently will entail significant consequences for B&O, herein 

especially the B&O Play segment, as it to a large degree appeals to the same consumer groups. With 

Apples entry the sales on the video market will be expected to drop substantially, which is especially 

strengthened as a large part of the targeted consumer groups to a large extent already have invested into 

the apple universe through their existing product portfolio. The entry of Apple will severely limit the 

growth prospects in the latter part of the forecasting period, why it is significantly lower than the 

expectations seen in scenario four above.  

 

 

 

 

 

 

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

Financial valuedrivers 

% of revenue 

Revenue growth 3% 4% 5% 5% 5% 6% 5% 4% 4% 3%

Production cost -57% -57% -57% -56% -55% -55% -54% -54% -54% -54%

Development costs -7% -7% -7% -6% -6% -6% -6% -6% -6% -6%

Distribution and marketing cost -21% -21% -21% -21% -21% -21% -20% -20% -20% -20%

Administration cost -3% -3% -3% -3% -3% -3% -3% -3% -3% -3%

EBITDA margin 12% 12% 12% 14% 14% 15% 16% 18% 17% 17%

NOPAT margin 2% 3% 3% 4% 4% 5% 6% 7% 7% 7%

Non-current assets 40% 39% 38% 37% 37% 37% 36% 36% 35% 35%

Net Working Capital 19% 19% 18% 18% 18% 17% 17% 17% 17% 17%

NIBD as a % of IC 10% 11% 11% 11% 11% 11% 12% 12% 12% 12%
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Table 25: Financial value driver overview “very” pessimistic scenario  

 
Notes: Own creation 

5.8Part Conclusion  

In the Budget and Forecasting chapter the forecasted financial statements to use in the subsequent 

valuation were computed using the sales-driven budgeting method approach. As a result of the method 

chosen, accounting items were drawn up to either directly or indirectly be driven by the forecasted growth 

in revenue.  

It was determined that a scenario based approach to the budgeting and forecasting would supply the most 

representable approach to the subsequent valuation of B&O, as the substantial level of uncertainty that is 

embedded with the strategic value drivers has indicated that the future development could evolve into 

several varied scenarios. The uncertainty emphasizes that a single scenario model would expectedly not be 

able to display the different possibilities representatively, why the more comprehensive scenario approach 

was preferred.  A consequent 9 year budgeting period was determined to indicate an appropriate length 

until the terminal period, as B&O is expected to reach steady state by this point in time.   

Five different scenarios where established in order to represent the different developmental possibilities 

for the strategic value drivers. Of these a base case scenario was established and subsequently 

supplemented with two scenarios with a more positive/negative expectation on each side, effectively 

illustrating the effect when the strategic value drivers either exceeds or under performs the base case 

expectations.  

The base case scenario was described in detail as it would supply an understanding of the forecasting 

approach and reasoning behind the estimates used, after which key differences in the subsequent scenarios 

would be described to explain the difference.  

In the base case scenario the BRIC region was expected to become a significant growth driver, especially 

facilitated by the high potential of the Chinese market where the initiated partnership with Sparkle Roll 

and A Capital was expected to become very beneficial to B&O. Additionally, both the B&O Play and 

Automotive segments were expected to experience significant growth in especially the beginning of the 

Year 2012/13 E2013/14 E2014/15 E2015/16 E2016/17 E2017/18 E2018/19 E2019/20 E2020/21 ETerminal

Financial valuedrivers 

% of revenue 

Revenue growth 2% 3% 4% 4% -3% -1% 2% 3% 4% 3%

Production cost -57% -57% -57% -56% -57% -56% -56% -56% -56% -56%

Development costs -7% -7% -7% -7% -7% -7% -7% -7% -7% -7%

Distribution and marketing cost -21% -21% -21% -21% -22% -21% -21% -21% -21% -21%

Administration cost -3% -3% -3% -3% -3% -3% -3% -3% -3% -3%

EBITDA margin 12% 12% 12% 13% 11% 12% 13% 13% 14% 14%

EBIT margin 3% 3% 3% 4% 3% 4% 5% 5% 6% 6%

Non-current assets 40% 40% 39% 38% 38% 37% 37% 36% 36% 36%

Net Working Capital 19% 19% 20% 19% 19% 19% 19% 19% 19% 19%

NIBD as a % of IC 10% 11% 11% 11% 11% 11% 12% 12% 12% 12%
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period, as the increased awareness and expanding product portfolios were expected to have a positive 

influence. No significant changes were expected to the competitive landscape or the rapidly paced 

technological development.   

The two optimistic scenarios were adjusted to ensure that the strategic value drivers were describing a 

more optimistic expectation to the development in B&O, why especially the economic conditions and 

business development constituted a positive impact on growth.  

The two pessimistic scenarios were adjusted to ensure that the strategic value drivers described a 

development that had an increased emphasis on the uncertainties and reservations that could facilitate a 

slowed growth. The key strategic value drivers in these scenarios were adjusted to account for a less 

positive direction as the economic conditions and the competitive structure of the industry were expected 

to worsen over the period of the valuation. In the very pessimistic scenario which effectively constitutes 

the worst case scenario, it was further specifically assumed that Apple would enter the TV market, 

subsequently resulting in a significant increase in the rivalry of the industry. As a result decreased growth 

expectations were highly influential, as especially the B&O Play segment which targets the same 

consumer groups, was expected to struggle.  

6 Valuation 

The valuation chapter constitutes the culmination of the previous chapters in the thesis and is in essence 

the focal aspect that is the reasoning behind the work, as it will combine the gathered knowledge in order 

to depict and explain the consequent valuation of B&O. The valuation will gather and utilize all the 

influential aspects that have been discovered throughout the previous strategic and financial statement 

analysis of B&O, as it will utilize both qualitative and quantitative findings in order to supply a true and 

representative valuation of the company. The gathered information has been incorporated into the 

fundamental budgeting and forecasting of the five different scenarios that subsequently serves as the basis 

of the valuation, as well as it will serve as an essential aspect when deciding key factors involved in the 

valuation itself. 

The chapter will start out by examining the two selected valuation methods; The Discounted Cash Flow 

model and the Economic Value Added model, where the positives and negatives of both models will be 

described as well as the reasoning behind the choosing of those specific valuation models. 

After the valuation methods have been evaluated, the subsequent sections will examine and determine key 

elements that are integral in the valuation methods selected. The determined value of the elements will be 

based upon the knowledge gathered in the previous analytical aspects of the thesis and will gather further 

information to the extent required. 

After the base case valuation of B&O has been deduced on the basis of the 5 stipulated scenarios, the 

findings will be assessed in order to determine the robustness and validity of the valuation. This 
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assessment will be based on a sensitivity analysis that will focus on key elements that are highly influential 

on the valuation and the possibility of deviations. 

6.1 Selection of valuation models 

When selecting the method to use when valuating a company like B&O it is imperative that the relevant 

possibilities are taken into account in order to ensure that the method that expectedly will yield the most 

representative value. There is a wide array of different valuation methods that can be applied, but as they 

can generally be divided up into four different base categories, it simplifies the method selection process 

significantly.  

The four general groups of valuation methods are constituted by, 1) Relative valuation models (multiples), 

2) Liquidation models, 3) Contingent claim valuation models and 4) Present Value Models. clxxxiii 

 

1) Relative valuation models (multiples): 

 

The relative valuation models are based on multiple analyses of comparable peers, as price multiples 

relative to selected accounting items like EBITDA or EBIT will subsequently be used to determine the 

value of the company. It is a popular method of valuation because of the relative simplicity it can be 

performed with. However, in the case of B&O it was previously established that a representable peer 

group could not be gathered, as either lack of data or comparability of the closest competitors in BOSE 

and Loewe proved an issue. Because of this, using the relative valuation models as a valuation method 

would not be representable for the value of B&O. 

 

2) Liquidation models: 

The liquidation models are relatively easy to apply as valuation methods. It values the company through an 

estimated liquidation, why it is best suited for companies that are expected to close or is facing significant 

uncertainty around the future. As an ongoing company is expected to have a higher value than a liquidated 

company, the use of a liquidation method to value B&O would expectedly lead to a significant 

undervaluation, especially as the majority of the value in B&O is expected to be generated through a high 

growth in the coming years. Because of this the liquidation models would not be representable for the 

value of B&O. 

 

3) Contingent claim valuation models 

The contingent claim valuation methods utilize option models in order to valuate companies with option 

like features. These methods are especially useful when evaluating pharmaceutical companies, as the 

option like abilities of an unproven drug can cause the regularly used present value models to overstate the 

risk and subsequently undervalue the company. Even though the future expectations of growth in B&O 

constitute an influential uncertainty, it is not feasible to correctly valuate the company based on an option 

based method. Because of this the contingent claim valuation models would not be representable for the 

value of B&O. 
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4) Present value models. 

The present value models represent the valuation methods that are most commonly used as it allows for a 

thorough and comprehendible set up when doing the valuation. The models are founded upon the dividend 

discount model, as the intrinsic value of the company is found by discounting the projected future cash 

flows of the company with a discount factor that takes risk and time value of money into account. The 

present value models constitute models that can be used to valuate almost all companies, why it is also in 

this category that the methods to valuate B&O are found. As all the available present value models are 

based on the dividend discount model, they will yield the same value when supplied to the same context, 

why it technically is irrelevant which model is used. However, as this is the only representable valuation 

method for B&O, two different present value models will be used in order to add a check of the valuation 

and ensure that the calculations have been done technically correctly (seen as the two models yielding the 

same value of B&O). clxxxiv 

 

For the intents and purposes of this thesis the Discounted Cash Flow model (DCF) and the Economic 

Value Added model (EVA) will be used when subsequently valuating B&O. Both methods belong to the 

present value models group, and will be evaluated and discussed in the subsequent section. 

 

6.1.1 Discounted Cash Flow model (DCF) and the Economic Value Added model (EVA) 

As both the DCF and the EVA method constitute present value approaches, they are founded upon the 

same concepts of the dividend discount models and will yield the same value of B&O, why also the key 

aspects to be aware of apply to them both.  

The DCF and EVA models used will be based on the enterprise value perspective, where all forecasted 

future cash flows are discounted with a rate that takes the risk and the time value of money into account. 

The cash flows that will be used in the valuation have been estimated in the five specific scenarios 

described in chapter XXX, where respectively the future free cash flow (FCF) will be used in the DCF and 

the net operating profit after tax (NOPAT) will be used in the EVA model. Discounting the forecasted cash 

flows will enable the determination of the B&O Enterprise Value, after which the Equity value and 

subsequent derived share value can be calculated by deducting net interest bearing debt and dividing with 

shares outstanding. 

Aside for the forecasted cash flows that serve as the foundation for the valuation, a key element in both 

selected valuation methods is the discount rate used, which in this thesis will be made up of the Weighted 

Average Cost of Capital (WACC). The WACC is used in both the DCF and the EVA model, where it 

constitutes a determining factor that is highly influential in the calculated value of B&O. The WACC is 

made up of several elements, all of which will be evaluated and determined in the subsequent sections of 

this chapter. 

Both the DCF and the EVA model constitute two-stage models, as the forecasted budget period acts as one 

period, while the terminal value constituted by a perpetuity with fixed value drivers and components, 

accounts for the other. As the budgeting period is based upon how long it expectedly takes for the 
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company to achieve steady state, a 10 year period has been selected in the case of B&O, as it is expected 

that they will reach steady state by this time.  

The terminal value constitutes the steady state where the company is expected to grow with the pace of the 

industry, why the terminal value has to be accounted for the growth factor (g).  

The significant increased uncertainty and risk that forecasting in a longer time period is especially 

influential in the case of B&O who is highly dependent on future growth entails, why a representative risk 

premium will be added to the WACCterminal in order to account for the added risk and supply a 

representative value of the company.clxxxv 

 

6.1.1.1 Positive and negatives of the DCF and EVA models 

Having selected to use the DCF and the EVA valuation models in the subsequent valuation of B&O, it is 

important to be aware of the strengths and weaknesses of the models in order to be able to account for 

these in the valuation as well as the following sensitivity analysis. This section reveals the key aspects that 

are important to be aware of. 

Strengths: 

A central aspect of both the selected DCF and EVA models is that they are based on a specified budgeting 

period, which subsequently allows for a greater level of detail to ensure that all relevant aspects of the 

company are taken into account.  

While the forecasted budgeting and terminal value of the company allows for a large level of detail, it also 

allows for the adjustment to this risk as the WACC takes this into account.  

A positive that applies to the DCF, is the fact that the valuation is based on the expectation of actually 

realized cash flows in and out of the company, an element that reduces the risk of a skewed valuation 

based on selected accounting policies.clxxxvi 

Weaknesses: 

The high level of complexity which was an advantage as it allows the valuation to take all relevant aspects 

into account, also poses a threat towards the valuation as it requires an extensive amount of aspects of the 

company to be estimated and determined based on assumptions, which subsequently entails a significant 

level of uncertainty and risk. The WACC that is expected to help account for this uncertainty and risk is to 

a certain degree also being composed based on assumptions, which is an aspect that has to be taken into 

account as even slight changes can be severely influential to the valuation. 

As B&O is in a state of progression where substantial growth is expected in the coming years as a result of 

a new strategic approach and new initiatives, the visibility of the company and its future earnings is further 

clouded, subsequently entailing a DCF valuation with a greater amount of uncertainty. In order to counter 

this negative influence, the five different valuation scenarios have been incorporated, as it allows the 

valuation to account for the different possible developments that B&O could encounter going 

forward.clxxxvii 
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6.1.1 Assumptions 

As both the DCF and the EVA model are partially based on a terminal period that is defined by a 

perpetuity, they are assuming that B&O is an on-going company. This assumption was also the main 

reason for not selecting a liquidation valuation model, as the calculation of the assets of B&O at closing 

would not be representative of the company that is expecting significant growth. 

All cash flows are incorporated as having been incurred in the end of the respective year.  

The DCF and EVA models are based on the fact that the cash surpluses generated by B&O is paid out to 

shareholders as dividends, or are invested in projects with a net present value of 0. 

The two-stage model simplifies the forecasting, as forecasting into eternity would be both practically 

impossible as well as it would entail significant increased risk the farther away the forecast would be. 

Because of this, a growth factor is selected to account for the future growth instead. As company is 

assumed to have reached steady state, it is expected that the growth would be fluctuating around the 

growth rate of the industry the company exists in, why this growth level will be assumed by the valuation 

methods to be steady into infinity.clxxxviii  

6.2 Weighted Average Cost of Capital 

As this thesis will be focused around a valuation utilizing the DCF and EVA valuation models, WACC 

will serve as the opportunity cost that will serve as an integral part of both. 

The WACC constitutes the opportunity cost that investors incur for investing their funds in one particular 

venture instead of others with similar risk, effectively describing the systematic risk that could otherwise 

be diversified away. To determine WACC for a company the estimation of three main components are 

required; the cost of equity, the after tax cost of debt and finally the target capital structure of the 

company. None of the components can be directly observed from available data, why different models, 

assumptions and approximations will be necessary in order to estimate each component to ensure it is 

representative of the company and its risk.  

For all intents and purposes of this valuation, the WACC will be determined by the following 

formulaclxxxix:  

     
 

  
          

 

 
         

D/V= target level of net interest bearing debt to enterprise value using market-based values. 

E/V= target level of equity to enterprise value using market-based values.  

kd= cost of debt. 

ke= cost of equity.  

T= company’s marginal income tax rate. 
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The following sections will evaluate and estimate the three different main components as listed above, 

which consequently will enable the deduction of the WACC for B&O. 

6.2.1 Cost of equity (Re) 

Various models have been developed in order to determine the cost of equity, of these the most commonly 

used model is the capital asset pricing model (CAPM), which subsequently is also the model that will be 

used in this thesis. Other models include the Fama-French three factor model and the arbitrage pricing 

theory model.cxc The three models differ mainly in how they define and assess the risk that is the 

foundation of the calculation. The selection of the CAPM model is amongst others supported by Koller, 

who believes that it still constitutes the best model for estimating cost of equity when doing company 

valuations, despite the criticism that it has received throughout the years.cxci 

6.2.1.1 Capital Asset Pricing Model (CAPM) 

The CAPM model is based upon the concept that the cost of equity can be determined by the risk-free rate 

with the addition of the beta value of the company multiplied by the systematic (market) risk premiumcxcii: 

                           

The formula above is explained by the two parameters time value of money and risk, of which the time 

value of money is constituted by the risk-free rate that compensates investors for placing money in an 

investment over a period of time. The risk element of the cost of equity is displayed by the last part of the 

formula, as it calculates the compensation that shareholders require for taking on additional risk than the 

risk free-rate. The compensation is determined by beta that is a risk element representing the 

correlated volatility of B&O in comparison to the volatility the decided benchmark which in this thesis is 

made up of the S&P 500 index.  It describes the incremental risk to a diversified investor and the market 

risk premium which is defined as the difference between the expected return of the market and the risk 

free-rate.  

The three factors that make up the CAPM formula for cost of equity will be described and estimated in the 

following sections.  

6.2.1.1.1 Risk free rate 

In order to estimate the risk free rate which is an essential element in the WACC, the effective rate of a 10-

year zero-coupon Danish government bond has been selected as the basis of the estimate of the risk free 

rate. The reasoning behind utilizing this particular rate as the proxy for the risk-free rate is primarily due to 

the virtually non-existent default risk which is an integral aspect of the risk free rate. Additionally the 

selection has been further facilitated by the fact that it is denoted currency is DKK, as the free cash flows 

is denoted in DKK as well, consequently ensuring an increased consistency with regards to inflation. 

Lastly the selected 10-year zero-coupon provides a good match with the chosen 10-year forecasting 

period. It could be argued that it would be ideal to use a government bond with a matching maturity for 

each individual free cash flow, effectively altering the WACC for each period.cxciii However, as this thesis 

utilizes a two-stage present value approach, it would considerably add to the complexity of the valuation 

http://en.wikipedia.org/wiki/Correlation
http://en.wikipedia.org/wiki/Volatility_(finance)
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without perceivably adding a marked improvement of accuracy, why a single constant risk-free rate with a 

subsequent sensitivity analysis has been selected instead, as it is also preferred by the majority of 

practitioners.  

The current effective rate of a 10-year zero-coupon Danish government bond is 1,29%, which is 

significantly lower compared to previous historical values on the bond. The lower rate has been strongly 

influence by the credit crisis in Southern Europe, as it has consequently seen many investors in 

government bonds substitute them for more solid countries with a higher level of trustworthiness and 

better risk profiles, of which Denmark is one. In turn this higher demand has pressed the effective rate 

down, especially in the last little more than a year which has seen it significantly decrease with 

approximately 2,2%. As the current rate of the bond denominated 1,29% represents this rather sudden 

change in circumstances, it does not supply a representative indicator of the future rate, why an average of 

the last 5 years has been used instead, as the effective rate is expected to rise increase again going forward. 

As a result of the 5 year weighted average of the selected 10-year zero-coupon bond, the risk-free rate that 

will be used in the subsequent valuation is denominated 3,24%. 

See Appendix 13 

6.2.1.1.2 Beta (β) 

According to the CAPM model, the cost of equity is driven by beta which measures the statistical variance 

that is not removable through diversification, as it is described through the correlated volatility between 

B&O and the volatility of the market. The value of beta is not directly observable, why it has to be 

estimated through calculations. An often used and proven way to estimate the beta value is the utilization 

of a regression analysis against a representative market index, which is then improved through industry 

comparables and different smoothing techniques.cxciv As the previous strategic and financial analysis found 

that there were no truly suitable peers for comparison with B&O,  the approach of the thesis will instead 

focus on smoothing techniques to improve beta, as mentioned in the in the financial statement analysis.  

In order to estimate the raw beta of B&O, the market model has been selected as it offers a well-tested and 

accepted regression analysis to use when deciding betacxcv:  

              

As described above, the share returns of B&O are regressed against the market index returns. As it is 

essential that the returns of B&O are regressed against a well-diversified benchmark for the market 

portfolio, the S&P 500 has been selected as it supplies a well-diversified benchmark for the market index. 

Ideally the MSCI world index would be used as it is representative of both the global and well-diversified 

market index, but due to insufficient data the S&P 500 constitutes the benchmark that perceivably supplies 

the best basis for the estimation of beta in B&O. The MSCI and the S&P indexes are highly correlated 

why the effect on the estimation of beta will be minimal.cxcvi  

With regards to the frequency and amount of data points used, weekly returns over a 3-year period have 

been selected. According to Koller monthly returns over a 5-yeard period are preferred as empirical 
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evidence shows that this frequency minimizes noise, but in the case of B&O this would not be 

representative as the share emission in May 2009 changed the capital structure, consequently rendering 

gathered data previous to this date irrelevant.cxcvii As a result of this, using monthly returns in the case of 

B&O would only supply approximately half the amount of required data, why weekly returns were 

selected instead, as it perceivably provides the best possible basis for the estimation of beta.  

Using the selected factors in our regression, it consequently leads to an estimation of beta for B&O of 

1,117. However, as mentioned this estimate in itself is not necessarily representative, which is illustrated 

by are R2 for the regression which is 0,13  meaning that the fit between our regression line and the real 

data points is low. That taken into consideration with the fact that both Saxobank and reuters have higher 

betas for B&O respectively 1,28cxcviii and 1,39cxcix leads us to think that our calculated beta may not be 

very representative. As a consequence taken the different aspects into consideration a raw beta of 1,3 is 

chosen instead as this is thought to a better representative of B&O true raw beta. Next a smoothing process 

will be examined in order to improve upon the estimated raw beta measure. The method selected is a 

smoothing process used by Bloomberg that is based on the observations of Marshall Blume who observed 

that beta values tend to revert back to the mean, why the smoothing process will help draw the extreme 

observations towards the overall average.cc  

                                     

The computed adjusted beta that will subsequently be used in the valuation of B&O then is: 1,201.  

See Appendix 14 for calculations  

6.2.1.1.3 Market risk premium 

The market risk premium constitutes the difference between the expected return on the market and the 

risk-free rate, but how to define and measure it is an issue, as no existing approaches have been able to 

consistently provide representative estimates of the value. The primary reason behind the difficulties is the 

unobservable nature of the value, as the models used for for estimating the market risk premium falls into 

three general categories which each has weaknessescci: 

1. Estimates based on historical data. 

2. Estimates based on future expectations.  

3. Reverse engineering by using DCF valuation along with estimates of return on investment and 

growth.  

While the models in the three different categories are subject to different limitations and weaknesses that is 

related to the usage of either outdated historical data or future estimates that are encumbered with 

significant uncertainties, the latter two categories also require extensive research in the development of all 

relevant aspects of the future of the market. Because of this, an estimate of the value based on limited 

knowledge in the field could lead to determining mistakes, why the research done by various experts in the 

field will be utilized in order to estimate a representative value to use in the valuation.  
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An extensive survey created by three students from the IESE Business School researched the issue through 

the involvement of professors, analysts, managers of companies in general and managers of financial 

companies in various countries, who all were asked to reveal what market risk premium they were 

utilizing. For Denmark in 2012 they received 43 answers with the average being 5.5 % for the market risk 

premium used.ccii When comparing this average to the 6% estimate from well-respected authority on the 

field of market risk premium, professor Damodaran from New York University, the relative conformity 

indicates that the findings apparently reveal a representative level.cciii The latest update on the 6% estimate 

from Damodaran was in January 2012, which expectedly accounts for some of the difference between his 

estimate and the 5,5% average found by the IESE students. However, as both estimates have different 

elements of uncertainty, an average value of the two is perceived to be the most representative value for 

the risk premium in B&O:  

                       
         

 
       

Based on the reasoning mentioned in the section, the market risk premium of 5,75% will serve as the 

selected measure of market risk premium in the subsequent valuation of B&O.  

6.2.1.2 Calculation of cost of equity (Re) 

Having evaluated and determined all three factors relevant to the cost of equity in the CAPM model, it is 

now possible to deduce the according cost of equity in B&O: 

                             

The 9,44% value of Ke constitutes the value that will be used in the subsequent valuation of B&O. 

- 6.2.2 Cost of debt 

The cost of debt is the market interest rate that a firm has to pay on its debt. The cost of debt is determined 

by three different componentscciv:  

1. The general level of interest rates 

2. The default premium  

3. The firm’s tax rate 

There are a number of ways to estimate the cost debt, where the selected method will depend on the 

information available at the time of estimation.  

For a company that has publicly traded bonds outstanding, the yield to maturity can serve as a 

representative proxy for the cost of debt under the single condition that the grade of investment ensures 

that the chance of default is minimal.  

If a firm does not have publicly traded bonds, but instead has received a rating, it is possible to calculate 

the cost of debt by converting the rating into a yield to maturity by estimating the default premium and 

adding the risk-free rate.ccv  
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If a lack of information attainable implies that neither of these methods is feasible as is the case with B&O, 

a synthetic rating can be estimated in order to make it possible to use the rating method.ccvi The synthetic 

rating can be estimated by using the financial characteristics of B&O, which is done by examining the 

relationship between the interest coverage ratio and the ratings. The interest coverage ratio is computed by 

dividing the current adjusted EBIT for operational leases with the current interest expenses.ccvii  

For B&O this supplies an interest coverage ratio of:  

                           
                  

                 
      

Utilizing the database of professor Damodaran, an interest coverage ratio of 4,83 transforms into a rating 

of A- for smaller and riskier companies, which is the grouping that B&O is considered to be a part of. 

Having estimated the rating for B&O, the rating can subsequently be used to estimate the default premium, 

which accordingly is found to be 1,65%ccviii. Adding the default premium to the risk free rate supplies an 

estimate for the cost of debt before tax of 4,89%. Multiplied by 100% minus the marginal tax rate the cost 

of debt after tax will be determined, which will subsequently be the value used in the valuation:ccix  

                                           

This value of cost of debt after tax constitutes the value that will be used in the subsequent valuation of 

B&O.  

see appendix 15 for calculations 

6.2.3 Long term capital structure 

When estimating the capital structure to use in the subsequent valuation, it is essential to establish the long 

term target weights for equity and debt instead of relying on the current structure, as the current structure 

may not reflect the level expected to prevail long term for the company. Estimating the target capital 

structure is often deduced by examining three different aspectsccx: 

1. Estimating the current market value based capital structure 

2. Reviewing the capital structure of comparable companies  

3. Reviewing managements own expectations for target capital structure 

In order to calculate the current market value based on the capital structure, the market value of both the 

equity and the debt has to be determined. To find the market value of equity is easily determined, as it is 

constituted by the current number of outstanding shares multiplied by the current stock price. Market value 

of debt is more difficult to calculate however, as the individual yield to maturity for each outstanding bond 

and current interest rate of each of the bank loans would be needed in order to supply a complete and true 

calculation.ccxi This information is not available in the case of B&O, why the available and reported book 

values by B&O will be used as the proxy for the market value. Despite expected differences between book 
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values and market values, book values are often considered an acceptable approximation of the market 

value as long as the company is not in financial distress, which B&O is not.   

Tabel 26: Capital Structure  

 

Source: Own creation  

As it is displayed by the table above, the calculation of the estimated current market value of the capital 

structure, indicates a current capital structure in B&O of 92,5% equity and 7,5% debt.  

In order to determine whether this estimation of the current capital structure serves as a good proxy for the 

target capital structure in B&O going forward, aspect 2 and 3 mentioned above would be reviewed and 

serve as a comparison and element in the evaluation of the estimation. However, as B&O does not have a 

representative peer group to compare with, while the management in B&O has been vague and 

inconclusive in their expectations towards long term target capital structure, neither aspect apply to this 

estimation.  

 In order to determine whether the estimation serves as a good proxy, the current capital structure has 

instead been evaluated towards the context established through the information obtained in the strategic 

and financial analysis. Based on these, it is not expected that the capital structure will incur significant 

long term changes, as the B&O Play initiative is fully incorporated as well as the initial significant 

investments in the BRIC markets like China. Likewise, no major investments is expected to be made with 

regards to the corporate strategy going forward, as these have already been implemented throughout the 

initial period of the new direction. Additionally, the relatively high incumbent risk that the industry and 

operations entails, will ensure that B&O will seek to actively limit the financial gearing in order to keep a 

balanced risk profile as explained in the previous chapter. Based on these points in the evaluation of the 

estimated capital structure compared to the previous analysis, it is determined that the calculated capital 

structure of 92,5% equity and 7,5% debt for the intents and purposes of this thesis will serve as a suitable 

proxy for the target long term capital structure in B&O. Because of this, the estimated capital structure will 

be the one incorporated in the subsequent determination of the WACC used in the valuation of B&O. 

6.2.4 Calculated WACC 

With all the main components found in the previous sections, the according WACC of B&O can now 

calculated through the formula shown in the introduction: 

                                                 

Column1 Column3

Current stock prise kr. 78

Number of outstanding shares 36.148.807              

= market value of equity kr. 2.819.606.946

+ net interest bearing debt kr. 229.010.000

= market value of B&O kr. 3.048.616.946

Equity share 92,49%

Debt share 7,51%
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The WACC of 9,66% is consequently the WACC that will be used in the following valuation of B&O. 

6.3 Terminal Value 

The terminal period is a part of the two-stage valuation methods that has been selected. It represents the 

value of cash flows generated after the budget period ends, which is decidedly where the company is 

expected to reach steady state. As the valuation is based on B&O being an on-going company that will 

continue to exist and generate cash flows into all infinity, the terminal period is then valued as a perpetuity 

of cash flows through the use of Gordon’s growth modelccxii. Because of this way of valuating the terminal 

period, a growth factor is needed in order to account for the future development within the company. As it 

is assumed that the company at this point will have reached steady state, it is typically deduced by the long 

term growth rate of the industry the company operates in. 

The terminal period is highly influential on the valuation of B&O, as it often accounts for the largest part 

of the net present value used to evaluate the company. Because of this, it is essential that careful 

considerations are made when deciding the factors that will constitute the terminal period, as erroneous 

estimations can potentially change the subsequent estimated value of the company significantly. For B&O 

the value of the company is primarily facilitated by expected but yet unrealized growth, why there are 

significant uncertainties embedded with the forecasted cash flows to the company. These uncertainties 

further increase with time, why in the case of B&O it has been decided to incorporate a risk premium for 

WACC in the terminal period in order to account for this. 

6.3.1 Growth in the terminal period (g) 

As the terminal period constitutes the period from where the company has reached steady state, it is 

expected that the company will no longer be able to consistently outperform the market, instead following 

it on an average growth level. Because of this the long term growth rate of the industry is often used to 

explain how a company is expected to develop after having reached the point of steady state following the 

forecasted budgeting period. However, it has not been possible to retain relevant data of the expected long 

term sustainable growth rate within the electronics industry, why the growth rate used for the valuation of 

B&O has to be deduced on other premises.ccxiii 

Koller describes that the growth rate expectedly varies from industry to industry, where it usually falls 

well short of 4% which is considered an extraordinarily large growth, while he indicates that a level of 3% 

constitutes a more realistic value of long time sustainable g.ccxiv 

The growth factor will usually be estimated somewhere in between the inflation rate and the GDP growth 

rateccxv, why an average between these will supply an indicator as to what general level the g should 

expectedly be near. The International Monetary Fund has estimated the Global inflation rate (3,32%) and 

GDP growth rate (4,56%) for 2012 which subsequently leads to an average of 3,94%.ccxvi However, as this 

is merely 5 years away and constitutes growth rates that are highly influenced by the rapidly growing 

emerging markets and an expected improved financial state on the Western markets, it does not constitute 

the long term sustainable growth. As the following 5 year period is expected to experience a large growth, 

the long term sustainable growth factor will expectedly be significantly lower than the 3,94% that is 
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expected to be the general level in 2017, which is also a result in line with Koller’s indications. Because of 

this, the g factor that will be used in the valuation of B&O will be fixed at 3%, as it has been assessed as 

being a representative level based on the preceding discussion. 

As the selected 3% growth rate is an influential estimate that is facilitated by less than ideal information, it 

is consequently embedded with a recognizable element of risk, why it will be an aspect that will be taken 

into account in the subsequent sensitivity analysis.  

6.3.2 Risk premium for WACC in the terminal period  

As the value of B&O to a large degree is dependent on the present value of the terminal period, it is 

essential that it is managed in a way that is representative to the company. As expected large but yet 

unrealized growth constitutes an integral part of the value of B&O, the forecasting of the terminal period is 

embedded with a significant uncertainty that increases the risk of the valuation. 

The future development of B&O is closely tied to the success of current expectations of growth in the 

Northern American and especially the BRIC markets, as well as the continued development of B&O Play 

and Automotive sections. However, as both the new management and the Faster, Leaner Stronger 

strategic approach constitutes relatively new changes in B&O, the sample size in order to evaluate their 

capabilities and potential is highly limited, which further adds to the opacity of the forecasting, including 

especially that of the terminal period. Because of these uncertainties, a risk premium is included as it has 

been evaluated as a necessary variable in order to establish a representative valuation of B&O. 

The risk premium counteracts the effect of the growth factor, g, why it is imperative that it is evaluated 

and represents a true value in order to help reduce the uncertainty without skewing the valuation in the 

process.ccxvii Based on the previous analytical parts of the thesis as well as an acknowledgement of the fact 

that it should not be so large that it would skew the valuation, it is determined that a risk premium for the 

terminal WACC should be estimated as 1/6 of the WACC.  

                                     1,5%  

The risk premium used in the terminal period of the subsequent valuation of B&O is then 1,5%. 

 6.4 Valuation through the Discounted Cash Flow model (DCF) 

When applying the DCF method to the valuation of B&O, the model will discount the future Free Cash 

Flows (FCF) that was found as the operating cash flow subtracted capital expenditures in chapter 5, in 

order to consequently estimate the Enterprise Value (EV) of B&O.  

The FCFs will be discounted by the WACC that was estimated in the previous segments, as it has been 

calculated based on the previous analytical aspects of the thesis in order to account for the risk and 

uncertainty that is relevant when forecasting the future of B&O.ccxviii 
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Terminal period

FCF1 FCF2 FCF3 FCF4 … FCF9 FCF9+

+   

=   

-   

=   

/   

=   

              Authors own creation 2012

Estimated enterprise value of B&O

Market value of net interest bearing debt

Estimated market value of equity in B&O

Number of shares outstanding

Estimated share value of B&O

Discounted Cash Flow model (DCF)

Budget period

Present value of Budget period

Present value of Terminal period

                      
    

         
 

 

   

  
      

        
   

 

         
  

The Enterprise value is depicted by the formula above and constitutes two parts, the first of which 

describes the net present value of the budget period while the second part describes the present value of the 

subsequent terminal period that utilizes a Gordon’s growth model.  

 

The DCF method of valuating B&O is depicted in the model below. 

Tabel: DCF 

 

 

 

 

 

 

 

 

 

 

 

6.4.1 Calculation of valuation of B&O with the DCF model 

By utilizing the forecasted estimates of the future development in B&O as determined in the previous 

chapter and the WACC as decided in the previous sections, the depicted DCF model has been used to 

calculate the value of B&O through all five selected scenarios. If a more in-depth study of the different 

valuation scenarios using the DCF is wanted, an extraction of each scenario have subsequently been 

enclosed in Appendix 15, as well as the Excel sheet used as a foundation has been included on a compact 

disc. 

The following table depicts the calculation of the final valuation of B&O with the DCF model on the basis 

of the different scenarios: 
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Tabel 27: Valuation using DCF 

 

Source: Own creation  

As it is depicted by the figure, the different scenarios ranging from Very optimistic to Very pessimistic vary 

significantly based on the scenarios discussed in the previous chapter. However, the final estimated value 

of B&O only slightly deviates from the base scenario which is constituted by the Most likely column, 

indicating an increase to the value due to the high potential of B&O going forward. 

The estimated share value of B&O of 91,35 DKK indicates that the share price is currently undervalued, 

as it per 15th August 2012 is constituted by a share price of 78,00 DKK. This finding is in line with the 

scenarios where both the base scenario and the optimistic scenarios expect a value higher than the actual 

share price on the cut-off date. 

As discussed in the previous chapter, it is especially the confidence in the new Faster, Leaner, Stronger 

strategy, the B&O Play sub brand and the promising potential of the BRIC region that acts like the primary 

value drivers, herein especially the potentially lucrative Chinese market.  

The reservations to the promising outlook is based upon the findings of especially the strategic analysis, as 

the findings showed several aspects of uncertainty which could significantly threaten and limit the 

expected but unrealized growth that to a large degree is determining for the value of B&O. These elements 

are especially emphasized in the two pessimistic scenarios, where it consequently has led to a substantial 

impact on the value derived for B&O. 

6.5 Valuation through the Economic Value Added model (EVA) 

The EVA method measures the financials of B&O with the required rate of return from investors 

(WACC), why a positive EVA creates shareholder value while a negative value indicates that the return 

did not meet the expectations of the shareholders. 

When applying the EVA method to the valuation of B&O, the model will discount the future economic 

value added (EVA) that was found as the difference between NOPAT and the opportunity cost of invested 

capital in chapter 1, in order to consequently estimate the Enterprise Value (EV) of B&O.  

The EVA values will be discounted by the WACC that was estimated in the previous segments, as it has 

been calculated based on the previous analytical aspects of the thesis in order to account for the risk and 

uncertainty that is relevant when forecasting the future of B&O.ccxix 

Scenario Very optimistic Optimistic Most likely Pessimistic Very pessimistic

Scenario specific PV of budgeting period in DKK 1.258.225.319          1.149.681.452        685.001.340            659.046.804            518.632.644                

Scenario specific PV of terminal period in DKK 5.926.707.969          3.521.293.221        2.700.293.247        1.402.004.606        603.774.378                

Scenario specific value of Equity in B&O in DKK 6.955.926.288          4.441.967.673        3.156.287.587        1.832.044.411        893.400.023                

Scenario specific valuation of B&O share value in DKK 192,42                        122,88                      87,31                         50,68                         24,71                             

Weight to the estimation of the final valuation of B&O 10% 20% 40% 20% 10%

Final estimated value of Equity in B&O August 15th 2012 in DKK

Value attributed by specific scenario in DKK 695.592.629              888.393.535            1.262.515.035        366.408.882            89.340.002                  

Final estimated value of B&O share value August 15th  2012 in DKK 91,35                             

Value attributed by specific scenario in DKK 19,24                           24,58                         34,93                         10,14                         2,47                               

Value attributed by specific scenario in % 21,06% 26,90% 38,23% 11,10% 2,71%

Final DCF valuation of B&O August 15th 2012

3.302.250.083                                                                                                                               
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The Enterprise value is depicted by the formula above and constitutes three parts. The first part constitute 

the Invested capital at the start of the year, while the second and third represents the net present value of 

respectively the budget period and the terminal period.  

 

The EVA method of valuating B&O is depicted in the model below 

 

Tabel: Eva  

 

6.5.1 Calculation of valuation of B&O with the EVA model 

As the EVA model constitutes a Present Value Model approach like that of the DCF, it is based upon the 

same forecasted estimates of the future development in B&O which were determined in the previous 

chapter, as well as the company specific WACC determined through the previous sections. The depicted 

EVA model has been used to calculate the value of B&O through all five selected scenarios, where it 

should expectedly lead to the same value as found in the DCF, as all underlying factors have been kept the 

same the two methods in between. If a more in-depth study of the different valuation scenarios using EVA 

is wanted, an extraction of each scenario have subsequently been enclosed in Appendix 16, as well as the 

Excel sheet used as a foundation has been included on a compact disc. 

As mentioned, the valuation of B&O is expected to yield the same value as the one calculated in B&O 

why it is not expected to add new values, but instead rather confirm the valuation of the DCF, effectively 

validating the utilization of both the DCF and the EVA model.  

Terminal period

EVA1 EVA2 EVA3 EVA4 … EVA9 EVA9+

+   

=   

+   

=   

-   

=   

/   

=   

              Authors own creation 2012

Economic Value Added model (EVA)

Estimated market value of equity in B&O

Number of shares outstanding

Estimated share value of B&O

Budget period

Present value of Budget period

Present value of Terminal period

Estimated market value added to B&O

Invested capital

Estimated enterprise value of B&O

Market value of net interest bearing debt
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The following table depicts the calculation of the final valuation of B&O with the DCF model on the basis 

of the different scenarios: 

Table 28: Valuation using Eva  

 

Source: Own creation 

As it is depicted in the table, the share value of B&O using the EVA model constitutes 91,35 DKK which 

is the same value as estimated through the DCF model. This verifies that the valuation methods has been 

deduced correctly, why they subsequently show the valuation based on the five forecasted scenarios with 

value drivers and key reservations as mentioned in the previous section being the same for both models. 

Even though the two valuation methods do not vary in their estimation of the value, there is a key 

difference in the depicted results that indicates an interesting finding. In the Very pessimistic scenario 

which constitutes the worst case scenario for B&O, the company experiences a negative PV of EVA in the 

budgeted period, but more importantly in the terminal period which is a significant indication. In the case 

that B&O should experience a strongly negative development as the one forecasted in the worst case 

scenario, the development is not only referring to a rough period but rather an unattractive development 

into infinity. With a continuing negative EVA in the terminal period the company would be expected to 

default at some point going forward, as B&O would then not be able to satisfy the return required by the 

shareholder, effectively destroying value as an on-going company.  

As this is only constituted by the worst case scenario for B&O, it is not expected that the company will 

incur such a negative development going into all infinity, why the company is not expected to default and 

the calculated share value of 91,35 DKK considered being representative of the current situation and 

future of the company. Still, the results of the forecasting emphasize the significant uncertainty that the 

future of B&O is embedded with. 

6 Sensitivity analysis, 

Throughout the thesis steps has been made in order to become able to supply a representative value of 

B&O shares on the selected cutoff date constituted by August 15th 2012. A thorough examination of the 

strategic context that B&O exists in helped facilitate a complex understanding of the situation and future 

potential of the company, which then in combination with the financial statement analysis established the 

foundation for the subsequent forecasting of five different scenarios to use in the final valuation. The 

Scenario Very optimistic Optimistic Most likely Pessimistic Very pessimistic

Scenario specific PV of budgeting period in DKK 1.074.758.768          658.981.760            265.494.413            -176.097.941          -491.637.389              

Scenario specific PV of terminal period in DKK 4.255.167.520          2.156.985.913        1.264.793.174        382.142.352            -240.962.589              

Invested capital primo 1.855.007.000          1.855.007.000        1.855.007.000        1.855.007.000        1.855.007.000            

Scenario specific value of Equity in B&O in DKK 6.955.926.288          4.441.967.673        3.156.287.587        1.832.044.411        893.400.023                

Scenario specific valuation of B&O share value in DKK 192,42                        122,88                      87,31                         50,68                         24,71                             

Weight to the estimation of the final valuation of B&O 10% 20% 40% 20% 10%

Final estimated value of Equity in B&O August 15th 2012 in DKK

Value attributed by specific scenario in DKK 695.592.629              888.393.535            1.262.515.035        366.408.882            89.340.002                  

Final estimated value of B&O share value August 15th  2012 in DKK 91,35                             

Value attributed by specific scenario in DKK 19,24                           24,58                         34,93                         10,14                         2,47                               

Value attributed by specific scenario in % 21,06% 26,90% 38,23% 11,10% 2,71%

Final EVA valuation of B&O August 15th 2012

3.302.250.083                                                                                                                               
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subsequent determined WACC enabled the discounting of the five estimated scenarios, which then led to 

the final valuation of B&O as having a value of 91,35 DKK per share on August 15th 2012, in effect 

indicating a significant undervaluation of the company. 

However, both the scenarios forecasted on the basis of the preceding analytical aspects as well as the 

WACC are subject to estimations, interpretations and subjective expectations, why a sensitivity analysis is 

essential in order to show the robustness of the estimated value, as well as reveal how sensitive the value is 

to key value driving elements of the valuation.ccxx 

In order to effectively illuminate the uncertainty of the estimated value and evaluate to what degree 

different selected key value drivers are able to influence the calculation, the subsequent sensitivity analysis 

will be founded upon a series of two-variable data tables that indicates the selected elements influence on 

the value of B&O. 

As the forecasted scenarios constitute general scenarios that explain the value of B&O as a weighted 

average of the different values found, taking the uncertainty into account, it is especially in the subsequent 

determination of the WACC that the determining risk will be examined. The WACC and the determined 

terminal growth rate and risk premium are all integral elements that are highly influential to the estimated 

value, the terminal period in particular, why they will be the focus of the sensitivity analysis. 

When establishing the sensitivity analysis it will be based upon the weighted average of the differentiating 

results estimated in the five scenarios, as it was also the case with the original valuation. Aside for the 

relevant elements that are being examined, all other aspects of the scenarios and valuation method will be 

held fixed in order to isolate the specific influence of the depicted changes. 

Ultimately the sensitivity analysis will examine the influence on the valuation of potential changes in the 

WACC as well as the influence in the terminal period, represented by the selected growth rate – the risk 

premium to WACC in the terminal period as these to a certain degree reduce the effect of each other. In 

order to examine the changes of potential realistic and representative values, these will be determined 

before analyzing the final sensitivity analysis on the value of B&O. 

6.1 Elements pertaining to WACC 

In order to determine what interval that WACC would expectedly be able to vary within, a preliminary 

sensitivity analysis on the WACC itself will be established regarding the two key elements constituted by 

Beta and long term capital structure.  

As mentioned in the section pertaining to the determination of Beta, it is a value that is difficult to estimate 

with any decided certainty of the quality, why it constitutes an element of WACC that is related to a 

significant element of risk. Additionally, any change in Beta is highly influential on the consequent 

WACC why it is an uncertainty that has to be accounted for in the sensitivity analysis. In order to account 

for the Beta, the influence of +/- 0,15 in the effective Beta from the used level of 1,201% will be 

examined. 
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The long term capital structure is likewise an element that constitutes a significant influence on WACC 

and thus in effect also the consequent valuation, why changes herein too will be examined with regards to 

WACC. The long term capital structure that has been used in the valuation is made up of 92,50% equity, 

why an effect of a +/- 2,50% change will be examined, as this deviation is expected to reflect realistic 

potential variances for B&O.  

Table 29: WACC sensitivity analysis  

 

As it is depicted in the table above, the WACC experiences rather significant changes through the 

combination of the intervals chosen, which validates the use of a sensitivity analysis that takes these 

uncertainties into consideration while illustrating what potential effect the changes would have to the 

estimated value of B&O.  

Based on the sensitivity analysis of WACC to changes in respectively Beta and  Long term capital 

structure, the subsequent sensitivity analysis of B&O will take WACC levels between 8,76% and 10,66% 

into account when displaying the potential impact on the estimated value of B&O. 

6.2 Elements pertaining to adjustments in the Terminal period 

As the present value generated through the terminal period expectedly constitutes the significant majority 

of the estimated value of B&O, it is an aspect that is highly influential to the calculations of the company 

value. However, it is also an aspect that is embedded with certain uncertainties, why it will serve as the 

other aspect of the sensitivity analysis performed on the estimated value of B&O.  

For the intents and purposes of this thesis, there are two relevant elements pertaining to the terminal period 

that is influential and subsequently will be examined; the determined growth rate g and the risk premium 

for the terminal period. In order to examine how changes in both would influence the impact on the 

valuation, a table will be created in order to show the potential realistic difference in level between the two 

elements. 

The growth rate has been estimated to 3% in the valuation of B&O, but as it is an element that is not given 

with any certainty, it expectedly could deviate from this utilized value. However, the value is not expected 

to be able to deviate significantly from the used level, why the effect of +/- 0,5% will be examined. 

The risk premium for WACC in the terminal period is relevant as increased risk in the forecasting of this 

period has to be accounted for. It is effectively counteracting the effect of the growth rate, why it is the 

Equity % / Beta 1,050 1,075 1,100 1,125 1,150 1,175 1,201 1,225 1,250 1,275 1,300 1,325 1,350

90,00% 8,758% 8,887% 9,017% 9,146% 9,275% 9,405% 9,539% 9,663% 9,793% 9,922% 10,052% 10,181% 10,310%

90,50% 8,784% 8,914% 9,044% 9,174% 9,304% 9,434% 9,570% 9,694% 9,824% 9,955% 10,085% 10,215% 10,345%

91,00% 8,810% 8,941% 9,071% 9,202% 9,333% 9,464% 9,600% 9,725% 9,856% 9,987% 10,118% 10,249% 10,379%

91,50% 8,836% 8,967% 9,099% 9,230% 9,362% 9,493% 9,630% 9,756% 9,888% 10,019% 10,151% 10,283% 10,414%

92,00% 8,862% 8,994% 9,126% 9,258% 9,391% 9,523% 9,660% 9,787% 9,920% 10,052% 10,184% 10,316% 10,449%

92,50% 8,888% 9,021% 9,154% 9,287% 9,420% 9,553% 9,691% 9,818% 9,951% 10,084% 10,217% 10,350% 10,483%

93,00% 8,914% 9,047% 9,181% 9,315% 9,448% 9,582% 9,721% 9,849% 9,983% 10,117% 10,251% 10,384% 10,518%

93,50% 8,940% 9,074% 9,208% 9,343% 9,477% 9,612% 9,751% 9,881% 10,015% 10,149% 10,284% 10,418% 10,553%

94,00% 8,966% 9,101% 9,236% 9,371% 9,506% 9,641% 9,782% 9,912% 10,047% 10,182% 10,317% 10,452% 10,587%

94,50% 8,992% 9,127% 9,263% 9,399% 9,535% 9,671% 9,812% 9,943% 10,078% 10,214% 10,350% 10,486% 10,622%

95,00% 9,018% 9,154% 9,291% 9,427% 9,564% 9,700% 9,842% 9,974% 10,110% 10,247% 10,383% 10,520% 10,656%

WACC sensitivity analysis

Authors own creation 2012
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relationship of g – risk premium that is the focus. A value of 1,5% was used to describe the risk premium, 

leaving the effect of the relationship as -1,5%. 

Table 30: Comparative relationship  

Above is a table displaying the relationship between the two influential elements pertaining to the terminal 

period 

As it is depicted in the table above, the changes in growth and risk adjustment to WACC in the terminal 

period could potentially vary from the used level in the valuation, why it will be taken into account when 

doing the sensitivity analysis on the key elements.  

Based on the impact of the potential variations, the interval in the relationship g – risk premium that will 

be examined in the sensitivity analysis ranges between -2,50% and -0,50%. 

6.3 Sensitivity analysis on the estimated value of B&O 

As mentioned in the introduction to the sensitivity analysis section, the sensitivity analysis has been 

focused around examining the sensitivity on the estimated value of B&O towards potential changes in the 

WACC as well the relation in growth rate – the risk premium to WACC in the terminal period, as these 

elements constitute integral aspects of the valuation methods used. Aside for the included variables that are 

being examined regarding the sensitivity to changes herein towards the estimated value, all other aspects 

of valuation scenarios and process has been kept fixed, why any changes ultimately exclusively is 

influenced by the potential changes creating the foundation for the difference. 

Below is the depicted table of the sensitivity analysis of the estimated share value of B&O, which has been 

based on the preceding findings regarding the selected variables that have subsequently served as the 

decisive factors for the subsequent interval used in the analysis: 

 

 

 

 

 

Risk adj. / g 2,50% 2,60% 2,70% 2,80% 2,90% 3,00% 3,10% 3,20% 3,30% 3,40% 3,50%

1,00% -1,50% -1,60% -1,70% -1,80% -1,90% -2,00% -2,10% -2,20% -2,30% -2,40% -2,50%

1,10% -1,40% -1,50% -1,60% -1,70% -1,80% -1,90% -2,00% -2,10% -2,20% -2,30% -2,40%

1,20% -1,30% -1,40% -1,50% -1,60% -1,70% -1,80% -1,90% -2,00% -2,10% -2,20% -2,30%

1,30% -1,20% -1,30% -1,40% -1,50% -1,60% -1,70% -1,80% -1,90% -2,00% -2,10% -2,20%

1,40% -1,10% -1,20% -1,30% -1,40% -1,50% -1,60% -1,70% -1,80% -1,90% -2,00% -2,10%

1,50% -1,00% -1,10% -1,20% -1,30% -1,40% -1,50% -1,60% -1,70% -1,80% -1,90% -2,00%

1,60% -0,90% -1,00% -1,10% -1,20% -1,30% -1,40% -1,50% -1,60% -1,70% -1,80% -1,90%

1,70% -0,80% -0,90% -1,00% -1,10% -1,20% -1,30% -1,40% -1,50% -1,60% -1,70% -1,80%

1,80% -0,70% -0,80% -0,90% -1,00% -1,10% -1,20% -1,30% -1,40% -1,50% -1,60% -1,70%

1,90% -0,60% -0,70% -0,80% -0,90% -1,00% -1,10% -1,20% -1,30% -1,40% -1,50% -1,60%

2,00% -0,50% -0,60% -0,70% -0,80% -0,90% -1,00% -1,10% -1,20% -1,30% -1,40% -1,50%

Comparative relationship between risk premium for WACC in terminal period and  growth factor g  in terminal period

Authors own creation 2012
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Table 31: Sensitivity analysis  

 

As it is depicted by the sensitivity analysis table, changes in the selected variables could potentially cause 

significant alterations of the estimated value of the B&O share value on August 15th 2012. The values 

denoted with green indicate values that exceed the estimated value, while values denoted with red indicate 

reduced estimated values. Below is a table displaying the resulting relative change in the estimated value 

of B&O considering the initial valuation share value of 91,35 DKK 

Table 32: Sensitivity analysis  

 

WACC/TVA -2,50% -2,30% -2,10% -1,90% -1,70% -1,50% -1,30% -1,10% -0,90% -0,70% -0,50%

8,70% 124,56     121,22     118,08     115,12     112,33     109,70     107,21     104,85     102,61     100,49     98,47        

8,75% 123,19     119,91     116,83     113,93     111,20     108,61     106,16     103,85     101,65     99,56        97,57        

8,85% 120,51     117,36     114,40     111,61     108,97     106,48     104,12     101,88     99,75        97,73        95,80        

8,95% 117,93     114,90     112,05     109,36     106,81     104,41     102,13     99,96        97,91        95,95        94,09        

9,05% 115,43     112,51     109,76     107,17     104,72     102,40     100,19     98,10        96,11        94,22        92,41        

9,15% 113,00     110,20     107,55     105,05     102,68     100,44     98,31        96,29        94,36        92,53        90,78        

9,25% 110,65     107,95     105,40     102,99     100,70     98,54        96,48        94,52        92,66        90,88        89,19        

9,35% 108,38     105,77     103,31     100,99     98,78        96,69        94,70        92,80        91,00        89,28        87,64        

9,45% 106,17     103,66     101,29     99,04        96,91        94,89        92,96        91,13        89,38        87,72        86,12        

9,55% 104,03     101,61     99,32        97,15        95,09        93,13        91,27        89,50        87,81        86,19        84,65        

9,65% 101,86     99,53        97,32        95,23        93,24        91,35        89,55        87,84        86,20        84,63        83,14        

9,75% 99,94        97,68        95,55        93,52        91,60        89,77        88,02        86,36        84,77        83,25        81,80        

9,85% 97,98        95,81        93,74        91,78        89,92        88,15        86,46        84,85        83,30        81,83        80,42        

9,95% 96,08        93,98        91,98        90,09        88,29        86,57        84,93        83,37        81,88        80,45        79,08        

10,05% 94,23        92,20        90,27        88,44        86,70        85,03        83,45        81,93        80,48        79,09        77,77        

10,15% 92,43        90,47        88,61        86,84        85,15        83,54        82,00        80,53        79,12        77,77        76,48        

10,25% 90,69        88,79        86,99        85,27        83,64        82,07        80,58        79,16        77,79        76,48        75,23        

10,35% 88,99        87,15        85,41        83,75        82,16        80,65        79,20        77,82        76,49        75,22        74,01        

10,45% 87,33        85,56        83,87        82,26        80,73        79,26        77,86        76,51        75,23        73,99        72,81        

10,55% 85,72        84,01        82,37        80,81        79,32        77,90        76,54        75,24        73,99        72,79        71,64        

10,65% 84,16        82,49        80,91        79,40        77,96        76,58        75,25        73,99        72,77        71,61        70,49        

Authors own creation 2012

Sensitivity analysisof the estimated share value of B&O based on the WACC and erminal Period Adjustments

WACC/TVA -2,50% -2,30% -2,10% -1,90% -1,70% -1,50% -1,30% -1,10% -0,90% -0,70% -0,50%

8,70% 36,35% 32,69% 29,25% 26,02% 22,97% 20,09% 17,36% 14,78% 12,33% 10,00% 7,79%

8,75% 34,85% 31,26% 27,89% 24,72% 21,72% 18,89% 16,22% 13,68% 11,27% 8,98% 6,80%

8,85% 31,92% 28,48% 25,23% 22,17% 19,29% 16,56% 13,97% 11,52% 9,20% 6,98% 4,87%

8,95% 29,09% 25,78% 22,65% 19,71% 16,93% 14,29% 11,80% 9,43% 7,18% 5,03% 2,99%

9,05% 26,35% 23,16% 20,15% 17,32% 14,63% 12,09% 9,68% 7,39% 5,21% 3,14% 1,16%

9,15% 23,70% 20,63% 17,73% 14,99% 12,40% 9,95% 7,62% 5,40% 3,30% 1,29% -0,62%

9,25% 21,13% 18,17% 15,38% 12,74% 10,24% 7,87% 5,61% 3,47% 1,43% -0,51% -2,37%

9,35% 18,64% 15,79% 13,09% 10,55% 8,13% 5,84% 3,66% 1,59% -0,38% -2,27% -4,07%

9,45% 16,22% 13,48% 10,88% 8,42% 6,08% 3,87% 1,76% -0,24% -2,16% -3,98% -5,72%

9,55% 13,88% 11,23% 8,72% 6,35% 4,09% 1,95% -0,09% -2,03% -3,88% -5,65% -7,34%

9,65% 11,50% 8,95% 6,54% 4,25% 2,07% 91,35        -1,97% -3,85% -5,64% -7,35% -8,99%

9,75% 9,40% 6,93% 4,60% 2,38% 0,27% -1,73% -3,64% -5,47% -7,21% -8,87% -10,46%

9,85% 7,26% 4,88% 2,62% 0,47% -1,57% -3,51% -5,36% -7,12% -8,81% -10,42% -11,97%

9,95% 5,17% 2,87% 0,69% -1,38% -3,35% -5,23% -7,02% -8,74% -10,37% -11,94% -13,44%

10,05% 3,15% 0,93% -1,18% -3,19% -5,09% -6,91% -8,65% -10,31% -11,90% -13,42% -14,87%

10,15% 1,18% -0,96% -3,00% -4,94% -6,79% -8,56% -10,24% -11,85% -13,39% -14,86% -16,28%

10,25% -0,73% -2,80% -4,78% -6,66% -8,45% -10,16% -11,79% -13,35% -14,84% -16,27% -17,65%

10,35% -2,59% -4,60% -6,51% -8,32% -10,06% -11,72% -13,30% -14,81% -16,26% -17,65% -18,99%

10,45% -4,40% -6,34% -8,19% -9,95% -11,63% -13,24% -14,77% -16,24% -17,65% -19,00% -20,30%

10,55% -6,16% -8,04% -9,83% -11,54% -13,17% -14,72% -16,21% -17,64% -19,01% -20,32% -21,58%

10,65% -7,88% -9,70% -11,43% -13,08% -14,66% -16,17% -17,62% -19,01% -20,34% -21,61% -22,84%

Sensitivity analysisof the estimated share value of B&O based on the WACC and erminal Period Adjustments

Authors own creation 2012
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As it is depicted in the sensitivity analysis table, the intervals of the used variables indicate a B&O best 

case increase of 36,35% on the initially estimated value, while the B&O worst case scenario is constituted 

by a 22,84% decline. Both values indicate highly significant changes to the estimated value, but as these 

merely represent the best and worst cases that have been taken into account, any changes would 

expectedly be of a substantially less severe degree, why the initially estimate of the share value in B&O 

August 15th 2012 is still considered as a representative and well founded estimate that represents the true 

level of B&O. 

6.4Part conclusion  

The Valuation chapter constitutes the focal point for the thesis, as it combines the knowledge gathered 

throughout the chapters in order to estimate the value which has been sought throughout.  

The valuation itself is merely a mathematically deduction of the forecasting that has been established on 

the basis of the thorough preceding strategic and financial statement analyses, but it is still in this section 

that the gathered information and the estimated scenarios culminates into the essence of the thesis – an 

estimated value of B&O with cut-off date August 15th 2012.  

In order to supply a realistic and representative estimate of the value, the DCF and the EVA net present 

value models were selected as the valuation methods to be used. Of four general groups of valuation 

methods, it was only the net present value group that were found to be representative with regards of 

B&O, which was especially facilitated by the unique profile of the company that rendered a representative 

peer-group and subsequent multiple valuation irrelevant.  

In order to calculate the value based on the five forecasted scenarios developed in the previous chapter, a 

WACC was determined on the basis of the previous analyses, consequently being estimated to 9,66%.  

Through the DCF and the EVA models that mathematically will always be expected to supply the same 

value if used correctly, the market value of the equity in B&O on August 15th 2012 was estimated to 

3.302.250.083 DKK, which subsequently constituted a share price of 91,35 DKK. With a traded price of 

78,00 DKK, the estimated value of B&O is approximately 17% higher than the market price, why the 

B&O share value is perceived as undervalued, why B&O consequently is expected to constitute a 

profitable investment opportunity. 

A following sensitivity analysis was established in order to account for the uncertainty that is embedded 

with the valuation, why potential changes in WACC and terminal adjustments were examined with regards 

to their influence on the estimated value of B&O. It was found that substantial changes could lead to 

significant changes in value, but based on the nature of the elements and the basis of their estimation, it 

was found that the estimated value had a level that is perceived as representable to the current state of 

B&O. 
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Conclusion 

Through the initial presentation B&O was introduced as a Danish high-end luxury consumer electronics 

manufacturer that through distinct differentiation had been able to capitalize on the specific luxury niche 

within the audio and video market.  

The financial crisis and the subsequent recession had a dire influence on B&O who experienced a 

significant downturn in the consequent periods. After the downturn Tue Mantoni was hired as the new 

CEO of the company, which has consequently led to his implementation of the Leaner, Faster, Stronger 

strategy, which has already seen several significant initiatives implemented. The strategy has been stated 

with substantial expectations towards the future, as revenue is expected to treble while the EBIT margin by 

B&O is expected to exceed 12%.   

One of the initiatives was the new sub brand B&O Play, which was developed in order to complement the 

regular B&O brand while targeting the less wealthy and more youthful consumer segments that B&O has 

not previously targeted. Both the sub brand B&O Play and the Automotive segments have had a successful 

introduction, why they are subsequently both considered significant growth drivers for B&O going 

forward.  

Aside for the increased focus on other segments than the primary audio/video segment, the new strategic 

approach has included an entrance into emerging BRIC markets, where especially China and India have 

become a focal point for the future expectations. A partnership with Sparkle Roll and A Capital has been 

initiated in order to supply the entrance into China with the best possible premises for success, like also a 

significant partnership with Apple has been initiated in order to ensure that the B&O Play sub brand has 

the best conditions in the European and North American regions moving forward.  

Based on the expressed expectations of significant growth facilitated through the new strategic approach, 

the macro environmental factors will be highly influential on the future potential for B&O. The currently 

largest market for B&O is constituted by the European market, but as it has experienced a stagnating level, 

it has no significant growth implications for future. In contrast to the European market, both the North 

American region and the BRIC region are expected to experience significant growth going forward, why 

they subsequently are considered to offer a large potential and growth going forward. Especially China is 

considered as having an incredible potential as the market is extraordinarily large, while it also is 

constituted by wealthy Asians that have a record consumption of luxury goods, accounting for 25% of all 

luxury goods sold globally in 2010, an impressive feature that is expected to increase to 46% by 2025. The 

political and legislative difference between China and the Western regions is considered substantial 

however, why the entrance has to account for potential delays and increased costs, effectively increasing 

the risk.  

It was found that the rapid technological development that has been experienced in recent years constitutes 

a significant threat to B&O, as the fast paced development entails a reduction of the effective lifetime of 

the products, subsequently reducing the value of especially luxury electronics significantly. However, the 

highly differentiated profile of B&O effectively ensures that there are only a few direct competitors who 
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offer a relatively comparable profile, best exemplified by especially Loewe and BOSE, why the few main 

competitors to some degree will be affected by this as well. The overall industrial rivalry in the selected 

industry was found to be increasing however, which is especially caused by the lower high-end 

manufacturers being able to increase their competitiveness towards B&O as a result of especially the rapid 

technological development. 

On the company specific level, especially the successful implementation of the B&O Play sub brand was 

examined. Despite the fact that a sub brand is embedded with significant potential adverse risk due to 

brand dilution, cannibalization and notion of perceived premium degree, the brand analysis framework by 

Aaker indicated that the B&O Play sub brand had been implemented efficiently, why B&O subsequently 

has not been experiencing any significantly negative effects.  

The value chain analysis indicated that a significant part of the value was created through the sales & 

marketing and service parts of the value chain, as it was especially in these activities that  key parts of the 

B&O brand value was created.  

Through the financial statement analysis the accounting quality was assessed in order to ensure that the 

performance during the selected period is coherent, as irregularities would expectedly create noise which 

would subsequently lower the quality of the statement significantly. Once the quality of the statements had 

been adjusted and was representable, the different financial statements were reorganized in order to 

facilitate the purpose of performance and value creation evaluation.  

Through a decomposition of ROE different value drivers became apparent and were evaluated with 

regards to the historical period. The analysis showed that both the profit margin as well as the turnover rate 

constitutes substantial value contributors in B&O. In order to decompose the profit margin and turnover 

rate even further a trend and common-size analysis was used, consequently revealing that a significant 

drop in operation expenses had been the primary driver for the profit margin in recent years, indicating that 

B&O has become significantly more efficient in their use of them. With regards to the financial aspect of 

ROE, only a marginal negative effect was found, which subsequently was attributed to the high level of 

equity financing in the company.  

The overall risk profile of B&O was assessed through the examination of both the operating and the 

financial risk. Due to the nature of the electronics industry, the chosen differentiation strategy and the 

relevant company specific aspects, the operational risk in B&O was assessed to be high. In contrast to this, 

the financial risk was assessed to be low, which was especially facilitated by the low debt level in the 

company as well as the fact that no significant interest or currency risk was found. As a result of the 

combination of operational and financial risk, the overall risk level of B&O was estimated as being 

moderate.  

In the budgeting and forecasting chapter, the earlier obtained knowledge and analytical information from 

the previous chapters were used in order to establish a scenario based forecasting model. Five different 

scenarios were established in order to account for the significant uncertainty embedded with the future 
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projections of B&O, as the future performance is closely linked to movement in key strategic value 

drivers. All scenarios were founded upon strategic value drivers that would consequently be estimated to 

move in either a positive or a negative direction depending on the scenario. In the base case scenario the 

BRIC region was expected to become a significant growth driver, while both the B&O Play and 

Automotive segments were expected to experience strong growth as well. The two positive and two 

negative scenarios subsequently used the base case scenario as the foundation, while selecting changes in 

the value drivers that would be adjusted in order to account for the difference in the scenarios. The very 

pessimistic scenario was forecasted in a scenario where Apple would be expected to enter the TV market, 

which subsequently resulted in a significant increase in the rivalry of the industry as well as a negative 

impact on B&O going forward. 

In order to mathematically deduce the estimated value of B&O with a cut-off date on August 15th 2012, 

the five forecasted scenarios from the previous chapter were weighted and subsequently discounted 

through the selected net present value models constituted by the DCF and the EVA models. The WACC 

value utilized as the discount factor was determined to 9,66% based on previous findings and subsequent 

calculations, which then led to an estimation of the market value of equity in B&O on August 15th 2012 of 

3.302.250.083 DKK. This equity estimate consequently led to a share price of 91,35 DKK which 

approximately exceeded the market share price of 78,00 DKK with17%, indicating an undervalued market 

price of B&O. In reflection to the basis of the thesis, the findings seems to be coherent with what Koller 

had been indicating about companies in emerging markets, as he stated that companies relying on 

emerging markets tends to be undervalued by the market.  

A sensitivity analysis was established on the basis of a calculated interval of changes in WACC and 

terminal adjustments, as these values constitutes elements where changes could potentially be highly 

influential to the estimated value of B&O. Despite the analysis showing how corresponding changes in the 

two values could lead to significant changes in the estimated value of B&O, it was determined that the 

thorough analysis serving as the foundation of the calculated share value of B&O of 91,35 DKK was 

indeed representative of the current state of B&O.   
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Appendix 1: Workload for each of the authors  

 

 

 

 

 

 

B&O Valuation Martin Bolvig Simon Harder 

Chapter 1

Problem statement x x

Methodology x x

Chapter 2

History x

Board of directors and management x

Ownerships structure x

Corporate strategy x

Products x

Chapter 3

Pest x

Porters generic strategies x

Porters five forces x x

Sub-brand B&O play x

Value Chain analysis x

Mckinsey Matrix x x

SWOT x

Chapter 4

Accounting quality x

Reorganization x

Profitability analysis x

Risk analysis x x

Chapter 5

Budgeting method x x

Forecasting period x x

Scenarios x x

Chapter 6

WACC x

Terminal Value x

Valuation x x

sensitivity analysis x
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Appendix 2 

ICE Power system and Automotives  

As mentioned in the introduction to the industry level of the strategic analysis, the high-end luxury audio 

and video consumer electronics industry was chosen as the predominant industry and the focal point for 

the subsequent models. Because of this, two of the four primary segments in the product portfolio in B&O 

have not been thoroughly analyzed as they are actors in other industries; The ICE Power system segment 

and the Automotive segment. 

Following is a brief examination and analysis of key elements relevant to the two segments regarding the 

industry they are entrenched in. 

ICE Power system: 

The ICE Power system is a patented digital amplifier technology that supplies several prestigious brands in 

the B2B audio manufacturer industryccxxi where the ICE Power amplifiers are used in a wide array of 

different products ranging from mobile phones to car audio and home theatersccxxii. 

It is a technological system that emphasizes B&Os devoted focus on being innovative and it supplies the 

company with a power saving technology that is in line with the increased environmental focus that has 

been experienced in the last decade. The ICE Power system currently only has a limited amount of 

competitors as it is a patented unique B&O developed technology, and the modest rivalry provides the 

B&O technology with a good outlook in the B2B audio manufacturing industry. It is especially attractive 

as it both supplies B&O’s own products with the technology and a product that B&O supplies to other 

companies. 

The limited amount of alternatives and competitors constitutes that the buyer power is only modest, which 

subsequently is also a significant reason for the high margins on the productsccxxiii. However, as some of 

the buyers also supply B&O with products and parts, the negotiation expectedly will not be lopsided in 

B&Os favor, although the effectiveness of the ICE power and the patent is influential.  

Automotive: 

B&O Automotive constitutes products that are sold in the industry of B2B high-end car audio system 

market. The luxury car manufacturers have experienced an increased focus on in-car entertainment 

systems, why B&Os complete sound systems with quality, status, brand name and the ICE power system 

have experienced great demand.  

Manufacturers like Aston Martin, Audi and others have implemented complete B&O audio systems in the 

production of the cars, in order to supply their customers with the best possible experience. The German 

car magazine Auto Motor und Sport has awarded B&Os Car-HiFi systems the best in the world for the 

third straight yearccxxiv in 2012, while the various systems generally have received rave reviews for the 

audio quality and design.  
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There are only a few luxury car brands with the profile and brand-need to be considering B&O for their 

prestigious and high priced audio systems, why the concentration of the buyers is a cause for concern in 

the industry, as it greatly increases the bargaining power of the buyers. However, if B&O is able to supply 

an entire brand with audio systems, it will consequently lead to significant volumes and revenues when 

implemented throughout the different manufactured cars and models, increasing the attractiveness 

significantly. 

As with the regular high-end audio market, there are not many competitors who are able to provide the 

status and profile that are demanded by the luxury car brands why the rivalry in the high-end car audio is 

only modest. Currently it is especially BOSE that constitutes the main competitor within the industry, as 

they are able to provide the needed luxury profile that is renowned for providing great quality sound and 

tailor-made solutions. 

Despite reaching an agreement with a manufacturer, B&O will continuously have to be focused on 

keeping the customers in order to not be replaced, which will cut into the margins and potential value of 

the market going forward. The switching costs are modest for the manufacturers considering the value of 

the cars and the planned and pending improvements of the models, why the bargaining power is not 

expected to decrease significantly after an agreement has been reached.  

As Tue Mantoni he said: “I have to admit that in the Automotive we are facing some strong partners who 

negotiate really hard. So I do not dare to speculate on where the margins will land in the future.”ccxxv   

This statement is a testament to the significant buyer bargaining power within the automotive segment, and 

a key aspect of the limitations of the industry. There are plenty of attractive features led by especially the 

modest rivalry in the industry, but the low margins that follows the heightened buyer bargaining power is 

not expected to change going forward. 
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Appendix: 3 

Weighting of the different criteria: 

Industry Attractivness: 

Market Profitability:25% 

Market Rivalry/Intensity: 20% 

Market growth rates: 25% 

Differentiation: 15% 

 Demand Pattern: 15% 

Business Unit Strength:  

Segment growth: 20% 

Brand strength: 25%  

Market share: 25% 

Customer loyalty: 15% 

Distribution access: 15% 

 

The grading of each criterion for each of the 4 Segments/ SBU’s  

Each criterion for each of the segments will be graded on a scale from 1 to 5 where 5 is the highest and 1 

the lowest.  

A/V Segment: 

Industry Attractiveness: 

Market Profitability: the A/V segment achieved a gross margin of 43.1 % during the 11/12 year, which as 

a significant improvement compared to the year before of 41.7%. The AV segment has the second highest 

gross margin of all the segments only beaten by ICEpower. Looking at one of the close competitors Loewe 

they have a much lower gross margin of 22.7 %, so on the basis of the things mentioned this criterion is 

graded as a 3.  

Market Rivalry/Intensity: The rivalry has become more intense in recent years, but the fact of the matter 

remains that in regards to direct competitors that target the same demographics and poses similar brand 
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values only handful of competitors can be mentioned. On the other hand there is a larger group of 

competitors that cover some of the same needs both in the AV consumer electronics and in the luxury 

goods, which in some regard also can be seen as competitors. So on that basis the criterion is graded as a 

3.5.  

Market growth rates: The problem with this criterion is that isn’t one particular way to define the market 

because as mentioned in the previous criteria there a number of competitor groups, which have relevance. 

The second problem when one has decided on some kind of definition it’s impossible to estimate the 

correct size off the market, since a lot of the firm have very broad product portfolio where number for each 

series aren’t stated. So to get an idea of the market growth we looked at both macro conditions around the 

world and spending on luxury goods as stated in the PEST analysis in the economic section. There it was 

noted that Europe as a region was facing some challenges why growth rates are attached with a lot of 

uncertainly causing them to be on the lower side. Asia on the other hand looks to continue its strong 

growth which has a strong effect on spending on luxury goods. Grading is set at 3  

Differentiation:  There is a lot of rum for differentiation in regards to A/V since there are different 

technologies that can be used and an abundance of features and parameter in play. 4  

 Demand Pattern: As mentioned in the market growth rates criteria the demand pattern is very different 

depending on the region, why exposed to high growth regions because essential. 2  

Value for IA: 0,25*3+ 0,20 * 3,5 + 0,25 * 3 + 0,15 *4+ 0,15 *2 = 3,1 

Business Unit Strength:  

Segment growth: The A/V segment had a negative grow of -1% I the past year and is undergoing a lot of 

changes both the past and going forward. First of all the exposure towards Europe are being slowly limited 

by significant growth in stores especially in the BRIC markets. Secondly the whole business philosophy is 

changing to a greater focus and core competencies and efficiency. Going forward for the coming year only 

a small or no growth is expected while the above mentioned changes need time to take effect. 2  

Brand strength: The brand strength is very strong B&O is known throughout the world for its high quality 

and unique designed products. Owning B&O signals wealth, taste and class. 5  

Market share: The A/V segment is by far the biggest segment for B&O with sales exciting 2 billion DKK 

in revenues. It’s their core business and  B&O have already announced that this will also be the case going 

forward, where especially the increased exposure to the Asian markets will in time bring growth number 

back in the positive. Looking outwards the A/V segment is definitely a player in the high end consumer 

electronics market and nobody who is looking in that kind of price league will not have a look at B&O 

when making a decision. 3,5 
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Customer loyalty: B&O is an older brand with a lot of history to it. Especially in the older age groups who 

owned there first B&O product in their younger years: loyalty is strong. Also the fact that system 

integration is a key word when it comes to B&O means a lot. 4 

Distribution access: B&O products are sold through their own B1 stores and the shop in shop concept 

which all in all totals a little over 900 stores worldwide. 3 

Value for BUS: 0,20*2 + 0,25*5 + 0,25*3,5 + 0,15*4+ 0,15*3= 3,575 

 

B&O Play:  

Industry Attractiveness: 

Market Profitability: For this segment the gross margin is significantly lower at 27.1% which is due to the 

product mix and the lower price point. The same holds true for this particular market in general. 2,5 

Market Rivalry/Intensity: The rivalry is so what more intense than mentioned in regards to AV as there are 

more competitors at this particular price point and in regards to the products. 2.5 

Market growth rates: Here goes much off the same as mentioned in regards to the AV segment with the 

big excepting being that the difference in products and price meaning that they aren’t effect as much by 

negative economic condition. This means that the European uncertainty will not have as a big an effect. 4  

Differentiation: Not as much for differentiation as with the previous segment since the product in this 

segment are more fixed in their differentiation possibilities, that been said they are still long through been 

standardized so still plenty of room for differentiation. 3.5  

 Demand Pattern: Here the demand pattern is much more evenly distributed in the global perspective, why 

local/regional demands are less of an issue.4  

Value for IA: 0,25*2,5+ 0,20 * 2,5 + 0,25 * 4 + 0,15 *3,5 + 0,15 *4 = 3,25 

 

 

 

Business Unit Strength:  

Segment growth: As this is an entirely new segment growth has and will be massive in the coming years. 

In the past the segment experienced a growth of 155% and is expected to be one of the main growth 

drivers going forward. 5 
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Brand strength: As it’s a new brand the strength isn’t as high as the AV segment, but because the B&O is 

still being used much of the same values will be transferred over. This can to some extend be a bad thing 

as mentioned in the brand model. Also the fact that the product portfolio as more alone standing product 

will have an effect. 3.5 

Market share: As it’s a new segment it overall share of revenues is still somewhat one the smaller side 

being only the 3 best contributor out for 4. In regards to the overall market B&O Play is only a small 

player in the different products categories that they are competing in. 3  

Customer loyalty: As mentioned in regards to brand strength most of the value from the mother brand are 

automatically transferred to this sub-brand bringing some of the loyally with it, but as a lot of product are 

stand alone it will be significantly lower. 3 

Distribution access: Because of the third party distribution agreements with especially Apple and the fact 

that product can be bought online make the distribution access much more extensive than for the A/V 

segment.5 

Value for BUS: 0,20*5 + 0,25*3,5 + 0,25*3 + 0,15*3 + 0,15*5 = 3,825 

 

Automotive: 

Industry Attractiveness: 

Market Profitability: In this segment the gross margin is at 36.6% which is significantly higher compared 

to last year with 31.9%. How this compares to other players in the high end car audio systems market is 

difficult to say since the other big player is Bose which is privately owned meaning no number are 

published. But taking the hard bargaining circumstances in to consideration this or maybe a little higher 

will be the industry target. 4 

Market Rivalry/Intensity: There are only a few players in the market, but the fact that only 30-50 car brand 

are available in this category has to be taking to consideration. 3.5 

Market growth: Here market growth is closely depended on the condition in the high end car markets. 

Those markets are very similarly affected by macro condition as the AV segment where the growth driver 

seems to be Asia.3  

Differentiation: The systems are individually designed for the specific cars thereby mean that 

differentiation is very high. 5 

 Demand Pattern: Again it’s expected to be similar to the demand pattern in the AV segment although 

somewhat more evenly distributed. 4 

Value for IA: 0,25*4+ 0,20 * 3,5 + 0,25 * 3 + 0,15 *5 + 0,15 *4 = 3,8 
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Business Unit Strength:  

Segment growth: The segment only grew by 1% the a past year is mainly do a very strong previous year 

with a lot of new model introductions and also the fact that the models introduced in the 11/12 year where 

at the end and have really taken effect. Going forward B&O audio systems will be in a number of mew car 

models so growth next is projected to be strong and be one of the growth divers for B&O. 3.5 

Brand strength: B&O has been crowned the number one brand in car audio systems three consecutive 

years in a row by a renounced German car magazine. It’s one of the bigger players in the high ends. 5   

Market share: It the second largest contributor in regards to overall revenues, but still significantly smaller 

than A/V which is 4 times bigger. In regards to the market its very hard to say since we don’t have any 

telling figures but taking the brand they have and their sales into consideration B&O is definitely a serious 

player. 4 

Customer loyalty: It’s very hard to say anything specific in regards to this criterion since it a fairly new 

segment and the number of people having had the chance to buy multiple cars with the option of a B&O 

audio systems can only be a few. But the fact that it B&O again as mentioned earlier on average customer 

loyalty is strong and I don’t see any reason why it would not be the same in this segment. 4  

Distribution access: Not much to say in regards to this particular criterion in this segment other than the 

brands that B&O are working with are available everywhere in the world so anyone considering buy one 

of the models that have B&O is a opinion can get it. 5 

Value for BUS: 0,20*3,5 + 0,25*5 + 0,25*4 + 0,15*4 + 0,15*5 =4,3 

ICEpower:  

Industry Attractiveness: 

Market Profitability: ICEpower had a gross margin of 48.3%, which is the highest among the different 

segments. Regarding the rest of the amplifier market its very hard to make any sort of comparison since all 

the competitors we have identified are either privately held or part of large company that doesn’t show 

revenues at a level where a comparison is possible. But the fact one of their closest competitors Tripath 

filed for bankruptcy not long ago indicates that a gross margin around 50% is on the higher side compared 

to the rest of the market. 3 

Market Rivalry/Intensity: Again very hard to say anything concrete about this criterion, but some research 

pointed to about 5-7 competitors having similar products; that and the high profit margin form Ice power 

taken into consideration intensity is assessed as medium. 3.5  
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Market growth rates: Growth rates in regard to class D-amplifiers are tightly linked to consumer 

electronics since the products in this industry are the once that have the technology in them. Taking  that 

into consideration growth rates are assessed to be similar to those mentioned in the A/V segment. 3 

Differentiation: In regards to amplifiers there are two main technologies which are analog or digital 

amplifiers and within each of them there are other variations in technology why differentiation possibilities 

are assessed to be fairly high. 3  

 Demand Pattern: The costumers for these kind of product are all manufactures of consumer electronics 

that have anything to do with audio.  Since most products in this category are produced in Asia nowadays 

this would be the essential market to be exposed to. 3 

Value for IA: 0,25*3+ 0,20 * 3,5 + 0,25 * 3 + 0,15 *3 + 0,15 *3 = 3,1 

Business Unit Strength:  

Segment growth: Icepower had a 24% growth rate in revenues the past year, but a significant part of the 

growth came from the fact that B&O themselves have more than doubled its uses of Icepower accounting 

for right under 20% of total revenues. Icepower has compared to the last years moved a little op and down 

in revenues to total revenues which is illustrated by the fact that revenues levels are the same as they were 

in 2006/07.3 

Brand strength: It’s a significant brand in the amplifier market geared towards consumer product where 

some of the biggest brand in the industry are or were clients, such as Bose, Philips, Samsung etc. 4 

Market share: It’s the smallest of the 4 segments by far only accounting for 3,8% of total revenues. The 

market share is unknown. 3  

Customer loyalty: There isn’t much to say in regards to this criterion since when Icepower gets a client 

there will typically make contract and agreements the last a number of year and then either resign and find 

a new supplier. As far as we can see loyalty is pretty high with a number of clients having been a partner 

for some time. 3.5  

Distribution access: As it’s the B2B market and longer agreements there is not a lot to be noted in regards 

to this criterion. 4 

Value for BUS: 0,20*3 + 0,25*4 + 0,25*3 + 0,15*3,5 + 0,15*4 =3,475 
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Appendix:4 Historical balance sheet  

 

(DKK million) 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Intangible assets 
Goodwill 18 44,8 44,8 44,8 44,7 44,8 47,8
Acquired rights 12,1 44,4 41,1 50,8 46 37,7 27,8
Completed development projects 216,3 244,6 218,8 200,6 249,1 191,7 296,8
Development projects in progress 109,8 116,2 112,5 145,4 154,5 322 338,9
Total intangible assets 356,2 450 417,2 441,6 494,3 596,2 711,3

Tangible assets 
Land and buildings 332,8 252,1 274,4 269,9 240,9 227,8 210,3
plant and machinery 200,7 203,8 221,8 229,5 209,4 164 145,6
other equipment 58,2 70,7 50 48,4 34,9 31,3 29,3
leasehold improvements 26,6 29,1 28,7 32,2 23,2 15,6 17,5
tangible assets in progress and prepayments for tangible assets 49,1 62,2 80,8 25,5 18,7 69,1 96,8
Total tangible assets 667,4 617,9 655,7 605,5 527,1 507,8 499,5

Investment property 0,7 56,4 52,8 49,1 45,4 42,7 41,3

Finacial assets 
Investments in subsidiaries 
investments in associates 6 15,8 6,3 9,5 5,3 5,7 5,6
Deferred tax assets 28,8 21,2 22,7 104,9 140,4 144,1 139,9
Other financial receivables 36,4 88,2 52 60,4 41,4 40,1 46,6
Total financial receivables 71,2 125,2 81 174,8 187,1 189,9 192,1

Total non-current assets 1095,5 1249,5 1206,7 1271 1253,9 1336,6 1444,2

Inventories 567,4 694,3 797,3 593,3 563,6 563 665

Receivables 
Trade receivables 655,1 743,2 593 407,9 417,9 365,2 539,9
Receivables from subsidiaries 
Receivalbes from associates 1,8 1,4 1,5 1,7 2,4
income tax receivables 16,6 27 39,7 21,7 21,2 13,3 12,4
Other receivables 51,4 30 38,9 31,6 27,6 24,3 50,4
Prepayments 25,5 22,8 30,5 28,4 22,4 15 18,8
Total receibalbes 748,6 824,8 702,1 491 490,6 419,5 623,9

Cash 502,5 196,4 107,1 258,1 253,6 189,1 159,1

Non-current assets classified as held for sales 1,1

Total current assets 1819,6 1715,5 1606,5 1342,4 1307,8 1171,6 1448

Total assets 2915,1 2965 2813,2 2613,4 2561,7 2508,2 2892,2

Equity 
Share capital 124,5 120,8 120,8 362,4 362,4 362,4 362,4
share preium 14,6 14,6 14,6 232,1 232,1
translation reserve -4,7 -17,3 -42,9 -39,6 13,1 25,1 25,1
reserve for cash flow hedges 0,1 -1 -5 -10,9 8,3
Retained earnings 1603,6 1557,7 1376,1 960,5 892,1 1161,1 1230,2
Equity attributable to shareholders of the parent company 1738 1675,9 1471,7 1514,4 1494,7 1537,7 1626
Minority interests 4,1 6 12,1 2,3 1,5 0,6

Total equity 1742,1 1681,9 1480,7 1516,7 1496,2 1538,3 1626

Non-current liabilites 
Pensions 15,5 9,7 9,5 7 7,8 9 9,8
Deferred tax 63,7 67,8 64,2 4,8 6,2 8,1 15,4
Provisions 91,9 97 77,3 78,1 78,2 81,5 86,2
Mortgage loans 107,2 93,4 234,7 230,3 225,8 219,5 213
Loans from banks etc. 129,7 97,1 101,1 95,7 52,8
other non-current liabilities 6,1 6,6 6,7 6,9 0,9 0,9
Total non-current liabilities 408 371,1 493,4 422,6 377,7 319 325,3

Current liabilities 
Mortgage loan, short term part 13,8 14 8,5 6,5 4,6 6,4 6,6
Loans from banks etc., short term part 32,5 32,4 42,9 32,6 42,8 150
other loans from banks 39,5 53,7 13 11,9 47,7 37,8
Provisions 31,1 33,3 46 65,7 52,7 56,4 54,8
Trade payables 196,3 216,4 216 188,3 259,4 199,8 384,8
payables to associates 1,8
income tax 78,3 122,3 66,3 21,2 20 21,7 27,8
Other liabilities 361,4 356,2 320 324,6 289,9 303,9 259,9
Deferred income 51,6 97,9 83,9 22,2 6,5 15 19,2
Total current liabilities 765 912 839,1 674,1 687,8 650,9 940,9

Total liabilities  1173 1283,1 1332,5 1096,7 1065,5 969,9 1266,2

Total equity and liabilities 2915,1 2965 2813,2 2613,4 2561,7 2508,2 2892,2

Bang & Olufsen
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Appendix 5: Income statemets 2005/06 and 2006/07 

 

 

 

 

 

 

 

 

Bang & Olufsen

Revised Revised 

(DKK million) 2005/06 Changes 2005/06 2006/07 Changes 2006/07

Revenue 4225,2 -198,4 4026,8 4375,7 -101 4274,7

Production costs -2281,1 154,2 -2126,9 -2338 82,1 -2255,9

Gross profit 1944,1 -44,2 1899,9 2037,7 -18,9 2018,8

Development costs -442,9 13,4 -429,5 -458,8 5,3 -453,5

Distribution and marketing costs -920,3 6,5 -913,8 -910,2 5,4 -904,8

Adminstration costs etc. -142 10,3 -131,7 -138,7 8,2 -130,5

Restructuring costs 

Other operating income 

Operating profit (EBIT) 438,9 -14 424,9 530 0 530

Result from investments in associates after tax -1 -1 -1,1 -1,1

Impairment of investmetns in associates 

Gain on sales of shares in subsidiary 11,5 -11,5 0

Dividend 

Financial income 17,7 -1,1 16,6 15,7 15,7

Financial costs -24,9 2,4 -22,5 -31,7 -31,7

Financial items, net -7,2 -5,9 -16 -16

Results before tax 430,7 -12,7 418 524,4 -11,5 512,9

Tax on result for the year -134,7 3,3 -131,4 -151,9 -151,9

Result for the year 296 -9,4 286,6 372,5 -11,5 361

Attributable to:

Share hilders of the parent company 294 284,6 367,4 355,9

Minority interests 2 2 5,1 5,1
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Appendix6: Income statements 2006/07 and 2007/08 

 

 

 

 

 

 

 

 

Bang & Olufsen

Revised Revised 

(DKK million) 2007/08 Changes 2007/08 2008/09 Changes 2008/09

Revenue 4092 4092 2789,5 2789,5

Production costs -2199,6 -2199,6 -1683,8 -11 -1694,8

Gross profit 1892,4 0 1892,4 1105,7 -11 1094,7

Development costs -545,5 -545,5 -462,7 -14,4 -477,1

Distribution and marketing costs -1003,5 21 -982,5 -928,9 -62 -990,9

Adminstration costs etc. -148,7 8,3 -140,4 -104,5 -5,8 -110,3

Restructuring costs -105,5 105,5 0

Other operating income 

Operating profit (EBIT) 194,7 29,3 224 -495,9 12,3 -483,6

Result from investments in associates after tax -11,2 -11,2 2,3 2,3

Impairment of investmetns in associates 

Gain on sales of shares in subsidiary 

Dividend 

Financial income 20 20 11,4 11,4

Financial costs -49,8 4 -45,8 -41,2 -41,2

Financial items, net -29,8 -25,8 -29,8 -29,8

Results before tax 153,7 33,3 187 -523,4 12,3 -511,1

Tax on result for the year -41,4 -41,4 140,3 140,3

Result for the year 112,3 33,3 145,6 -383,1 12,3 -370,8

Attributable to:

Share hilders of the parent company 104,7 138 -385,1 -373,1

Minority interests 7,6 7,6 2,3 2,3
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Appendix 7:Income statements  2009/10, 2010/2011 and 2011/2012 

 

 

 

 

 

 

 

 

 

 

Bang & Olufsen

Revised Revised Revised 

(DKK million) 2009/10 Changes 2009/10 2010/11 Changes 2010/11 2011/12 Changes 2011/12

Revenue 2761,5 2761,5 2866,9 2866,9 3007,7 -7 3000,7

Production costs -1672 -1672 -1711,4 -1711,4 -1792 -1792

Gross profit 1089,5 0 1089,5 1155,5 0 1155,5 1215,7 -7 1208,7

Development costs -342,8 -342,8 -311,4 -311,4 -337,4 -337,4

Distribution and marketing costs -708,5 -708,5 -660,8 -660,8 -654,3 -654,3

Adminstration costs etc. -85,3 -85,3 -123,5 14,4 -109,1 -101,6 10 -91,6

Restructuring costs 

Other operating income 13,3 -13,3 0 0

Operating profit (EBIT) -33,8 -13,3 -47,1 59,8 14,4 74,2 122,4 3 125,4

Result from investments in associates after tax -6,7 -6,7 0,2 0,2 -2,1 -2,1

Impairment of investmetns in associates 

Gain on sales of shares in subsidiary 

Dividend 

Financial income 15,4 15,4 7,5 7,5 9,4 9,4

Financial costs -24,5 -24,5 -27,4 -27,4 -25,5 -25,5

Financial items, net -9,1 -9,1 -19,9 -19,9 -16,1 -16,1

Results before tax -49,6 -13,3 -62,9 40,1 14,4 54,5 104,2 3 107,2

Tax on result for the year 16,7 16,7 -12,1 -12,1 -30,9 -30,9

Result for the year -32,9 -13,3 -46,2 28 14,4 42,4 73,3 3 76,3

Attributable to:

Share hilders of the parent company -34,4 -47,7 26,9 41,3 73,3 76,3

Minority interests 1,5 1,5 1,1 1,1 0 0
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Appendix 8: Reorganzined income statement  

 

 

 

 

 

 

 

 

 

 

2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Revenue 4026,8 4274,7 4092 2789,5 2761,5 2866,9 3000,7

Production costs -2030,7 -2150,3 -2080,7 -1584,4 -1574,8 -1628,9 -1734,8

Gross profit 1996,1 2124,4 2011,3 1205,1 1186,7 1238 1265,9

Development costs -316,3 -337,4 -381,8 -322,7 -211,4 -161,4 -170,5

Distribution and marketing costs -898,6 -890,5 -967 -973,4 -694,6 -647,7 -633,5

Adminstration costs etc. -124 -117,7 -139,3 -106,9 -82,4 -103,8 -88,4

EBITDA 657,2 778,8 523,2 -197,9 198,3 325,1 373,5

Depreciation and amortisation -232,3 -248,8 -299,2 -285,7 -245,4 -250,9 -248,1

EBIT 424,9 530 224 -483,6 -47,1 74,2 125,4

Tax expense operations -131,40 -151,90 -41,40 140,30 16,70 -12,10 -30,90

Taxshield -1,93 -4,79 -9,25 -6,88 -3,95 -4,93 -4,55

NOPAT 291,57 373,31 173,35 -350,18 -34,35 57,18 89,95

Financial income 16,6 15,7 20 13,7 15,4 7,7 9,4

Financial expenses -23,5 -32,8 -57 -41,2 -31,2 -27,4 -27,6

Net financial expenses -6,9 -17,1 -37 -27,5 -15,8 -19,7 -18,2

Tax shield 1,93 4,79 9,25 6,88 3,95 4,93 4,55

Net financial expenses, after tax -4,97 -12,31 -27,75 -20,63 -11,85 -14,78 -13,65

Result for the year 286,60 361,00 145,60 -370,80 -46,20 42,40 76,30

Analytical income statement 
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Appendix 9: Depreciation and Tax notes  

 

 

 

 

  

Depreciation and amortisation 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Intangible assets 

Production costs 0,8 0,8 1,2 1,9 3,5 0,5 1,2

Development costs 99,7 110,2 151,7 142,5 115,6 132,2 142,7

Distribution and marketing costs 1,4 0,9 3,1 4,1 0 0,8 2,8

Adminstration costs etc. 4,8 3,7 0,1 2 2,4 2,7 2,7

Tangible assets 

Production costs 95,3 101,1 114,1 104,8 90 79,3 54,6

Development costs 13,5 5,9 12 11,9 15,8 17,8 24,2

Distribution and marketing costs 13,8 13,4 12,4 13,4 13,9 12,3 18

Adminstration costs etc. 2,9 9,1 1 1,4 0,5 2,6 0,5

Investment property 

Production costs 0,1 3,7 3,6 3,7 3,7 2,7 1,4

Development costs 0 0 0 0 0 0 0

Distribution and marketing costs 0 0 0 0 0 0 0

Adminstration costs etc. 0 0 0 0 0 0 0

Total 232,3 248,8 299,2 285,7 245,4 250,9 248,1

Production costs 96,2 105,6 118,9 110,4 97,2 82,5 57,2

Development costs 113,2 116,1 163,7 154,4 131,4 150 166,9

Distribution and marketing costs 15,2 14,3 15,5 17,5 13,9 13,1 20,8

Adminstration costs etc. 7,7 12,8 1,1 3,4 2,9 5,3 3,2

Taxes 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Results before tax 418 512,9 187 -511,1 -62,9 54,5 107,2

Tax on result for the year -131,4 -151,9 -41,4 140,3 16,7 -12,1 -30,9

marginal corporate tax rate 28% 28% 25% 25% 25% 25% 25%

effective corporate tax rate 31,44% 29,62% 22,14% 27,45% 26,55% 22,20% 28,82%

Net financial expenses -6,9 -17,1 -37 -27,5 -15,8 -19,7 -18,2

Taxshield 1,93 4,79 9,25 6,88 3,95 4,93 4,55
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Appendix 10: Analytical balance sheet  

 

 

 

 

 

Analytical balance sheet 

Bang & Olufsen

(DKK million) 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Operating assets 

Non-current assets 
Goodwill 18 44,8 44,8 44,8 44,7 44,8 47,8
Acquired rights 12,1 44,4 41,1 50,8 46 37,7 27,8
Completed development projects 216,3 244,6 218,8 200,6 249,1 191,7 296,8
Development projects in progress 109,8 116,2 112,5 145,4 154,5 322 338,9
Land and buildings 332,8 252,1 274,4 269,9 240,9 227,8 210,3
plant and machinery 200,7 203,8 221,8 229,5 209,4 164 145,6
other equipment 58,2 70,7 50 48,4 34,9 31,3 29,3
leasehold improvements 26,6 29,1 28,7 32,2 23,2 15,6 17,5
tangible assets in progress and prepayments for tangible assets 49,1 62,2 80,8 25,5 18,7 69,1 96,8
Total non-current assets 1023,6 1067,9 1072,9 1047,1 1021,4 1104 1210,8

Current assets 
Deferred tax assets 28,8 21,2 22,7 104,9 140,4 144,1 139,9
Other financial receivables 36,4 88,2 52 60,4 41,4 40,1 46,6
Inventories 567,4 694,3 797,3 593,3 563,6 563 665
Trade receivables 655,1 743,2 593 407,9 417,9 365,2 539,9
income tax receivables 16,6 27 39,7 21,7 21,2 13,3 12,4
Other receivables 51,4 30 38,9 31,6 27,6 24,3 50,4
Prepayments 25,5 22,8 30,5 28,4 22,4 15 18,8
operational cash 40,3 42,7 40,9 27,9 27,6 28,7 30,0
Total Current assets 1421,47 1669,45 1615,02 1276,10 1262,12 1193,67 1503,01

Total operating assets 2445,07 2737,35 2687,92 2323,20 2283,52 2297,67 2713,81

Operating liabilities 
Pensions 15,5 9,7 9,5 7 7,8 9 9,8
Deferred tax 63,7 67,8 64,2 4,8 6,2 8,1 15,4
Provisions 123 130,3 123,3 143,8 130,9 137,9 141
Trade payables 196,3 216,4 216 188,3 259,4 199,8 384,8
income tax 78,3 122,3 66,3 21,2 20 21,7 27,8
Other liabilities 361,4 356,2 320 324,6 289,9 303,9 259,9
Deferred income 51,6 97,9 83,9 22,2 6,5 15 19,2
other non-current liabilities 0 6,1 6,6 6,7 6,9 0,9 0,9
Total operating liabilities 889,8 1006,7 889,8 718,6 727,6 696,3 858,8

Invested Capital 1555,27 1730,65 1798,12 1604,60 1555,92 1601,37 1855,01

Financial liabilties 
Mortgage loans 107,2 93,4 234,7 230,3 225,8 219,5 213
Loans from banks etc. 129,7 97,1 101,1 95,7 52,8 0 0
Mortgage loan, short term part 13,8 14 8,5 6,5 4,6 6,4 6,6
Loans from banks etc., short term part 32,5 32,4 42,9 32,6 42,8 0 150
other loans from banks 0 39,5 53,7 13 11,9 47,7 37,8
payables to associates 0 0 1,8 0 0 0 0
Total financial liabilites 283,2 276,4 442,7 378,1 337,9 273,6 407,4

Fiancial assets 
Investment property 0,7 56,4 52,8 49,1 45,4 42,7 41,3
investments in associates 6 15,8 6,3 9,5 5,3 5,7 5,6
Cash 462,2 153,7 66,2 230,2 226,0 160,4 129,1
Receivalbes from associates 0 1,8 0 1,4 1,5 1,7 2,4
Non-current assets classified as held for sales 1,1 0 0 0 0 0 0
Total financial assets 470,03 227,65 125,28 290,21 278,19 210,53 178,39

Financial expenses, net -186,83 48,75 317,42 87,90 59,72 63,07 229,01

Equity 1742,10 1681,90 1480,70 1516,70 1496,20 1538,30 1626,00

Invested Capital 1555,27 1730,65 1798,12 1604,60 1555,92 1601,37 1855,01
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Appendix 11: Trend analysis  

 

 

 

 

 

 

 

 

 

 

 

 

2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Revenue 100 106 102 69 69 71 75

Production costs 100 106 102 78 78 80 85

Gross profit 100 106 101 60 59 62 63

Development costs 100 107 121 102 67 51 54

Distribution and marketing costs 100 99 108 108 77 72 70

Adminstration costs etc. 100 95 112 86 66 84 71

EBITDA 100 119 80 -30 30 49 57

Depreciation and amortisation 100 107 129 123 106 108 107

EBIT 100 125 53 -114 -11 17 30

Tax expense operations 100 116 32 -107 -13 9 24

Taxshield 100 248 479 356 204 255 236

NOPAT 100 128 59 -120 -12 20 31

Financial income 100 95 120 83 93 46 57

Financial expenses 100 140 243 175 133 117 117

Net financial expenses 100 248 536 399 229 286 264

Tax shield 100 248 479 356 204 255 236

Net financial expenses, after tax 100 248 559 415 239 297 275

Result for the year 100 126 51 -129 -16 15 27

Trend analysis Income statement 
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2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Operating assets 

Non-current assets 
Goodwill 100 249 249 249 248 249 266
Acquired rights 100 367 340 420 380 312 230
Completed development projects 100 113 101 93 115 89 137
Development projects in progress 100 106 102 132 141 293 309
Land and buildings 100 76 82 81 72 68 63
plant and machinery 100 102 111 114 104 82 73
other equipment 100 121 86 83 60 54 50
leasehold improvements 100 109 108 121 87 59 66
tangible assets in progress and prepayments for tangible assets 100 127 165 52 38 141 197
Total non-current assets 100 104 105 102 100 108 118

Current assets 
Deferred tax assets 100 74 79 364 488 500 486
Other financial receivables 100 242 143 166 114 110 128
Inventories 100 122 141 105 99 99 117
Trade receivables 100 113 91 62 64 56 82
income tax receivables 100 163 239 131 128 80 75
Other receivables 100 58 76 61 54 47 98
Prepayments 100 89 120 111 88 59 74
operational cash 100 106 102 69 69 71 75
Total Current assets 100 117 114 90 89 84 106

Total operating assets 100 112 110 95 93 94 111

Operating liabilities 
Pensions 100 63 61 45 50 58 63
Deferred tax 100 106 101 8 10 13 24
Provisions 100 106 100 117 106 112 115
Trade payables 100 110 110 96 132 102 196
income tax 100 156 85 27 26 28 36
Other liabilities 100 99 89 90 80 84 72
Deferred income 100 190 163 43 13 29 37
other non-current liabilities 
Total operating liabilities 100 113 100 81 82 78 97

Invested Capital 100 111 116 103 100 103 119

Financial liabilties 
Mortgage loans 100 87 219 215 211 205 199
Loans from banks etc. 100 75 78 74 41 0 0
Mortgage loan, short term part 100 101 62 47 33 46 48
Loans from banks etc., short term part 100 100 132 100 132 0 462
other loans from banks 
payables to associates 
Total financial liabilites 100 98 156 134 119 97 144

Fiancial assets 
Investment property 100 94 87 80 76 73
investments in associates 100 263 105 158 88 95 93
Cash 100 33 14 50 49 35 28
Receivalbes from associates 
Non-current assets classified as held for sales 100 0 0 0 0 0 0
Total financial assets 100 48 27 62 59 45 38

Financial expenses, net 100 -26 -170 -47 -32 -34 -123

Equity 100 97 85 87 86 88 93

Invested Capital 100 111 116 103 100 103 119

Trend analysis balance sheet 
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Appendix 12: Common-size 

 

 

 

 

 

 

  

 

 

2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Revenue 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

Production costs -50,43% -50,30% -50,85% -56,80% -57,03% -56,82% -57,81%

Gross profit 49,57% 49,70% 49,15% 43,20% 42,97% 43,18% 42,19%

Development costs -7,85% -7,89% -9,33% -11,57% -7,66% -5,63% -5,68%

Distribution and marketing costs -22,32% -20,83% -23,63% -34,90% -25,15% -22,59% -21,11%

Adminstration costs etc. -3,08% -2,75% -3,40% -3,83% -2,98% -3,62% -2,95%

EBITDA 16,32% 18,22% 12,79% -7,09% 7,18% 11,34% 12,45%

Depreciation and amortisation -5,77% -5,82% -7,31% -10,24% -8,89% -8,75% -8,27%

-22,69% -23,30% -27,89% -27,28% -24,03% -22,73% -20,49%

EBIT 10,55% 12,40% 5,47% -17,34% -1,71% 2,59% 4,18%

Tax expense operations -3,26% -3,55% -1,01% 5,03% 0,60% -0,42% -1,03%

Taxshield -0,05% -0,11% -0,23% -0,25% -0,14% -0,17% -0,15%

NOPAT 7,24% 8,73% 4,24% -12,55% -1,24% 1,99% 3,00%

Financial income 0,41% 0,37% 0,49% 0,49% 0,56% 0,27% 0,31%

Financial expenses -0,58% -0,77% -1,39% -1,48% -1,13% -0,96% -0,92%

Net financial expenses -0,17% -0,40% -0,90% -0,99% -0,57% -0,69% -0,61%

Tax shield 0,05% 0,11% 0,23% 0,25% 0,14% 0,17% 0,15%

Net financial expenses, after tax -0,12% -0,29% -0,68% -0,74% -0,43% -0,52% -0,45%

Result for the year 7,12% 8,45% 3,56% -13,29% -1,67% 1,48% 2,54%

Common-size analysis Income statement
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2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Operating assets 

Non-current assets 
Goodwill 1,16% 2,59% 2,49% 2,79% 2,87% 2,80% 2,58%
Acquired rights 0,78% 2,57% 2,29% 3,17% 2,96% 2,35% 1,50%
Completed development projects 13,91% 14,13% 12,17% 12,50% 16,01% 11,97% 16,00%
Development projects in progress 7,06% 6,71% 6,26% 9,06% 9,93% 20,11% 18,27%
Land and buildings 21,40% 14,57% 15,26% 16,82% 15,48% 14,23% 11,34%
plant and machinery 12,90% 11,78% 12,34% 14,30% 13,46% 10,24% 7,85%
other equipment 3,74% 4,09% 2,78% 3,02% 2,24% 1,95% 1,58%
leasehold improvements 1,71% 1,68% 1,60% 2,01% 1,49% 0,97% 0,94%
tangible assets in progress and prepayments for tangible assets 3,16% 3,59% 4,49% 1,59% 1,20% 4,32% 5,22%
Total non-current assets 65,82% 61,71% 59,67% 65,26% 65,65% 68,94% 65,27%

Current assets 
Deferred tax assets 1,85% 1,22% 1,26% 6,54% 9,02% 9,00% 7,54%
Other financial receivables 2,34% 5,10% 2,89% 3,76% 2,66% 2,50% 2,51%
Inventories 36,48% 40,12% 44,34% 36,98% 36,22% 35,16% 35,85%
Trade receivables 42,12% 42,94% 32,98% 25,42% 26,86% 22,81% 29,11%
income tax receivables 1,07% 1,56% 2,21% 1,35% 1,36% 0,83% 0,67%
Other receivables 3,30% 1,73% 2,16% 1,97% 1,77% 1,52% 2,72%
Prepayments 1,64% 1,32% 1,70% 1,77% 1,44% 0,94% 1,01%
operational cash 2,59% 2,47% 2,28% 1,74% 1,77% 1,79% 1,62%
Total Current assets 91,40% 96,46% 89,82% 79,53% 81,12% 74,54% 81,02%

Total operating assets 157,21% 158,17% 149,49% 144,78% 146,76% 143,48% 146,30%

Operating liabilities 
Pensions 1,00% 0,56% 0,53% 0,44% 0,50% 0,56% 0,53%
Deferred tax 4,10% 3,92% 3,57% 0,30% 0,40% 0,51% 0,83%
Provisions 7,91% 7,53% 6,86% 8,96% 8,41% 8,61% 7,60%
Trade payables 12,62% 12,50% 12,01% 11,74% 16,67% 12,48% 20,74%
income tax 5,03% 7,07% 3,69% 1,32% 1,29% 1,36% 1,50%
Other liabilities 23,24% 20,58% 17,80% 20,23% 18,63% 18,98% 14,01%
Deferred income 3,32% 5,66% 4,67% 1,38% 0,42% 0,94% 1,04%
other non-current liabilities 0,00% 0,35% 0,37% 0,42% 0,44% 0,06% 0,05%
Total operating liabilities 57,21% 58,17% 49,49% 44,78% 46,76% 43,48% 46,30%

Invested Capital 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

Financial liabilties 
Mortgage loans 6,89% 5,40% 13,05% 14,35% 14,51% 13,71% 11,48%
Loans from banks etc. 8,34% 5,61% 5,62% 5,96% 3,39% 0,00% 0,00%
Mortgage loan, short term part 0,89% 0,81% 0,47% 0,41% 0,30% 0,40% 0,36%
Loans from banks etc., short term part 2,09% 1,87% 2,39% 2,03% 2,75% 0,00% 8,09%
other loans from banks 0,00% 2,28% 2,99% 0,81% 0,76% 2,98% 2,04%
payables to associates 0,00% 0,00% 0,10% 0,00% 0,00% 0,00% 0,00%
Total financial liabilites 18,21% 15,97% 24,62% 23,56% 21,72% 17,09% 21,96%

Fiancial assets 
Investment property 3,26% 2,94% 3,06% 2,92% 2,67% 2,23%
investments in associates 0,91% 0,35% 0,59% 0,34% 0,36% 0,30%
Cash 29,72% 8,88% 3,68% 14,35% 14,52% 10,02% 6,96%
Receivalbes from associates 0,00% 0,10% 0,00% 0,09% 0,10% 0,11% 0,13%
Non-current assets classified as held for sales 0,07% 0,00% 0,00% 0,00% 0,00% 0,00% 0,00%
Total financial assets 30,22% 13,15% 6,97% 18,09% 17,88% 13,15% 9,62%

Financial expenses, net -12,01% 2,82% 17,65% 5,48% 3,84% 3,94% 12,35%

Equity 112,01% 97,18% 82,35% 94,52% 96,16% 96,06% 87,65%

Invested Capital 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

Trend analysis balance sheet 
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Appendix 13: Risk-free rate  
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Appendix 14: calculation of beta  

 

 

SUMMARY OUTPUT

Regression Statistics

Multiple R 0,371512

R Square 0,138021

Adjusted R Square 0,132197

Standard Error 0,067235

Observations 150

ANOVA

df SS MS F Significance F

Regression 1 0,107127 0,107127 23,69796 2,86E-06

Residual 148 0,669038 0,004521

Total 149 0,776165

CoefficientsStandard Error t Stat P-value Lower 95%Upper 95%Lower 95,0%Upper 95,0%

Intercept 0,00183 0,00552 0,33145 0,740773 -0,00908 0,012738 -0,00908 0,012738

X Variable 1 1,117049 0,229465 4,868055 2,86E-06 0,663598 1,5705 0,663598 1,5705  

 

 

y = 1,117x + 0,0018
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Appendix 15: Synthetic rating estimation  

 

 http://pages.stern.nyu.edu/~adamodar/ 

 

 

 

Inputs for synthetic rating estimation

Please read the special cases worksheet (see below) before you use this spreadsheet.

Before you use this spreadsheet, make sure that the iteration box (under calculation options in excel) is checked.

Enter the type of firm = 2 (Enter 1 if large manufacturing firm, 2 if smaller or riskier firm, 3 if financial service firm)Small: <$5 billion

Do you have any operating lease or rental commitments? Yes

Enter current Earnings before interest and taxes (EBIT) = 125 (Add back only long term interest expense for financial firms)

Enter current interest expenses = 16,6 (Use only long term interest expense for financial firms)

Enter current long term government bond rate = 3,24%

Output

Interest  coverage ratio = 5,03

Estimated Bond Rating = A- Note: If you get REF! All over the place, set the operating lease commitment question in cell F5

Estimated Default Spread = 1,65% to No, and then reset it to Yes. It should work .

Estimated Cost of Debt = 4,89%

 If you want to update the spreads listed below, please visit http://www.bondsonline.com

For large manufacturing firms For financial service firms (default spreads are slighty different)

If interest coverage ratio is If long term interest coverage ratio is

> ? to Rating is Spread is greater than ? to Rating is Spread is

-100000 0,199999 D 12,00% -100000 0,049999 D 12,00%

0,2 0,649999 C 10,50% 0,05 0,099999 C 10,50%

0,65 0,799999 CC 9,50% 0,1 0,199999 CC 9,50%

0,8 1,249999 CCC 8,75% 0,2 0,299999 CCC 8,75%

1,25 1,499999 B- 6,75% 0,3 0,399999 B- 6,75%

1,5 1,749999 B 6,00% 0,4 0,499999 B 6,00%

1,75 1,999999 B+ 5,50% 0,5 0,599999 B+ 5,50%

2 2,2499999 BB 4,75% 0,6 0,749999 BB 4,75%

2,25 2,49999 BB+ 3,75% 0,75 0,899999 BB+ 3,75%

2,5 2,999999 BBB 2,50% 0,9 1,199999 BBB 2,50%

3 4,249999 A- 1,65% 1,2 1,49999 A- 1,65%

4,25 5,499999 A 1,40% 1,5 1,99999 A 1,40%

5,5 6,499999 A+ 1,30% 2 2,49999 A+ 1,30%

6,5 8,499999 AA 1,15% 2,5 2,99999 AA 1,15%

8,50 100000 AAA 0,65% 3 100000 AAA 0,65%

For smaller and riskier firms

If interest coverage ratio is

greater than ? to Rating is Spread is

-100000 0,499999 D 12,00%

0,5 0,799999 C 10,50%

0,8 1,249999 CC 9,50%

1,25 1,499999 CCC 8,75%

1,5 1,999999 B- 6,75%

2 2,499999 B 6,00%

2,5 2,999999 B+ 5,50%

3 3,499999 BB 4,75%

3,5 3,9999999 BB+ 3,75%

4 4,499999 BBB 2,50%

4,5 5,999999 A- 1,65%

6 7,499999 A 1,40%

7,5 9,499999 A+ 1,30%

9,5 12,499999 AA 1,15%

12,5 100000 AAA 0,65%

http://pages.stern.nyu.edu/~adamodar/
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Appendix 16: DCF Scenarios  

Very optimistic  

 

 

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

-68 -60 -88 -206 24 470 735 873 1.124 1.108

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

0,91             0,83             0,76             0,69             0,63             0,58             0,52             0,48             0,44             0,44                   

-61,96          -49,94          -66,92          -142,55        15,41           270,13         385,77         417,75         490,54         5.926,71            

13.584,82          

Discounted terminal value 5.926,71             

Discounted budget period value 1.258,23             

Enterprise Value 7.184.933.288   

 - Market value of NIDB 229.007.000,00    

 - Minority interest -                     

Estimated equity value 6.955.926.288   

shares outstanding 36.148.807          

Estimated value per A-share 192,42               

DCF valuation of B&O scenario 1

Budget period

Million DKK

Free Cash Flow

WACC

Discount factor

Discounted value

Terminal value
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Optimistic  

 

 

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

4 34 40 107 116 375 371 534 630 658

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

0,91         0,83         0,76         0,69         0,63         0,58         0,52         0,48         0,44         0,44                    

3,25         28,18       30,23       74,13       73,15       215,54     194,79     255,57     274,83     3.521,29             

8.071,28             

Discounted terminal value 3.521,29              

Discounted budget period value 1.149,68              

Enterprise Value 4.670.974.673   

 - Market value of NIDB 229.007.000,00    

 - Minority interest -                     

Estimated equity value 4.441.967.673   

shares outstanding 36.148.807          

Estimated value per A-share 122,88               

DCF valuation of B&O scenario 1

Budget period

Million DKK

Free Cash Flow

WACC

Discount factor

Discounted value

Terminal value
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Most Likely  

 

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

15 67 6 52 10 78 276 405 427 505

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

0,91         0,83         0,76         0,69         0,63         0,58         0,52         0,48         0,44         0,44                 

13,46        55,33        4,48         35,63        6,38         44,88        144,78      193,82      186,24      2.700,29          

6.189,44          

Discounted terminal value 2.700,29                

Discounted budget period value 685,00                   

Enterprise Value 3.385.294.587     

 - Market value of NIBD 229.007.000,00      

 - Minority interest -                        

Estimated equity value 3.156.287.587     

shares outstanding 36.148.807            

Estimated value per A-share 87,31                   

DCF valuation of B&O scenario 1 "Most likely"

Budget period

Million DKK

Free Cash Flow

WACC

Discount factor

Discounted value

Terminal value
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Pessimistik  

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

98 77 42 70 65 128 146 255 257 262

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

0,91             0,83             0,76             0,69             0,63             0,58             0,52             0,48             0,44             0,44                  

89,38           64,22           31,86           48,49           40,83           73,69           76,66           121,76          112,16          1.402,00           

3.213,59           

Discounted terminal value 1.402,00            

Discounted budget period value 659,05              

Enterprise Value 2.061.051.411 

 - Market value of NIBD 229.007.000,00  

 - Minority interest -                   

Estimated equity value 1.832.044.411 

shares outstanding 36.148.807        

Estimated value per A-share 50,68               

DCF valuation of B&O scenario 1

Budget period

Million DKK

Free Cash Flow

WACC

Discount factor

Discounted value

Terminal value
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Very pessimistic 

 

 

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

109 37 16 72 153 164 80 98 109 113

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

0,91           0,83           0,76           0,69           0,63           0,58           0,52           0,48           0,44           0,44                

99,42         30,65         11,92         49,48         96,49         94,25         41,83         46,99         47,60         603,77            

1.383,93         

Discounted terminal value 603,77                

Discounted budget period value 518,63                

Enterprise Value 1.122.407.023   

 - Market value of  NIBD 229.007.000,00    

 - Minority interest -                     

Estimated equity value 893.400.023      

shares outstanding 36.148.807          

Estimated value per A-share 24,71                 

DCF valuation of B&O scenario 1

Budget period

Million DKK

Free Cash Flow

WACC

Discount factor

Discounted value

Terminal value
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Appendix 17: EVA Scenarios  

Very optimistic 

 

 

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E

73,00                119,65              200,85              279,63              463,66              632,16              827,16              1.020,77          1.164,21          

1855,01 1.995,95          2.175,65          2.464,74          2.950,47          3.389,71          3.552,27          3.644,04          3.791,58          

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65%

179,09              192,70              210,05              237,96              284,85              327,26              342,96              351,82              366,06              

-106,09            -73,05               -9,20                 41,67                178,81              304,90              484,20              668,96              798,15              

0,91              0,83              0,76              0,69              0,63              0,58              0,52              0,48              0,44              

-96,75               -60,75               -6,98                 28,82                112,79              175,39              254,00              320,03              348,21              

Invested capital primo 1855,01

Discounted terminal value 4.255,17            

Discounted budget period value 1.074,76            

Enterprise Value 7.184.933.288  

 - Market value of NIDB 229.007.000,00   

 - Minority interest -                    

Estimated equity value 6.955.926.288  

shares outstanding 36.148.807         

Estimated value per A-share 192,42              

Terminal value

Discounted value of EVA

Million DKK

NOPAT

Invested capital, primo

WACC

Cost of capital

EVA

Discount factor

Economical Value Added from B&O scenario 1

Budget period
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Optimistic  

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

70,29          137,13       206,21       287,46       383,26       457,65       535,51       675,25       730,09       751,99                        

1855,01 1.921,73    2.024,98    2.191,32    2.371,61    2.638,90    2.721,84    2.886,02    3.027,04    3.127,18                    

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

179,09       185,53       195,50       211,56       228,97       254,77       262,78       278,63       292,25       348,82                        

-108,80      -48,41        10,71          75,90          154,29       202,87       272,73       396,61       437,84       403,17                        

0,91         0,83         0,76         0,69         0,63         0,58         0,52         0,48         0,44         0,44                    

-99,23        -40,26        8,12            52,50          97,32          116,70       143,07       189,74       191,02       2.156,99                    

Invested capital primo 1855,01

Discounted terminal value 2.156,99              

Discounted budget period value 658,98                 

Enterprise Value 4.670.974.673   

 - Market value of NIDB 229.007.000,00    

 - Minority interest -                     

Estimated equity value 4.441.967.673   

shares outstanding 36.148.807          

Estimated value per A-share 122,88               

Economical Value Added from B&O scenario 1

Budget period

Million DKK

NOPAT

Invested capital, primo

WACC

Cost of capital

EVA

Discount factor

Terminal value

Discounted value of EVA
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Most Likely 

 

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

69,86          105,94        147,91        217,58        277,19        356,17        447,37        562,34        585,86        603,43                    

1855,01 1.910,11    1.949,51    2.091,52    2.257,59    2.524,67    2.802,82    2.974,19    3.131,40    3.290,36                

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

179,09        184,41        188,22        201,93        217,96        243,75        270,60        287,15        302,32        367,03                    

-109,23      -78,47         -40,30         15,65          59,23          112,43        176,77        275,20        283,53        236,41                    

0,91         0,83         0,76         0,69         0,63         0,58         0,52         0,48         0,44         0,44                  

-99,61         -65,26         -30,57         10,83          37,36          64,67          92,73          131,65        123,70        1.264,79                

Invested capital primo 1855,01

Discounted terminal value 1.264,79                

Discounted budget period value 265,49                   

Enterprise Value 3.385.294.587     

 - Market value of NIBD 229.007.000,00      

 - Minority interest -                        

Estimated equity value 3.156.287.587     

shares outstanding 36.148.807            

Estimated value per A-share 87,31                   

Discount factor

Terminal value

Discounted value of EVA

Economical Value Added from B&O scenario 1

Budget period

Million DKK

NOPAT

Invested capital, primo

WACC

Cost of capital

EVA
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Pessimistic  

 

 

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

66,70               85,35               91,79               137,81             159,09             197,89             248,94             310,49             322,51             332,18                    

1855,01 1.823,70         1.831,82         1.881,61         1.949,32         2.043,68         2.113,46         2.216,26         2.272,23         2.337,66                 

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

179,09             176,07             176,85             181,66             188,20             197,31             204,05             213,97             219,37             260,76                    

-112,39           -90,72              -85,06              -43,85              -29,11              0,58                  44,90               96,52               103,13             71,43                       

0,91             0,83             0,76             0,69             0,63             0,58             0,52             0,48             0,44             0,44                   

-102,50           -75,45              -64,52              -30,33              -18,36              0,34                  23,55               46,18               44,99               382,14                    

Invested capital primo 1855,01

Discounted terminal value 382,14              

Discounted budget period value -176,10             

Enterprise Value 2.061.051.411 

 - Market value of NIBD 229.007.000,00  

 - Minority interest -                   

Estimated equity value 1.832.044.411 

shares outstanding 36.148.807        

Estimated value per A-share 50,68               

Discount factor

Terminal value

Discounted value of EVA

Economical Value Added from B&O scenario 1

Budget period

Million DKK

NOPAT

Invested capital, primo

WACC

Cost of capital

EVA
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Very pessimistic 

  

 

 

 

 Terminal period

2012/13 E 2013/14 E 2014/15 E 2015/16 E 2016/17 E 2017/18 E 2018/19 E 2019/20 E 2020/21 E 2021/22 E

66,28            79,91            83,14            111,77          66,57            90,08            117,47          137,07          165,96          170,94                  

1855,01 1.812,27      1.855,33      1.922,75      1.962,99      1.876,59      1.802,82      1.840,54      1.879,39      1.936,25              

9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 9,65% 11,15%

179,09          174,97          179,12          185,63          189,52          181,18          174,05          177,70          181,45          215,98                  

-112,81        -95,05           -95,98           -73,86           -122,95        -91,09           -56,59           -40,62           -15,48           -45,04                  

0,91           0,83           0,76           0,69           0,63           0,58           0,52           0,48           0,44           0,44                 

-102,88        -79,05           -72,80           -51,09           -77,55           -52,40           -29,68           -19,43           -6,76             -240,96                

Invested capital primo 1855,01

Discounted terminal value -240,96               

Discounted budget period value -491,64               

Enterprise Value 1.122.407.023   

 - Market value of NIBD 229.007.000,00    

 - Minority interest -                     

Estimated equity value 893.400.023      

shares outstanding 36.148.807          

Estimated value per A-share 24,71                 

Economical Value Added from B&O scenario 1

Budget period

Million DKK

NOPAT

Invested capital, primo

WACC

Cost of capital

EVA

Discount factor

Terminal value

Discounted value of EVA
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