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”Once you buy a company, you are married. You are married to that company.  It’s a lot harder to sell a 
company, than it is to buy a company. People always call and congratulate when we buy a company.                             

I say, ‘Look, don’t congratulate us when we buy a company, congratulate us when we sell it. Because any 
fool can overpay and buy a company, as long as money will last to buy it’. Our job really begins the day we 
buy the company, and we start working with the management, we start working with where the company 

is headed”

Henry Kravis, co-founder of the private equity fund KKR

…KKR is one of the funds that in 2006 acquired 88.2% of the shares in TDC under the banner Nordic Telephone Company     



EXECUTIVE SUMMARY 

This thesis addresses the value creation in the TDC buyout and attempts to give a broad and holistic view on the 

value creation in TDC since the takeover by NTCH in February 2006. The purpose of the thesis is to estimate the 

magnitude of value creation and analyze the sources of value creation.  

The first part of the thesis seeks to estimate NTCH’s return on their equity investment in TDC. In order to do so, 

the thesis estimates the value TDC as of September 2010. The background for the valuation is a strategic analysis 

and a financial analysis, which combined leads to forecasts of TDC’s financials. The forecasted financials then 

enables a Discounted Cash Flow- and a market multiple valuation. Based on a strategic analysis, I find that the 

traditional industry revenue streams are maturing and in some markets even declining and thus leaves limited 

potential for future growth.  

By applying different valuation methods – DCF and market multiple valuations – a set of value ranges for the 

enterprise value of TDC are estimated. The diffferent valuation methods are triangulated, results in an 

enterprise value of DKK 74.5bn. By subtracting the net interest-bearing debt in TDC and the additional debt in 

NTCH (high-yield bonds that were one of the main debt instruments for NTCH when financing their stake in 

TDC), the thesis estimates NTCH will be yield an IRR of 11.42% on their equity commitment in TDC. 

The second part attempts to separate and quantify the contributions to value creation and thus determine what 

the main value drivers has been. In this thesis four different groups of value drivers are analyzed. These are 

financial leverage, earnings improvement (measured by the EBITDA growth), the free cash flow effect (measured 

by debt paydowns and dividends payouts) and market multiple effect. The thesis find that the main sources of 

value in the buyout has been leverage and operational effects in form of EBITDA growth and the free cash flow 

effect. The market effect has not contributed positively to the value creation as valuation of assets has 

deteriorated substantially as a consequence of the financial crisis and that multiples in the capital markets has 

significantly decreased.  

The last part discussed which changes in TDC’s strategy and governance model that might have affected the 

value creation. With NTCH as owners TDC has spun-off assets to focus on the Nordic markets, effectively 

defended their home markets and hedged their risk of customer migration by means of several small-scale add-

on acquisitions and a multi-brand strategy. TDC has also continued a stringent FTE redundancy program. Finally 

TDC has redesigned its organizational structure around customers instead of technologies in order to create a 

more customer-centric company and shifting the focus of product development from technology to customers. 

Furthermore the thesis discusses how NTCH might have created value by reducing agency costs in TDC. Agency 

costs can have been reduced by NTCH being a more active owner and by reducing the free cash flow available to 

management by increasing leverage. The thesis finds that the main difference in TDC’s governance structure has 

been a narrowing of distance between shareholders and TDC’s management through significant presence in 

TDC’s board by NTCH and more frequent management replacements. 

The value creation is examined from NTCH’s perspective. NTCH is a consortium of five foreign private equity funds. NTCH is the majority owner of TDC.                         
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LIST OF ABBREVIATIONS, ACRONYMS AND DEFINITIONS 

   

App Appendix 
 

Bandwidth Bandwidth 
Describes how fast a connection can transfer data or the 
thickness of the pipe  

Broadband Broadband 
High speed data transfer, the term typically  includes 
transmission rates above 1.5 Mbps 

Bn Billion 
 

CAGR Compounded Annual Growth Rate 
 

Capex Capital expenditures 
 

Churn Churn rate 
Refers to the percentage yearly customer turnover, and is 
considered an important factor for service providers 

DCF Discounted Cash Flow 
 

DSL Digital subscriber line 
A data transmission technology allowing high speed of data 
and voice 

DKK Danish Kroner 
 

DVCA Danish Venture Capital and Private Equity Association 

EBITDA Earnings before Interest, Tax, Depreciation and Amortization 

EMTN Euro Medium Term Note 
Medium term debt instrument. Make up 15% if the total 
debt  in TDC 

EUR Euros 
 

EV Enterprise Value Enterprise value = Equity value + Net interest bearing debt  

GP General Partner 
Leader in a PE fund’s management company and advisor on 
the investment operations  

Incumbent Incumbent operator 
Former monopoly that still has a dominant market share or 
simply the largest operator in the industry 

IPO Initial public offering 
Typically the first sale of shares to the public. In this case 
the term is also used for reintroduction to the stock markets   

IPTV Internet Protocol television 
IPTV is digital television transmitted using the broadband 
network infrastructure  

IRR Internal Rate of Return 
The most common performance benchmark for private 
equity investments 

LBO Leveraged Buyout 
The acquisition of a company using a significant amount of 
debt to finance the enterprise value 

NTCH Nordic Telephone Company Holding 
Used throughout the thesis as an abbreviation for the 
partnership of funds that own TDC A/S although Angel Lux 
is the ultimate parent in the ownership structure  

NIBD Net interest bearing debt 
 

NITA National IT and Telecom Agency In Danish: IT & Telestyrelsen  

PE Private Equity 
 

PSTN Public Switched Telephone Network The traditional wired telephone network 

Telco Telecommunications operator Used as term for telecommunications operator 

TTM Trailing twelve months 
Moving measurement used to calculate twelve months of 
income statement data 

USD US Dollars 
 

VOIP Voice over Internet Protocol 
VoIP is a term for delivery of voice communication via the 
internet  

WACC Weighted Average Cost of Capital 
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1 INTRODUCTION  

In November 2005 five foreign investor groups agreed to acquire the majority stake in TDC A/S for a total 

enterprise value consideration of DKK 95bn. With the transaction, the phenomenon ‘private equity funds’ 

suddenly became common knowledge in the Danish corporate world. The TDC buyout shed a tremendous 

light on the PE funds behind the transaction and on the PE value creation model. In the media the TDC 

buyout became a story of a cold-blooded, brutal corporate breakup. A former prime minister called it a 

textbook example of greed1 and in many peoples’ eyes the buyout was thought to be and has been a pure 

financial exercise with no focus on fundamental value creation. This thesis is an attempt to distinguish 

between financial and operational value creation in the TDC buyout – the objective is to analyze the full 

complexity of the buyout, which might help to correct or vary the perception of the value creation in one 

of the largest LBOs ever.   

The thesis is motivated by a strong interest in PE and the economic viability of the PE model after the 

financial crisis. This interest has led to the decision of taking up one of the most discussed PE buyouts in 

Denmark, the takeover of TDC. The TDC buyout is quite spectacular. Not only due to its size, but also due 

to the construction of the deal; first of all, the transaction was heavily debt financed. Secondly, a group of 

minority investors led by ATP refused to sell their shares, making it impossible for the consoritum of funds 

(NTCH) to delist TDC as they had originally intented. The consortium never got an acceptance from the 

90% of shareholders needed to force compulsory redemption of the remaining shares. TDC is therefore 

still listed on the stock exchange, but with only a negligible amount of shares free floating. Today, almost 

five years after the takeover, many analysts are of the opinion that the five private equity funds are 

preparing an exit of their investment in TDC2. The return on the investment for the PE owners will 

therefore soon be crystallized.   

From 2003 to 2007, EV/EBITDA multiples grew by 43% in Europe3. This made it possible for PE owners to 

realize high returns on their investments almost without actually improving the performance in their 

portfolio companies. However, the last couple of years have been characterized by an unprecedented 

financial crisis; debt has become hard to obtain and valuation multiple levels have collapsed. This has 

made PE returns more dependent on strategic and operational value creation, and has made many 

question the business model of PE. It is therefore interesting to see what return NTCH will realize on their 

investment in TDC and how they have realized it, i.e. what the main value drivers have been.  

                                                                 

1 Source: “Private equity funds – interview with Poul Nyrup” (www.nbict.net/Archive-nr1/4_poul_nyrup_rasmussen) with quote from his book “In a time of greed” 
2 E.g.: Berlingske (July 2009), Reuters Finans (March 2010), Børsen (February 2010), etc. 
3 Source: BCG - ”Get ready for the Private-Equity Shakeout” 
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1.1 PROBLEM STATEMENT 

1.1.1 PROBLEM IDENTIFICATION AND STATEMENT 

The objective of this thesis is to capture the complexity of the TDC buyout. The first part of the thesis will 

attempt to estimate NTCH’s return on their equity investment in TDC. The typical performance measure 

for returns in PE investments is the IRR4. The IRR is often measured and announced on fund level, i.e. the 

combined return of all the investments made in one fund. The IRR of single transactions are seldom 

released due to lack of information of entry or exit value. However, the TDC buyout is special in this sense 

as the funds were not able delist TDC, why a lot of information regarding TDC is publicly available. The 

first part of the thesis is therefore an attempt to estimate the value of TDC, and estimate the return NTCH 

would realize if they were to exit TDC in 2010. In order to do so a thorough strategic analysis must be 

carried out. The strategic analysis is meant to create a comprehensive overview of the level of future 

income that is feasible for TDC and thereby a forecasting. The first part of the problem statement is:  

IRR calculation:  With offset in a strategic analysis of the telecom industry, what is the estimated value of 

TDC as of September 2010? Given this value estimation, what IRR will the funds then realize on their equity 

investment in TDC? 

Estimating NTCH’s IRR on the TDC investment illustrates the magnitude of the value creation, but does 

not tell anything about the sources of value creation, which is the focus of the second part of the thesis. 

There are a number of levers that have a direct effect on the free cash flow generation in a company and 

thereby the value. However, there are also a number of factors such as strategy and governance changes 

that are non-operational in nature, but can play a significant role in the value creation. These “softer” 

levers of value creation are more difficult to measure. There is therefore no simple framework that fully 

captures the complexity of value generation in a PE buy-out and clearly illustrates how the PE model adds 

value. The second part of the thesis is thus split into two parts; an analysis of quantifiable value levers and 

a discussion of non-quantifiable value levers.  

By using some simplified accounting math, one can decompose the equity value of a company into this 

short equation5:  

Equity Value = Enterprise value – Net Debt = Revenue * Margin * Valuation multiple – Net Debt 

                                                                 

4 E.g. Loos et al (2005), Thomsen & Vinten (2005) 
5 Based on Loos et al (2005) and Gottschalg (2003) 
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The equation introduces four determinants of value creation and illustrates how the overall direct and 

quantifiable value drivers of any business can be seen as revenue growth, growth in earnings, ability to 

generate free cash flows for dividends/repaying debt and  possible valuation multiple expansion.  

The IRR in a given investment case must therefore link to a change in at least one of the components in 

the equation. Furthermore the IRR is affected by leverage. An analysis of these components makes up the 

first part of the assessment of the value creation and seeks to “decompose” the IRR calculated previously:   

IRR decomposition: How have the above mentioned levers (leverage, earnings growth, free cash generation, multiple 

development) affected the value creation in the TDC buyout and which levers have been the main sources of 

value? 

The final part of the thesis is an attempt to dig one level deeper. The quantitative analysis will provide an 

idea of the sources of value creation, but will not illustrate the underlying non-quantifiable value levers 

that can have contributed to the value creation. Some scholars6 argue that the PE model is a superior 

ownership model and that this explains why LBOs often deliver significant returns. In addition to financial 

and operational engineering, other arguments for “causes of buyout value generation”7 are: 

[i] Increasing strategic distinctiveness [ii] Reducing agency costs through so called active ownership 

These “softer” levers can influence the value creation, but cannot be linked directly to the bottom line of 

a business. The second part of the value creation assessment will take a more qualitative angle on the 

TDC buyout. It will discuss changes in TDC’ strategy and governance model and discuss how these changes 

could be connected to the primary value levers mentioned above and thus influence the value creation:  

Discussion and qualitative buyout assessment: How can changes in TDC’s strategy and governance model 

be thought to have influenced the value creation in the TDC buyout?    

By considering the secondary value levers simultaneously, the thesis seeks to enhance the understanding 

of the quantitative part and the magnitude of the different levers. Overall, the discussion is an attempt to 

analyze changes made in TDC after NTCH’s entry that may have contributed to the value creation.  

 

 

 

 

                                                                 

6 E.g. Jensen, M. (1989): “The Eclipse of the Public Corporation”, Harvard Business Review 
7 Gottchalg (2003) 
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1.2 THESIS STRUCTURE 

The structure of the thesis follows the questions presented in the thesis statement. The thesis is not 

thought to be a valuation project and the structure is therefore somewhat different from the structure in 

valuation projects as illustrated in the flow chart below: 
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2 METHODOLOGY 

This section will explain and argue for the methodology used in order to investigate and answer the thesis 

statement. It will account for the theoretical foundation, the research approach, and the data utilized. 

2.1 THESIS APPROACH AND SCOPE 

The scope of this thesis is an attempt to give a broad and holistic view on sources of value creation in the 

TDC buyout. The thesis is a single case study – it does not seek to generalize on value creation in PE or 

LBOs as an overall phenomenon. Instead it attempts to analyze how NTCH has extracted value from the 

TDC acquisition, and whether the fund owners will be able to realize an IRR of 20-25%, which is the typical 

goal for PE funds8. As the thesis analyzes one PE buyout only, it is not written with the purpose of bringing 

new evidence to the academic universe on PE in general. The case-based approach however attempts to 

ensure an in-depth and less anecdotal thesis. Further the thesis recognizes that the value drivers in a PE 

buyout is interconnected, which requires both quantitative and qualitative analyses.  

Many studies on PE9 are conducted with the objective of analyzing the performance of PE portfolio 

companies or PE returns on fund level. Often these studies are based on large amounts of data and 

extensive use of statistical tests. Such studies are typically not accompanied by a qualitative analysis10 and 

non-quantifiable value levers rarely receive any attention. Possibly because many non-operational value 

levers are difficult to manage in statistical test and therefore limited in their concluding power. Measuring 

value creation in PE buyouts is in my opinion an imprecise science regardless of the data basis and sample 

sizes. This thesis’ ultimate goal is to develop a better understanding of the value creation process in the 

TDC buyout by analyzing the development in the company – financial performance, strategic direction, 

governance model – following NTCH’s entry.  

 

2.2 RESEARCH METHOD 

The thesis will be based on a research design that combines quantitative and qualitative research 

methods. The quantitative part is primarily based on the methodology in a recent German study11. The 

reason for this is the fact that the methodology fits well with TDC case, which is somewhat special due to 

                                                                 

8 DVCA yearbook 
9 E.g. Vinten: ”The Performance of PE buyout Owned Firms”, (CECBR/CBS, 2008) or “How do PE investors create value?”, Ernst&Young study (2008) 
10 Gottschalg (2003) 
11 ”Value Creation in Private Equity”, a study by CapitalDynamics and University of Munich, November 2009 
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NTCH’s financing12 and the many divestments and dividend payouts in TDC. Different theories will be 

applied in other sections and thus the thesis will not follow a stringent theoretical framework. Instead it is 

based on a pragmatic foundation that combines the approaches used in different academic papers13. In 

summary, the thesis follows these three main steps: 

I. Valuing TDC with offset in a strategic analysis and subsequently calculating the IRR 

- It is important to emphasize that the valuation is a step towards calculating the IRR, but that the thesis is a buyout 

assessment and not a valuation assignment. Therefore it puts equal weight on the DCF and multiple valuations.  

- The IRR method compares NTCH’ equity stake at exit (assumed to be September 2010) against their initial equity 

investment (in February 2006) as showed below. 

𝐼𝑅𝑅 =  
𝐸𝑞𝑢𝑖𝑡𝑦 𝑣𝑎𝑙𝑢𝑒 𝑎𝑡 𝑒𝑥𝑖𝑡

𝐸𝑞𝑢𝑖𝑡𝑦 𝑣𝑎𝑙𝑢𝑒 𝑎𝑡 𝑒𝑛𝑡𝑟𝑦
 

(1
𝐻𝑜𝑙𝑑𝑖𝑛𝑔  𝑝𝑒𝑟𝑖𝑜𝑑 )

− 1 

II. Separating the value contributions of use of leverage, operational improvements and multiple effect 

- The IRR calculated in the first part is of course levered. In order to get to the unlevered IRR, the leverage effect is 

deducted using the formula presented in exhibit 1. Next the overall drivers for the equity value at exit are analyzed 

individually. These are growth in revenue and earnings, the free cash flow effect (debt reduction/dividend payouts) and 

finally the multiple effect, i.e. the change in the relative multiple valuation of the company. The methodology is 

presented below and can also be seen in app 1.  

Exhibit 1. Graphical illustration of research method in the IRR “decomposition” part 

Source: Own contribution based on “Value creation in Private Equity”, a study made by CapitalDynamics and University of Munich (2009). 

 

                                                                 

12
 TDC’s extraordinary dividend payout on 11 April 2006 was part of a debt pushdown, where the senior credit facilities original ly made by NTCH when taking over TDC 

was pushed down to TDC A/S. In addition to senior debt, NTCH also issued high-yield bonds to finance their stake in TDC. This debt is only located in the NTCH 
construction, and NTCH is thus depending on sufficient dividends from TDC to service its high-yield bond debt – a fact that is often ignored by the media when 
analyzing the TDC buyout (e.g. “TDC ejere styrer mod gigantafkast”, epn.dk, 19 December 2009)  
 
13 E.g. Loos et al (2005), Gottschalg et. al. (2003) and CapitalDynamics et al. (2009) 
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III. Discussion of non-quantifiable parameters that might have influenced the value creation 

- The analysis of secondary value levers is inspired by part of the framework presented by Gottschalg (2003) in the 

working paper “Understanding Value Generation in Buyouts”, and takes a both pragmatic and theoretic approach.   

The research approach of the thesis partly reflects the inductive method. On the basis of the problem 

statement, I have collected and analyzed data upon which I then build the framework for the project. The 

conclusion naturally also reflects the inductive approach since it relies on the inductive findings in the 

previous analyses. That said the thesis also rely partly on a deductive approach in that I structure each of 

the analyses on the basis of existing theories. Relying on existing academic work and theories facilitates 

me in setting up a logical and thorough research project, which should ensure validity. However, as the 

project is based on a pragmatic foundation, the purpose is by no means to test the theories applied to the 

framework. 

2.3 THEORIES, LITTERATURE AND DATA SELECTION 

The main sources of data for the thesis have been various company-specific data (i.e. articles and annual 

reports for TDC and peers), academic papers about value creation in PE and industry reports. Furthermore 

a number of qualitative interviews have been conducted in the preparation for the thesis. These 

interviews have helped to ensure that the thesis’ approach to measuring value creation adresses the key 

focal points. Inputs to the methodology and structure have been provided by Kasper Knokgaard (EQT) and 

Frederik Vinten (former PhD student with focus on the PE industry). 

The foundation of the thesis is driven by a practical application of different theoretical frameworks (i.e. 

inspired by the research presented by Achleitner & Lichtner [2009], Berg & Gottschalg [2003], Zollo & 

Gottschalg [2005] and Loos [2005]), as it beliefs that PE case studies rarely will find an exact and 

unambigious answer14. Furthermore it has its foundation in the central analytical disciplines of the FSM 

line at CBS, and draws upon both corporate strategy theory, corporate finance related theories, financial 

statement analysis, valuation and corporate governance. Theories will be elaborated on in the relevant 

sections. However, a thorough assessment of theories on value creating factors of PE would be topic for 

an entire thesis, and falls outside the scope of this thesis.  

Naturally, the valuation of TDC is primarly based on the data gathered from TDC’ annual reports, stock 

analyst reports and the Thomson Reuters database (for collecting betas and trading multiples). 

 

                                                                 

14
 i.e. value creation can be measured in various ways and the conclusions can also be discussed. It is also difficult to conclude whether the value creation is driven by 

the ownership change or other exogenous factors 
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2.4 CASE COMPANY AND EVENT WINDOW 

One of the reasons for the lack of single case studies in the academic literature might be the difficulty in 

accessing sufficient data. TDC is chosen as the case company for the reason that TDC is still publicly listed 

and therefore required to publicly disclose comprehensive details of its performance. 

The thesis seeks to assess the changes in TDC during the funds’ ownership period, why the choice of event 

window is important; analyses of the financial performance of TDC will be based on an event window, 

consisting of at least two years prior to NTCH’ entry up until today. 

2.5 VALIDITY AND RELIABILITY 

The thesis presents only one of many possible ways to investigate value creation. By using quantitative 

and qualitative methods in order to reach its conclusions, it is attempted to enhance the understanding of 

the TDC case based on inductive conclusions, but simultanously support the thesis with objective 

quantitiative analyses. Validity means how accurately the research method measures what it intends to 

measure. As stated, the thesis does not expect to give an exact and unambiogus answer – I acknowledge 

that the TDC buyout is a recent event and the thesis therefore lacks the benefit of hindsight. However, I 

have tried to gather broad information about the subject and the industry, in order to judge the case and 

determine how to investigate the value creation.  

The validity and reliability of the findings is reinforced by a benchmark study, i.e. by comparing the 

financial analyses of TDC with that of publicly traded peers. Comparing the operational performance and 

capex-level of TDC with a peer group ensures that the analysis is less affected by preconceptions.  

One of the main uncertainties in this thesis is of course the value of TDC; if another analyst where to value 

TDC, the result might be completely different as the DCF valuation is based on the investigator’s 

perception of the future for TDC. I have therefore put equal weight on the DCF and multiple valuations. 

 

2.6 DELIMITATION (POTENTIAL POSSIBLE IMPROVEMENTS) 

Due to the time and page constraint for this thesis, some demarcation has been necesssary: 

- The thesis does not claim to be an exhaustive asessessment of all value levers  

- The thesis does not consider possible acquisitions or divestments. TDC recently intended to sell the 

subsidiary Sunrise to France Telecom. A sum-of-the-parts valuation could have been interesting in 

order to value Sunrise as a separate entity, but this option has been deselected. TDC has stated they 
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will focus on the further development of Sunrise as part of the TDC group, why this delimitation has 

been considered reasonable15 

- Information released after end August 2010 have not been taken into consideration  

- Possible synergies, that could be realized by competing industrial buyers if acquiring TDC, have not 

been quantified and the valuation is thus an estimate of TDC as a stand-alone entity based on a DCF 

valuation and trading multiples. The reason for this and the deselection of a transaction multiple 

analysis will be elaborated on later 

- The effect of the bill L213, which as of June 2007 limited the deductibility of financial expenses 

significantly, has not been analyzed 

- The thesis measures the return on the TDC transaction as the gross IRR, i.e. it ignores the carried 

interest, which is the share of profits between the PE investors (LPs) and the fund managers above 

some pre-defined hurdle rate. The net IRR which is calculated using the actual distribution to the LPs 

could be analyzed only if the precise carried interest agreement was known 

- Due to the limited number of available pages, I will not analyze changes in incentive structures as 

part of the PE governance model 

- An IPO is often a gradual divestment with several share placements by the seller (i.e. NTCH). 

However, for the sake of simplicity I will assume a single point of exit by NTCH. Furthermore, I will 

assume an exit as of 1 September 2010 

- When analyzing the telecom industry, I will primarily focus on the voice (fixed/mobile), internet and 

TV markets. See later discussion of the industry for further explanation 

 

 

 

 

 

 

                                                                 

15 In November, several people stated that NTCH had begun reviewing strategic alternatives for TDC. The hurdle towards an exit was thought to be a divestment of 
the Swiss subsidiary Sunrise. In the end of November it was announced that TDC had “entered into a conditional agreement to combine its Swiss subsidiary Sunrise 
with Orange Communications SA, a subsidiary of France Telecom” (http://tdc.com/ir/releases/index.php?id=448523). However, months later the transaction was 
blocked by the Swiss antitrust regulator. The merger would have crystallized the value of Sunrise.  
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- Develop business plan

- Decide on capital structure

- Develop incentive schemes

- Active board participation

- Catalyst for implementation of 
plan

- Decide on suitable exit 
strategy:

IPO , trade sale or secondary 
buyout

3 INTRODUCTION TO PRIVATE EQUITY 

This section seeks to bring clarity on how the PE sector functions – its attributes and characteristics – and 

provide an understanding of the PE model. The section will focus on mechanisms in the PE model as this is 

analyzed in the case of TDC later in the thesis.  

 

 3.1 WHAT IS A PRIVATE EQUITY FUND? 

Basically PE is an investment in a company in which the equity is not freely tradable on a public stock 

market. In the more academic version, PE is risk capital provided for a situations ranging from start-up 

financing to acquisitions of large, more mature companies (app 2).  

Vinten & Thomsen (2008) define PE buyout funds as investments funds, that: 

 Buy, own and sell controlling positions in mature companies 

 Finance a substantial part of their investments by debt 

 Employ fund managers paid by performance to manage the investments 

 Have a finite life span (typically around 10 years, with option to prolong) 

The funds are structured as partnerships16, where a management company by means of the acquisitions 

attempts to achieve the highest possible return to the investors, often referred to as limited partners (see 

app 3). In brief, you can argue that the management company behind a given PE fund has four principal 

roles, as illustrated below:    

Exhibit 2. Role of the management company (general partners) in a PE fund 

Source: Own contribution based on Vinten & Thomsen (2008) and Gilligan & Wright (2008) 
 

 

 

 

 

For administrating the investors’ funds, the general partners receive a management fee (typically 1-2% of 

the raised funds according to DVCA) and a share of the profits, known as the carried interest (see app 3). 

                                                                 

16 In Danish: Kommanditselskaber (K/S) 
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The carried interest reward can be huge, but the fund managers do not receive the reward until the 

limited partners have achieved a given pre-agreed rate of return on their investment – the hurdle rate – 

which often is around 8% p.a.17 It is therefore in the interest of the PE fund managers to maximize the 

value of their portfolio companies and realize the highest possible IRR when exiting. The investors’ capital 

commitments are drawn as investments are made and when cash is required. The investment profile and 

return therefore tends to get a J-curve (see app 4), where the actual return is not crystallized until all 

investment in the funds is exited. The J-curve illustrates that the investment in a PE fund is relatively 

illiquid18. Often PE funds argue that they have a 3-5 year investment horizon, meaning that they exit their 

investments within that time-frame. However PE funds have different sizes and focus, and therefore differ 

substantially in their investment strategy (see app 5). 

One of the main flows of money to the PE sector is from the institutionalized (collective) savings; the 

investors behind PE funds are typically pension funds, banks, insurance companies and high net worth 

individuals (see app 6). So ultimately many of the PE investors are the same that invest in publicly listed 

companies. Institutionalized investors often have enormous funds under management and are some of 

the dominant investors in the equity markets. They must therefore continuously balance their portfolio to 

achieve a desired risk-return profile. Thus, for pension funds and insurance companies PE can provide a 

part of their asset allocation and an opportunity to invest in non-listed companies.  

 

3.2 THE PRIVATE EQUITY GOVERNANCE AND VALUE CREATION MODEL 

PE funds often argue that they have a superior governance model and claim to be more sophisticated 

investors in respect to financial engineering and corporate governance19. Is this the total truth? It is 

difficult to give a complete answer, but one might argue that PE funds create greater transparency 

between owners and management. The funds seek to address the principal-agent problem20, for example 

by narrowing the distance between management and owners. PE funds also argue that they practice the 

so called active ownership by trying to build more effective and actively participating boards, which 

should create more flexible and powerful decision making. Finally PE is known for their (often) extensive 

use of debt in financing their buy-outs. The benefits of increased leverage are of course an increased IRR 

on the equity investments, but also possible limits in the waste of free cash flows, as cash flow is crucial in 

order to serve the debt burden. The downsides are increased financial risk and lower strategic flexibility. 

                                                                 

17 DVCA Yearbook 2009  
18 Vinten & Thomsen (2008) 
19 E.g. http://www.eqt.dk/en/About-EQT/The-Value-Creation-Model/ 
20 Jensen & Meckling (1976) 
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So one of the most prominent mechanisms in the PE governance model is the attempt to reduce agency 

costs by aligning interests, improve monitoring and control, and reduce the agency costs of free cash flow 

by using leverage (Jensen, Grossmann & Hart, etc.). The PE model is illustrated below: 

Exhibit 3. The PE model and have the model is believed to create value  

Source: Own contribution with inspiration from Jensen & Meckling (1976) and BCG (2006). 
 

 

Despite the enormous amount of research done in this field (e.g. Kaplan, Vinten, Thompson & Wright), 

there is no clear answer whether the PE governance model lead to better operating performance. The PE 

governance model can however potentially create an important sense of urgency in the strategy roll-out. 

The investment period causes a time pressure of the fund managing the company and for the 

management team in the portfolio company21.  

A lot of possible sources of value creation in PE buyouts have been presented in the literature, for 

example22; undervaluation (spot undervalued companies), financial gearing (substitute equity with 

cheaper debt), management replacement, expropriation of stakeholders, restructuring, corporate 

governance, active ownership, strategy change, timing of entry and exit, focus on execution, time 

pressure, etc. But no single hypothesis has been recognized as the way the PE model adds value and no 

framework fully captures the complexity of value generation in a PE buy-out. As said in the methodology, 

the overall value drivers are top-line sales growth, margin improvement, better utilization of assets and 

optimization of capital structure (financial engineering). These are direct value generating drivers. Value 

can also be created by value capturing, which refers to the change in the valuation of a company due to 

the multiple effect (Berg & Gottschalg 2003)23.  

                                                                 

21 The Boston Consulting Group: ”What public companies can learn from Private Equity” (2006)  
22 Based on Vinten & Thomsen (2008), page 25. They draw upon scholar such as Jensen & Meckling (1976), Grossman & Hart (1980), Kaplan (1989), etc. 
23 Assumes that changes in multiples in the financial market impacts the enterprise value of the company from entry to exit 
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The EV equation showed in the research method section illustrated that value creation in a buyout must 

link to a change in at least one of the components in the equation. In addition to the direct drivers, there 

are also important non-operational drivers which do not affect performance directly, but “rather amplify 

the positive performance effects attributed to the direct drivers”24. These mechanisms can be redefinition 

of key strategic variables (increasing strategic distinctiveness) or reduction of agency costs by improved 

incentives, better monitoring control, etc. (new governance model or the parenting effect25). These levers 

will be analyzed in the thesis. 

 

3.2.3 PRIVATE EQUITY AND THE FINANCIAL CRISIS –  A BRIEF NOTE 

The financial crisis have had significant impact on the PE industry; equity markets have plummeted 

lowering the value of portfolio companies; frozen credit markets and tighter lending terms has slowed 

down the deal flow, made re-financing difficult and postponed a lot otherwise obvious exits. The falling 

multiples across industries and equity markets have made the IPO exit route less attractive, and made it 

difficult for the PE owners to exit their portfolio companies, which has implied that money is flowing back 

to the investors more slowly (and making the investments more illiquid). The multiple levels have 

probably affected the PE owners’ decision on when to exit (also likely in the Falck and ISS buyouts), which 

illustrates that the timing of entry and exit is an important determinant for their return as well. The crisis 

has implied that PE funds can no longer rely on simple equity value appreciation. The main priority for PE 

funds now is “to learn how to manage portfolio companies beyond the normal three- to four-year cycle, 

without letting returns slip”26. 

 

 

 

 

 

 

                                                                 

24 Loos, page 27 
25 Gottschalg et al. (2003), page 31 
26 Kehoe & Palter: “The future of Private Equity”, McKinsey Quarterly, April 2009 
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4 INTRODUCTION TO TDC 

In the following section I will briefly introduce the case company, TDC A/S, in order to set the scene for 

the further analysis. The section will briefly touch upon TDC’s historic development, services and 

offerings, network infrastructure and ownership structure.  Afterwards a strategic analysis will serve as 

the foundation for the forecasting that will lead to the valuation of TDC. 

 

4.1 HISTORY, PRODUCTS, ASSETS AND BUSINESS MODEL 

TDC is today a full service telecommunications network operator and service provider with activities 

within mobile communications, landline telephony, broadband internet, data communication and cable 

television (see overview of services, business areas and subsidiaries in app 7).  

The company has undergone significant changes since its establishment as a simple telephone exchange 

with 22 subscribers27: The history of TDC stretches all the way back to 1882, where Kjøbenhavns Telefon-

Aktieselskab, the first Danish telephone company, was established28. However, TDC (formerly named Tele 

Danmark) as a company operating on market terms is still a relatively new construction. The company is a 

former state monopoly and was founded in 1990 as the mother company for national telco activities 

following the integration of four regional companies. In 1996 the Danish telecom sector was then fully 

liberalized and TDC was from then facing competition in an open telecom market – see further historical 

milestones in app 8.  

Since the telecom sector was liberalized, competition has of course emerged, but despite this TDC is still 

the incumbent telecom operator in Denmark today with leading positions within the cable, data, voice 

and mobile telephony markets as the strategic analysis shows later on. TDC has a total of 11.7m customer 

relationships and the group revenue totaled DKK 35.9bn last year. Out of the total customer portfolio, 

8.6m customer relations are based Denmark and generate DKK 23.8bn in revenues corresponding to 64% 

of the total group turnover29.  

After several years of international expansion, TDC’s geographical exposure is today concentrated on the 

Nordic countries following a number of large international divestments in the past five years. TDC is the 

undisputed Danish market leader in the segments landline telephony, broadband internet, mobile 

services and cable TV. In the other Nordic countries TDC only has a significant presence in the business 

                                                                 

27 TDC’s homepage: The TDC story – a business adventure, available at http://tdc.com/publish.php?dogtag=com_profile_hist 
28 TDC’s homepage: The TDC story 
29 TDC annual report, 2009 

http://tdc.com/publish.php?dogtag=com_profile_hist
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market with voice and data services to corporate clients30. Finally TDC operates the second largest 

telecom company in Switzerland, namely Sunrise (see app 7 and 9 for further introduction to TDC’s 

businesses, brands and financials). 

The international divestments has caused TDC’s revenue to fall substantially. Revenue was DKK 46.6bn in 

2005, but has falled to DKK 35.9bn in 2009. Adjusted for acquisitions and divestments TDC’s revenue has 

however been relatively stable over the past years31. 

Due to TDC’s history as a state monopoly and the company’s background as a fixed line business, TDC 

owns large parts of the telecom access net (the copper network) and cable TV facility infrastructure in 

Denmark. TDC operates the most extensive telecommunication network in Denmark, which today is 

spread across different access technologies such copper, fiber, coax, GSM and UMTS (app 10). The 

technologies and infrastructure is the starting point in TDC’s business model (see app 10). 

 

4.2 OWNERSHIP STRUCTURE AND FINANCING STRUCTURE 

Although TDC has been publicly listed since 1994, the ownership has in large periods been relatively 

concentrated. After the IPO the Danish state kept a large stake in TDC, which was not sold until october 

1997 when the state sold its shares to the American telco Ameritech, who then owned 41.2% of TDC. 

Ameritech was later acquired by SBC, who then became the majority owner in TDC. In May 2004 SBC’s 

shares in TDC were sold through an accelerated book building process32.  

In February 2006 five foreign PE funds joined in Nordic Telephone Company (NTCH) in order to take TDC 

private. They succeeded in acquiring 88.2% (today 87.9%) of shares in TDC A/S. It was the largest buyout 

ever made in Denmark and the third largest in the world33. As said, they needed 90% of all shares in order 

to force compulsory redemption of the remaining shares, but as a group of minority investors did not 

accept NTCH’s offer, TDC is technically speaking still a public company. The largest minority shareholder is 

ATP, who controls 5.51%34 of the 12.1% shares not owned by NTCH (app 11). 

In the ownership structure of TDC, there are a number of companies above NTCH. These companies are 

simply administration and financing vehicles. The ultimate owners are the foreign PE funds Apax, 

                                                                 

30 TDC annual report, 2009 
31

 TDC annual reports 2005 and 2009 
32 Spliid (2007), page 317 
33 Spliid (2007) 
34 ATP annual report 2009, ‘specifikation af ATP koncernens børsnoterede danske aktier’ 
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Blackstone, KKR, Permira and Providence35. When acquiring their stake in TDC, NTCH entered into a senior 

credit and bridge facility to finance their offer. The bridge facility was replaced by high yield bonds in 2006 

(for further information of their entry capital structure see app 34). The senior credit facility was taken 

over by TDC in April 2006 by means of a so called debt pushdown; with NTCH as the new majority owner, 

it was decided that TDC should pay out an extraordinary dividend. NTCH then repaid part of their debt 

with the amounts received from the dividend and TDC simultaneously drew down a major senior credit 

facility to finance the dividend36. As the only purpose of NTCH is to be a holding company with shares in 

TDC, the indebtedness of TDC and NTCH are therefore almost the same. However, as said NTCH also have 

issued high yield bonds. NTCH thus depends on dividends from TDC to make payments on this debt. The 

additional debt in NTCH needs to be taken into account when calculating the IRR. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                                 

35 NTCH Quarterly Report 3Q 2006 
36 NTCH Quarterly Report 3Q 2006 
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5 STRATEGIC ANALYSIS  

The following section will analyze the environment in which TDC competes. The purpose of the section is 

to give a basis for the valuation of TDC and the later discussion of the strategic development in TDC under 

NTCH’s ownership. A valuation requires estimation of the future development in TDC. In order to so, an 

analysis of factors that might essentially or eventually affect the company’s profitability must be carried 

out. This entails analyses of the industry and its profitability and growth possibilities (Koller 2005). To 

investigate this, the thesis will apply the so called PEST framework and Porter’s Five Forces model.  

However, before moving on with the analysis the industry value chain will briefly be investigated and the 

narrowing of scope will be elaborated on. The first section will identify the areas at which the strategic 

analysis will be centered around. 

 

5.1 INDUSTRY VALUE CHAIN AND RELATIONSHIPS 

There are three key issues in understanding the telecom industry and its evolution; the shifts in 

technologies that have led to cannabalization of old revenue streams, the (de)regulation and the current 

ongoing process towards convergence of the voice, data and content markets. Understanding these 

factors will enhance the understanding of the industry value chain and how the sector interacts with 

several supporting industries. In the following I will briely try to outline the industry.  

In the past the international telecom industry consisted of a limited set of companies, often referred to as 

the incumbents. They were typically state-owned (natural) monopolies and their business were limited to 

fixed-line voice services37. The industry was therefore easy to define. Today the industry has been 

liberalized in most countries, and is subject to regulation that attempts to promote competition. Along 

with the introduction of competition from the regulatory environment, the technlogical development has 

also brought in competition; today there are a number of platforms and services that can provide data 

and communication services – some are complementary services and some are substituting – and futher 

there is an ongoing convergence of voice, data and content. All of this is making the industry boundaries 

more blurry. Telecom operators are slowly evolving from traditional voice providers into full-service 

communication and entertainment providers38. When defining the industry, one can not include telecom 

operators such as TDC only. Software developers, media content providers, manufacturers of equipment, 

are a part of the industry as well. Companies that traditionally were operating in separate markets, are 

                                                                 

37 Part of section draws upon Deutsche Bank (2004): Industry focus - Telecommunications  
38 Bain & Co. (2010): Enabling growth in the ICT sector 
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today approaching each other. Today the industry exists of a multitude of players, who are both 

competing and partnering up (see relations in app 12).  

The process of convergence is driven by new technologies, which offer new business opportunities for the 

industry players. Many of industry participants’ business models are therefore also converging (e.g. 

content is likely to become an important source of growth for telcom operators in the future. It could be 

in the sense of facilitation of content delivery and services like home entertainment). There are therefore 

several ways of mapping the industry value chain, which is illustrated in exhibit 3: 

Exhibit 4. Different ways of looking at the telecom industry value chain and overview of industry players 

Source: Own contribution with inspiration from “Telecom Industry Trends” (Munsoy) and Deutsche Bank report (2007).  

Traditional value chain approach 

 

“Tele/media” value chain approach 

 

 

The purpose of the exhibit shown above is to illustrate that TDC’s business is more than just deployment 

and maintenance of tele terminals, infrastructure and networks. TDC competes in several markets and is a 

business that requires constant innovation as the convergence of various sectors apace and the customer 

interaction become increasingly important. In the industry analysis below the thesis will focus on the 

voice (fixed line and mobile), internet and TV markets in Denmark. 
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5.2 ANALYSIS OF MACRO ENVIRONMENT 

The following sub section of the strategic analysis will analyze TDC’s macro envrionment using the PEST 

framework. The framework investigates those factors which, unless the company is extremely powerful, 

cannot be affected by the company itself (Johnson, Kevan & Richard, 2008) – these are political (legal), 

economic, sociocultural and technological factors. A lot of statistics and illustrations related to these 

factors have been places in appendix, but the section can be read without use of appendices.  

 

 

5.2.1 POLITICAL FACTORS 

The European telecom sector has over the past decades evolved from a group national markets with 

state-owned monopolies into a competitive industry with numerous cross-border companies. By means 

of privatisation and liberalization the politicians have reshaped the industry. Denmark was a leading 

country in liberalizing entry to the market39 and reducing barriers to entry (e.g. by unbundling the local 

loop40). Despite the rapid deregulation throughout the 1990s, the industry is still characterized by scale 

advantages and thus subject to regulatory surveillance. And as TDC also controls large parts of the 

networks in Denmark, the Danish regulation is relatively strict. The market is governed by the 

Telecommunications Act41, which is reinforced by NITA42. NITA has designated TDC as having significant 

market power (SMP), and TDC is therefore subject to several remedies meant to promote competition 

such as price regulation in form of tightening of their wholesale prices. Other examples of the regulation 

are that NITA sets the charges for interconnection traffic43 and has forced operators to lower their mobile 

termination rates. The most recent regulatory change affecting TDC, is that NITA has forced TDC to open 

up its cable broadband network44.  

TDC has under NTCH’s ownership attempted to exit most of its foreign operations in order to focus solely 

on the Nordic region. Part of this strategy was the intention to sell Sunrise. In November last year TDC 

announced that it had entered into a conditional agreement to combine Sunrise with Orange, a subsidiary 

                                                                 

39
 NITA: ”2002 Status report of Denmark’s progress in Telecom Reform” 

40
 The physical wire connection between customer and company is known as a "local loop", and it is owned by the incumbent local exchange carrier. By granting other 

providers access and allowing multiple operators to use the connection, the regulators are “unbundling the local loop”  
41 Danish Consolidating Act No. 780 of 28 June 2007 

42 NITA  must perform analyses of submarkets within landline telephony, mobile telephony, leased lines, unbundled access, broadband and TV and radio transmission. 
Based on the results of the market analyses, NITA may designate a dominant telecommunications provider as having ‘significant market power' (TDC annual report)  

43 www.itst.dk - Interconnection involves a linking up of one telecom operator to the infrastructure facilities of another 
44 http://www.muniwireless.com/2009/03/27/eu-endorses-danish-open-cable-network-rules/ 
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of France Telecom45. The agreement should pave the way for a full divestment of Sunrise and was in many 

people’s eyes the last hurdle for NTCH towards an IPO of TDC, as it would bring down TDC’s debt46. 

However, on April 21, the Swiss Competition Authorities decided to reject the merger47. This also shows 

how the regulatory environment affects TDC and the industry. Regulation has been and will be one the 

key factors affecting the industry – both operationally in terms of prices (e.g. TDC has SMP status and 

their wholesale price are regulated), and in regards to strategic flexibility (e.g. approval of acquisitions). 

 

 

 

5.2.2 ECONOMIC FACTORS 

The econony has just been through one of the most severe recession in many years. The telecom industry 

is not immune to the economic development, but it is definetely less exposed and has historically been 

less cyclical than other industries (app 13), which must be ascribed to the nature of the industry; telecom 

is an essential service in developed economies and the industry revenue function is therefore somewhat 

resilient48. During a recession customers might review their service plan or look to low-cost providers, 

which might create pricing pressure, higher churn or lower ARPU, but telecom is still an essential service 

in the economy – people will still talk on their phone, watch TV and use the internet. The telecom industry 

is therefore often less hurt in their operations than other industries49. In the financial markets however, 

the industry has been affected by the crisis with rapid decreases in equity prices until the start of 2009, 

where the share price of several telecom companies began to recover (app 13). From 2003 to 2007 

trading multiples in the industry – measured on EV/EBITDA – were relatively steady, but significantly 

lower compared to the time of the IT bubble around 2000 (app 13). The average multiple level in the C20 

index has also decreased substantially, where EV/EBITDA multiples on average have dropped 3x to around 

7-8x (app 14). This development has probably and will obviously affect the value of TDC and NTCH’s 

decision on when to sell their shares in TDC. The financial crisis has also made it difficult for telecom 

operators to access new funding or refinance their obligations50 due to tighter credit conditions. This 

might affect affect investors view on the risk of TDC’s debt and possibilities of refinancing. TDC therefore 

                                                                 

45
 TDC annual report 2009, page 8 

46 E.g. “TDC IPO faces delay on blocked France Telecom merger” (http://www.totaltele.com/view.aspx?ID=454935) 
47

 NTCH conference call, May 20, 2010 
48 Booz & Co.: “Telecom in the downturn” 
49 Deutsche Bank: “Sector outlook 2009” 
50 Booz & Co.: “Telecom in the downturn” 
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recently offered to exchange up to EUR 300m of its EUR 713.4m outstanding bonds due in 2012 for fixed-

rate debt maturing in 2015 in order to lengthen TDC’s debt profile51. 

Another economic factor that has been of importance for TDC and NTCH is exchange rate fluctuations. 

TDC’s scandinavian competitors TeliaSonera and Telenor could potentially have been strategic buyers of 

TDC or parts of the company. But throughout 2007 the Euro, and therefore also the DKK52, appreciated 

against a number of currencies. Among these were the Swedish krona and the Norwegian krone (app 13). 

This development made it more expensive for TeliaSonera or Telenor to acquire TDC, which can have 

reduced their potential interest in TDC and therefore limited the number of strategic buyers and exit 

routes for NTCH.  

 

 

2.4 SOCIOCULTUREL FACTORS 

The industry’s technology shifts – from analog to digital technology, from wired to wireless platforms, and 

from narrowband to broadband services – have fundamentally changed the way people communicate 

and their demands for communication services. People’s requirements have moved way beyond text and 

voice services. This has forced traditional telephone companies to become full-service communication 

(and entertainment) providers. Operators will have to differentiate in order to prevent their services from 

becoming commodities. Consumers are rapidly adopting new comminucation forms and servies, 

illustrated by the growth in adoption of broadband services. In Denmark broadband is approaching full 

penetration; according to NITA more than 98% of the population today have access to a broadband 

connection and approx. 91% of broadband customers have a broadband connection of at least 2Mbit/s. In 

order to prevent broadband from becoming a commodity, operators will therefore have to differentiate 

on factors such as access, speed, reliability and potentially bundling. The sociocultural development is 

expected to drive growth in demand for mobile broadband or increased bandwidth53. The demand is 

especially driven by use of content with high bandwidth requirements, e.g. IPTV, peer-to-peer services 

and portals as YouTube (app 15). Today’s telecom consumers want to be able to watch the content they 

want, on the device they want, whenever and wherever they want, and business customers want to able 

to connect and access their mail everywhere. This have lead to the enormous success of smartphones. 

With smartphones the user can stream live media, watch TV, visit social networking sites, etc, etc. 

                                                                 

51 NTCH annual report 2009, page 7 
52 Due to the Danish fixed exchange rate policy. The objective behind the Danish exchange rate policy is to maintain a fixed ex-change rate vis-à-vis the euro.  
53 NITA and http://netnyt.tdc.dk/publish.php?id=21912 
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Smartphones are therefore also also pushing towards larger bandwidth requirements. The development 

is setting new requirements for the telecom opeators, but also offer operators the opportunity to sell new 

products and services such as data plans, triple play solutions and content. The socio-culturel 

development can therefore be seen as one of the drivers for the convergence of the telecom and content 

markets. In the future it must therefore be expected that telecom operators will focus more and more on 

bundling of content, access and applications. The socioculturel development is therefore impacting the 

industry in the sense that traditional telecom services become commodities and growth will no longer 

come from pure carriage, but from value added services.  

 

 

 

2.4 TECHNOLOGICAL FACTORS 

Telecommunication basically means transfer of data. Data can be transmitted either through a fixed line 

(e.g. fibre optic cable) or wirelessly (e.g. mobile signals) and is directed along a network54 with PSTN, IP 

and mobile networks as the best known networks.  

However, new technologies are constantly emerging in the telecom industry with internet protocol (IP) as 

one of the latest technology waves. New technologies can be seen as both opportunities or threaths to 

the telecom operators; new technologies provide new opportunities to grow and develop their business 

models, but also pose the risk of substituting existing technologies and cannibalizing the associated 

revenue streams. The penetration of telecom technologies and services typically follows a standard “S” 

growth curve55. In exhibit 5 the implications of this development and the current telecom services’ life 

cycle positions are illustrated. It illustrates how telecom operators constantly must respond to the new 

technologies and assess the economy in a given technology and that the traditional and largest revenue 

streams are in the maturity or declining phase.  

 

 

 

                                                                 

54 Deutsche Bank report – Industry focus: Telecommunications 
55 Deutsche Bank report – Industry focus: Telecommunications 
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Exhibit 5. Illustration of penetration curves and life cycles of technologies and products in the industry 

Source: Own contribution with inspiration from Deutsche Bank report (2007). 

 

 

Demand for faster broadband connections and greater bandwidth has been one of the growth drivers 

over the past years56. There are a number of different technologies, which have different capabilities and 

provide different bandwidths. DSL (ADSL, VDSL/FTTx, etc.) and cable (where the coaxial cable 

infrastructure for television is used) are currently the most dominant technologies in Denmark (app 18).  

Denmark has a high broadband penetration, which might be due to the highly developed Danish telecom 

infrastructure with great DSL and cable coverage. The copper networks in Denmark have continued to be 

augmented by substantial cable and fiber network deployments, and cable and fiber are today available 

for many Danish households (app 17).  

In the future the expansion of data transmission capabilities by replacing copper wires with fiber is 

expected to continue57. The older data transmission technologies’ ability to keep up with the growth in 

bandwidth requirements is questioned from time to time. Currently the copper-based infrastructure is 

enough for most people, but in the future it may not be adequate to deliver the required bandwidth 

driven by services such as HD-TV, video-on-demand and so on. However, despite the superiority of fibre 

based broadband, DSL and cable remains the dominant forms of providing broadband to Danish 

households (app 18). When consumers really starts to embrace the new technologies, the telecom 

operator’s infrastructure and their data transmission capabilities will become important.  

 

 

                                                                 

56 Bain & Co.: Enabling growth in the ICT sector 
57 TDC annual report, page 11 
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2.5 CONCLUSION ON PEST ANALYSIS 

Telcos such as TDC are impacted by several macro factors. One is the regulatory environment, where NITA 

(the Danish regulator) enforce remedies to promote competition, e.g. defining wholesale prices and 

opening of TDC’s cable network to competitors.  

In terms of revenues and earnings, telcos are generally less exposed to recessions than other industries; 

telecom is an essential service and therefore somewhat resilient during economic slowdowns. However, 

the financial crisis has impacted TDC and the industry in two ways. Valuation of assets has deteriorated 

substantially as a consequence of the financial crisis resulting in a difficult IPO market with low trading 

multiples. Further the crisis had led to tighter credit conditions, where refinancing of debt can be difficult.   

The socioculturel and technological development is providing both threaths and opportunities for the 

telcos; broadband and content is becoming the new epicenter of competition as consumers increase their 

demand for bandwidth due to increased use of bandwidth-heavy content. Consumers also embrace 

mobility; being able to watch/stream/download what they want, whenever and whereever. Consumers 

use of VoIP is also becoming a pressing issue for operators as voice revenues are of significant 

importance. Following the technological development is key for continued growth, but also increases 

cannibalization as new technologies compete against old technologies.  
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5.3 INDUSTRY ANALYSIS 

To identify the forces that shape the dynamics and the competitive intensity of the industry that TDC 

operates in, Michael Porter’s Five Forces framework will be applied. The framework analyses the threat of 

substitute products, the threat of established rivals, the threat of new entrants and the bargaining power 

of buyers and suppliers, which all leads to a picture of the overall industry rivalry (Johnson, Kevan at al 

2008). In the first 4 sections, the overall trends wil be be assessed, but as the competitive dynamics varies 

from segment to segment these will be analyzed individually.  

 

5.3.1 BARGAINING POWER OF CUSTOMERS 

Telcos typically have large and well-diversified customer portfolios with several customer categories such 

as residential, business and wholesale customers. TDC has more than 11m customer relationships. The 

mobile retail and landline voice customers are the largest customer groups, and consitute respectively 

25% and 14% of the total customer base58. Some groups are thus important, but telcos are not particarly 

dependent on single customers. This speaks in favor of low bargaining power of customers. However, in 

certain segments the customers’ power is actually relatively high due to low switching costs. In Denmark 

operators are limited to maximum binding period of 6 months when making contracts. Furthermore NITA 

has enforced number portability59. This means that customers have the option to switch service provider 

without loosing their phone number. All of this results in low switching costs. And the simple fact that a 

lost customer is worse than a ‘low-ARPU customer’ will most likely continue to lead to strong price 

competition and increased consumer price sensititivity60 – best illustrated by the success of low-cost, ‘no-

frills’ carriers such as Telmore and CBB. Customers are increasingly expecting more value for the same 

money, e.g. higher up- and download speeds for the same price as their old subscribtion61. In order to 

keep revenues stabile, telcos must therefore increase their focus on customer-relations, customer life 

cycle management, decrease of churn, cross-selling and so on. With high penetration in both voice and 

internet markets, growth or simply zero-growth must be achieved by selling more and better services to 

the consumers (increasing ARPU). Strong brand recognition is another key success factor. 

The business and wholesale markets are somewhat different. Business customers are focused on price 

and concerned about the service and reliability and quality of their company IT infrastructure. Further 

                                                                 

58
 TDC annual report 2009 

59 http://en.itst.dk/telecom-internet-regulation/numbering-issues/number-portability  
60 “Meeting the no-frills mobile challenge”, McKinsey Quarterly 
61 Forrester Research: “Predictions 2010: What’s in store for the telecom industry” 
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they often get customized solutions, which increase their switching costs. Wholesale customers focus on 

spectrum and the network. However, as wholesale customers also are competitors they will be 

elaborated on in a different section.  

All in all telcos are not particuarly dependent on single customers, but the relatively low switching costs 

result in competitive pricing: for many customers telecom services are homogenous and price is the only 

differentiator, but still telcom services are a necessity. Cusomers’ bargaining power therefore exist in the 

ability to switch to an alternative provider or infrastructure (e.g. fiber).  

 

5.3.2 BARGAINING POWER OF SUPPLIERS 

The suppliers to telecom companies are both network component suppliers (suppliers of transmitters, 

cables, routers, etc.), end-user equipment suppliers and employees. Telcos are dependent on the 

equipment to run an up-to-date network and rely on suppliers to maintain and upgrade the network. 

Suppliers therefore have some bargaining power. However, in recent years a lot of chinese suppliers have 

entered the market, which have put pressure on the supplier’s margins62 and diluted their power. Further 

suppliers are naturally also eager to get contracts with companies like TDC. In 2008 TDC entered into an 

multi-billion agreement with Ericsson for 7 years, regarding the operation and maintenance of the 

domestic mobile network. The agreement had an overall value of approx. DKK 3.5bn and illustrates that 

supplier and telcos are interdependent63. Some suppliers naturally have more bargaining powers than 

others, e.g. Apple who chose Telia as an exclusive distributor when first introducing the Iphone. It is 

therefore difficult to give a clear conclusion on the bargaining power of suppliers. 

Most of TDC’s employees are unionized and are covered by collective labor agreements, and due to the 

history of TDC, some are employed on terms that are similar to those that apply to government civil 

servants, which increases their power (e.g. som have retained their right to special severance pay in the 

event of dismissal due to insufficient workload64). The overall conclusion on the bargaining power of 

suppliers is therefore that their power is moderate and decreasing in some equipment markets. 

 

 

                                                                 

62 Cf. Interview with Eva Berneke and Deutsche Bank report (2007) 
63 Børsen and http://www.cellular-news.com/story/29134.php 
64 TDC annual reports 
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5.3.3 THREAT OF SUBSTITUTES 

In the telecom industry it is difficult to distinguise between substitutionary and revolutionary products, 

i.e. products opening up a new product area. For telecom operators services such as mobile and internet 

have been complementary extensions of traditional telephone services. But these services can also be 

seen as substitutes that are cannibalizing the traditional PSTN revenue stream. Today, mobile is the 

dominant voice subscription type 

after a number of years with increase 

in mobile and a drop in fixed line 

subscriptions. The most recent trend 

is a growing number of VoIP 

subscriptions, which as it can be seen 

in the exhibit comprised 6% of all 

subscribtions in 2009. VoIP might 

therefore slowly become a close 

substitute for conventional telephony 

and constitute a strong threat to the traditional telco revenue streams.  

Competition based on alternative infrastructures constitute another strong threat to telcos as TDC. Over 

the past years a large number of Danish 

energy companies have been rolling out 

fiber based broadband. According to 

Dansk Energi the energy companies have 

invested approximately DKK 8bn in fibre 

networks since 200465. However, despite 

this huge amount the penetration of fibre 

is still relatively low, which makes the 

magnitude of the threat from the utilities 

unclear. The utilities have gained 150,000 customers, which corresponds to 14.5% of the growth in 

broadband subscriptions since their roll-out commenced or a market share of 7%  of the overall 

broadband market (NITA). The main drivers for substitution must be price, quality of service, ease-of-use 

and potential bundling. Conclusion on threat of substitutes: High and increasing.  

                                                                 

65 http://www.danskenergi.dk/Holdning/Fibernet.aspx 

Exhibit 6. Voice subscriptions in Denmark – based on type of platform 

Source: NITA  

 

Exhibit 7. Energy companies’ share of growth in broadband subscriptions 

Source: Dansk Energi and NITA 

Note: The chart shows the utilities’ share of new broadband subscribers since 2004 
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5.3.4 THREAT OF NEW ENTRANTS AND BARRIERS OF ENTRY 

In order to provide telecom services, you need a network. However, the establishment of a network or 

roll-out of cables is extremely capital-intensive. High capital requirements typically equals high entry 

barriers, but due to the regulatory environment this is not the case in the telecom industry. Lack of 

infrastructure means that new entrants are dependent on wholesale agreements, and regulation provides 

this opportunity for new players to enter the market – by renting capacity from the established network. 

The threath of new entrants is thus evident and present. For the network owners this is not all bad news, 

as it is an opportunity to load their networks more fully and generate additional revenue (i.e. revenues in 

TDC’s operations and wholesale division) with low marginal costs. As the later discussion will show, the 

interaction between traditional telcos and so called mobile virtual network operators (MVNOs) can be 

compared to a prisoner’s dilemma. The network owner has low marginal cost of network traffic, but 

agreements with service providers increase the pressure on their own current business and retail prices. 

MVNOs have challenged the industry with their asset light operations that can leverage from the benefits 

of variable infrastructure costs. MVNOs often offer transparent flat rates and have therefore been fast to 

market if they also have had a strong marketing propostion66. Examples are Telmore, CBB and others. In 

the VoIP market the threat that relatively new players, such as Skype, Vonage and Google Voice, get a 

strong foothold in the market exists. 

As said, the industry has natural scale barriers. However, the roll-out of fiber networks by the Danish 

energy companies has shown that the telecom market can be entered. It has also shown that entry is very 

capital-intensive and that it can be difficult to achieve commercial success, e.g. in attracting customers 

onto their own network because of various local district plans. In short one might say that the electricity 

companies are good at cabling, but have no experience in being telecom service providers. In the future it 

might therefore be a likely scenario that the electricity companies and the telecom operators will 

cooperate, i.e. the established operators assist in running the networks and providing the services.  

Even though entry barriers must be considered as high, the threat of new entrants is evident in the 

telecom industry due to the competition-based regulation offering access to the telecom infrastructure. 

 

 

 

                                                                 

66 ’Disruption in the Danish Mobile Market’, (http://www.esmt.org/fm/479/ESMT-304-0019-1M.pdf) 
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5.3.5 INDUSTRY RIVALRY AND COMPETITIVE SITUATION 

On an overall basis the industry can be split into four segments: Fixed line voice, mobile voice, Internet 

and TV – each segment has its own characteristics and competitive dynamics, why they will be analyzed 

separately despite the fact that they increasingly are sold as packages: 

 

BUNDLED PACKAGES AND TRIPLE PLAY 

More and more consumers are starting to subscribe to bundled services, the so called duo or triple-play 

solutions. These packages include telephony, internet and/or TV and are offered as a single offer for a 

single price. The number of triple play subscribers grew 

from 48,000 to 110,000 last year – see exhibit 8. This 

development is undoubtly going to be very important in 

the industry in the coming years. The trends will change 

the consumer experience and demands as consumers no 

longer think of telecom offerings in silos. Along with the 

roll-out of fibre networks, the trend has also brought 

new competition to the tradtional telecom operators. 

Companies like Dansk Bredbånd, ComX and Altibox are 

today triple play content providers to fibre networks, CBB offers mobile broadband and not only mobile 

voice – this increases competition for large full-service operators as TDC, Telenor and TeliaSonera (see 

app 37). Despite this development, I have chosen to analyze the above mentioned segments separately in 

order to do an in-depth analysis.  

 

FIXED-LINE VOICE MARKET ANALYSIS 

As described earlier fixed telephony is being substituted by communication via other platforms. The 

Danish fixed-line voice market has been steadily decreasing for many years both in terms of subscriber 

lines and minutes of use (app 19). The domestic fixed line traffic has fallen by more than 2/3 since 2000.  

TDC is the far most dominant player in the market with a market share of 82%. Telenor is the 

secondlargest with a 6% market share (app 19). Over the past years, TDC has actually been able to 

increase their market share – maybe due to lack of interest in the market from other operators. The fixed 

line business must however be a significant cash cow for TDC as it is mature technology with an already 

Exhibit 8. Bundled services, subscriptions, 2006-2009 

Source: NITA 
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fully installed infrastructure and as ARPU actually is higher on PSTN compared to mobile voice67. One 

reason could be that fading competition has allowed prices to stabilize. This has been the case in most 

European PSTN markets (app 19). TDC has also been raising PSTN prices, most notably the monthly line 

rental fee, which for example was increased from DKK 119/month to DKK 129 in 2006 and further to DKK 

134/month in 2008. The fixed line business is therefore still a strong cash generator for TDC. Threaths 

from substitutes will however probably continue to put pressure on prices – illustrated by the fact that 

TDC recently introduced a new flat rate pricing structure68. 

Fixed-line operators can have been reluctant to push VoIP out of fear of cannibalizing the PSTN 

business,but with the growth in triple-

play offers, the number of VoIP 

subscribers has also grown. In this 

market TDC has also becomed the 

market leader after introducing their 

HomeTrio product (TDC HomeTrio 

consists of digital IP TV offering 28 TV 

channels, VoIP and internet access at 

speeds of up to 10 Mbps). When taking 

into account all of TDC’s brands, the 

company controls more than half the market. However, as VoIP is still in the growth phase, it is difficult to 

say whether this share is sustainable.  

Conclusion: The fixed line market is under a continued pressure with a eroding customer platform. VoIP is 

developing positively, while PSTN is gradually eroding. 

 

 

 

 

 

                                                                 

67 TDC annual report, page 21 
68 Børsen, 2 June 2010 – all calls will be charged DKK 1 no matter the length 

Exhibit 9. VoIP subscriptions by company, H2 2009 

Source: NITA 
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MOBILE MARKET ANALYSIS 

The mobile market has grown substantially over the past decade and has continously been substituting 

fixed-line telephony. Today the market must be considered as mature; the mobile penetration (number of 

subscribtions compared to the population) is 135%69, and high growth rates can therefore not be 

expected in the future.   

With the strong growth in the beginning of the century, strong competition emerged. The liberalization 

and regulation has made it possible for service providers to access the networks via wholesale 

agreements with the network owners70. This led to strong price competition driven by aggressive service 

providers such as Telmore and CBB. In 2003 service providers that were not owned by one of the network 

operators (Telia, Sonofon, TDC) had a combined market share of 19%. Today this percentage is negligible, 

as the network operators have resumed their market share after years of heavy consolidation; TDC has 

acquired Telmore, Unotel and M1. Telenor (former Sonofon) has acquired CBB and Tele2, and finally Telia 

has acquired debitel, DLG Tele and the Danish part 

of Orange. When looking at exhibit 10, the Danish 

mobile market can seem pretty fragmented with 

lots of mobile operators. But in reality the market 

is dominated by TDC, Telenor and Telia when 

taken into account all their brands. The three big 

network operators controlled 92% of the market in 

the end of 2009. The development in the 

consolidation driven by the three can be seen in 

appendix 20.  

As a consequence of the significant price competition the average number of minutes per subscriber 

increased 3-4 years ago, but has remained relatively stable the latest few years. The lower prices has 

therefore been offset by higher usage, why the average ARPU levels have not declined (app 21). If the 

mobile market is to grow, the migration from fixed line to mobile or the ARPU must therefore develop 

positively. 

 

 

                                                                 

69 NITA and http://www.telenor.com/en/investor-relations/company-facts/business-description/telenor-denmark  
70 Today there are 4 network operators in Denmark: TDC, Telenor, Telia and 3  (GSM/3G networks) 

Exhibit 10. Mobile subscriptions by companies, H2 2009 

Note: TDC-owned companies are marked with green 

Source: NITA 
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INTERNET MARKET ANALYSIS 

The overall broadband market experienced a strong growth in the beginning of the century. From 2004 to 

2005 the growth in number of subscribers was 28%. The growth continued in following years, but the 

growth is now coming to a halt and the annual growth has decreased substantially. As it can be seen in 

app 22 the growth from 2008 to 2009 fell to 2% and penetration approaches 100%. In the coming years, 

growth is instead expected to come from mobile broadband subscriptions. Since the launch of the 3G 

mobile network in 2003, mobile broadband has become very popular. In H2 2009 the number of 

subscribers reached 1.6m corresponding to 55% growth over the last year (NITA). The growth will 

probably continue when the LTE/4G network is available (see app 18 for speed development). An auction, 

where operators bid for spectrum in the new network, was recently concluded. TDC is well-positioned as 

they got 2*20 MHZ spectrum space71. 

The growth in the internet market has especially been driven by an intense price competition. As it can be 

seen it app 22, prices for certain low downstream connections have fallen more than 70% since 2000. 

However, due to the demand for increased bandwidth, the price development has not necessarily led to a 

decreasing ARPU. The reason is that customers typically upgrade to a higher download speed72.  

TDC are with all its brands the clear market leader in the broadband market. Together with the two other 

big operators, Telenor and TeliaSonera, the three 

have a strong grip of the market. Exhibit 11 does 

not include fibre broadband subscribers, which as 

shown earlier constitute 7% of the total market. The 

fibre market is not dominated by a single player. 

TDC has however moved into the fibre market with 

its acqusition of DONG’s fibre network. 

Conclusion:  When the market emerged 

connections were most often based on ISDN or 

analogue modems. Today, consumers have fast 

broadband connections based on cable, DSL or fibre. Competition has intensified, but until now the big 

operators have consolidated the market by means of acqusitions, and the ultility companies have lacked 

commercial success with regards to their fiber roll-out. Growth will slow down and mobile broadband will 

be the new growth driver. 

                                                                 

71 TDC 4G press meeting, 11 May 2010 or http://www.goinglte.com/danish-lte-spectrum-auction-concludes-1178/  
72 Source: John Strand, Strand Consult newsletter 

Exhibit 11. Broadband subscriptions by company, H2 2009 

Source: NITA 
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TV MARKET ANALYSIS 

There are four types of distribution platforms for TV in Denmark, namely cable, sattelite, terrestial and 

IPTV. Cable has in several years been the most dominant platform and sustained a share of the TV market 

around 60% (app 23). The market is therefore naturally dominated by the cable operators with YouSee 

being the largest, and Stofa (until recently owned by TeliaSonera) the secondlargest. As a result of TDC’s 

significant market position, NITA recently forced TDC to give its competitors access to its broadband cable 

network. This might put pressure on TDC’s share of the market going forward. TDC’s main competitor is 

Stofa. But also competition from small triple-play providers is increasing as a result of the fiber roll-out. 

Key to success in the market is besides the distribution platform also the antenna associations. Signing up 

new associations can be difficult given that these associations tend to sign multi-year agreements with 

cable/service providers73. TeliaSonera recently exited the Danish cable market, as they decided to sell 

their cable subsidiary Stofa.  

IPTV is slowly penetrating the TV market and has so far gained a market share of 7%, but is expected to 

grow significantly over the next years (see app 23). The analogue terrestrial signals were switched off on 

in November 2009, which has increased the interest in digital services, and led to growth in the IPTV 

segment. The growth is especially going to be fueled by consumers increasing their bandwidth, so it is 

sufficient to support IPTV. Further the growth is happening as a result of bundled packages74. TDC has also 

gained a strong presence in the IPTV market (app 23). 

Conclusion: The traditional TV market has matured, but as consumers become more aware of the 

advantages of digital TV the market will probably grow. The growth drivers will be bundling and new 

trends such as video-on-demand, HD TV or 3D TV.   

 

 

 

 

 

 

                                                                 

73 http://www.screendigest.com/news/teliasonera-exits-danish-cable-business-with-stofa-sale/view.html?start_ser=ti  
74 http://www.computerworld.dk/art/53319/tdc-forventer-100-000-ip-tv-kunder-i-aar  
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2.4 CONCLUSION ON STRATEGIC ANALYSIS AND UNDERLYING THOUGHTS FOR FORECASTING 

If the strategic analysis was to be presented in headlines it would be the following: Market saturation, 

increasing competition and emerging new technologies pose the threath of quickly commoditizing the core 

markets. The industry has become a a slow growth industry, in which the players struggle to find 

competitive strenghts. Despite this development TDC has managed the maintain a strong position in most 

market segments. However, the increasing competition might translate into stronger price erosion and 

increased pressure on margins going forward. The main challenges for the traditional network operators 

is the risk of becoming “a dumb pipe provider”. The exhibit below is used to summarize some of the 

industry trends and the strategic implications of the development.  

 

Exhibit 12. Selected industry trends and implication for companies in the industry 

Source: Own contribution. 
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The strategic analysis is also recapitulated by in the exhibit below by use of a SWOT analysis of TDC where 

strengths, weaknesses, opportunities and threats will be presented. A SWOT analysis is a fairly simple way 

to depict a company’s competitive strength and strategic options by giving an overview of how well the 

internal resources correspond to its actual position in its surrounding market. 

Exhibit 13. SWOT analysis of TDC  

Source: Own contribution. 
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6 FORECASTING 

As the thesis is not meant to be a traditional valuation assignment, the structure of the thesis is naturally 

somewhat different from that of valuation projects. Even though the forecasting has its offset in both a 

strategic analysis and a financial analysis, the thesis will not present a thorough financial analysis before 

moving on. Elaborations on the forecasting can be seen in app 24, and the valuation model with a 

financial analysis of the past four years, is available on the attached CD-ROM as an Excel file. 

6.1 REFORMULATION AND COMMENTS TO THE FINANCIAL STATEMENTS 

To create a stronger fundament for the forecasting, some adjustments have been made to TDC’s financial 

statements. The key adjustments are presented below.  

 Adjustments due to merger of TDC A/S and NTC ApS  

- TDC and NTC were merged at the end of 2009 with TDC as the surviving company.  Due to the 

merger certain figures in the 2009 annual report differ significantly from those in former years. As 

shown in app. 11 NTCH ApS was established in November 2005 with purpose of running a 

company to hold shares in NTC ApS, which on 1 February 2006 became the owner of 88.2% of the 

shares in TDC A/S. The company itself has no revenue-generating operations, but its balance 

sheet figures are impacted by the purchase price allocation that followed the acquisition of TDC 

shares. With the acquisition a carrying amount of intangible assets of DKK 68.2bn was recognized 

in NTC’s balance sheet – out of this amount DKK 28.1bn was related to goodwill due to the 

takeover. This amount has been eliminated from my calculation of the invested capital. I have 

calculated the invested capital as operating working capital plus fixed assets and intangible assets 

(cf. Koller, page 168), but eliminated the part of intangible assets stemming from the premium 

paid by NTCH when they acquired the majority in TDC. 

 “Normalization” of EBITDA margin 

- TDC has recorded relatively high restructuring costs over the past years resulting largely from 

their redundancy programs.  The restructuring costs are included as special items. This can distort 

the earnings pattern. It is my assessment that restructuring costs also will impact future 

profitability due to their frequency and magnitude (Penham 2007) and the nature of TDC’s 

operations (ongoing focus on costs due to no growth prospects). Restructuring costs have 

therefore been moved to above EBITDA level. Furthermore restructuring costs have been 

forecasted going forward – primarily in the period 2010-2015 (cf. TDC’s annual report). 
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 TDC is currently reporting in a different setup than in former years due to a reorganization into new 

business lines. Furthermore working capital items, fixed assets and capex are reported on group level 

only, not on business line level.  

- The new organization makes comparison of segments over time more difficult. Ideally a model 

valuing each business line separately could be created. However, TDC does not provide a 

complete detailed set of information on working capital, fixed assets or CAPEX per business line 

(only available for subsidiaries in separate legal entities like YouSee and Sunrise). These drivers 

have therefore been forecasted on group level. The revenue and cost side have however been 

forecasted per business line with their respective revenue and EBITDA contribution. 

 

6.2 KEY FORECAST DRIVERS AND ASSUMPTIONS 

The forecast for 2010 naturally takes into account the interim financial statement released in August and 

TDC’s guidance for the full year. Furthermore the forecast is based on the following considerations: 

Length of forecasting period and terminal growth rate: The financials are forecasted over an eight-year 

period plus the current budget year and the terminal year. The preferred forecast period is often 

associated with the industry growth prospects and the company’s competitive situation. This could have 

led to a shorter forecast period in the case of TDC (mature and stable industry). I have chosen a relatively 

long forecast period, as I expect TDC’s revenue to decline slightly over the next 4-5 years – primarily due 

to a decline in their fixed line business, which I expect will be only partly offset by growth in the other 

business areas – but to stabilize thereafter. Many analysts use a negative terminal growth rate75 due to 

the following line of thoughts; penetration rates in mobile and broadband markets approach 100%, while 

landline telephony declines rapidly. It is easy to agree on the thought that the constant development of 

technologies (which can both disrupt revenue streams or create new ones, e.g. revenues from sale of 

content) decreases future visibility and makes it difficult to estimate the perpetuity growth rate. I 

however still believe that a negative terminal growth rate is too aggressive. I have estimated a terminal 

growth rate for the individual business areas (e.g. minus 1% for landline telephony, 1.5% for internet) and 

then calculated an overall blended rate. This gave me a terminal growth rate of 1.1%. Theory stipulates 

that due to competitive forces, companies tend to revert to industry average profitability (Penham 2007). 

Over the forecast period TDC will therefore return to a long run level of return on invested capital (see 

excel model). 

                                                                 

75 Observed in several broker reports, e.g.JPMorgan (analysis of Swisscom, 7 May 2010), UniCredit (analysis of Belgacom, 18 December 2009). Source: Thomson 
Research database 
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Revenues: The basic forecast driver for most of TDC’s business line is ARPU * number of subscribers. This 

is the underlying logic driving the revenue forecast, though these factors are not forecasted directly due 

to limited data availability. Instead each area in all TDC’s divisions has been forecasted (e.g. landline 

telephony, terminal equipment, etc. in the Consumer division) with offset in the observation done in the 

industry analysis. The group revenue is forecasted to grow slightly in 2010-2011, primarily driven by 

growth in YouSee and growth in mobile broadband. Hereafter a zero-growth or slightly negative growth 

rate is forecasted in the following years. The decrease is expected to be modest, amongst other things 

driven by the success of Home Duo and HomeTrio. The landline loss is however expected to continue at 

the current pace. Over time the loss is expected to be partly offset by an increase in revenue from VoIP 

customers. Revenue from internet and network is expected to be relatively stable or slightly declining 

over the next years (low subscriber growth, small decreases in ARPU).  

Overall the revenue is forecasted based on these considerations from the strategic analysis; limited scope 

for organic revenue growth going forward due to focus on Nordic countries, continued migration of fixed 

line voice traffic into mobile, increasing maturity of broadband market, slow migration of voice traffic to 

VoIP and increased pricing pressure as consumers’ attention towards the utilities’ alternative fixed line 

infrastructure (fibre) increases. This is the overall reasoning behind the forecasting. An elaboration of the 

assumptions can be found in appendix 24.  

Costs and margins: The gross profit is derived from revenue minus transmission costs and costs of goods 

sold. The gross margin has improved slightly over the past years and reached 71.8% in 2009, up from 

69.5% in 2007. The development in regulatory decisions on mobile termination rates and so on is difficult 

to forecast. It is unclear whether transmissions costs will grow/decrease in line with revenues.  I have 

therefore not made any major assumptions about significant changes in transmission costs. The gross 

margin will however decrease slightly as a result the forecasts; stabile transmission costs and slight 

decreases in revenues. Wages, salaries and other external expenses have been forecasted to increase 

slightly as a percentage of group revenue as it assumed that they is only limited or none potential for 

further margin improvements. TDC has increased their EBITDA margin over the past year, however as a 

result of the increased competition and expected development in revenues and costs, the EBITDA margin 

is forecasted to decrease slowly. The current adjusted EBITDA margin level (33.6%) is forecasted to be 

sustainable for the next couple of years, but decrease slightly from 2012 to the terminal period. The 

adjusted EBITDA margin in the terminal period is 31.4%. 
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Operating working capital: Working capital is the investment required to fund the cash conversion cycle. 

TDC has a negative working capital and thus finance part of their operations through their net working 

capital. Compared to revenue the NWC level has slightly improved (i.e. net decreases in NWC) due to 

improved creditor and debtor days, which seems to indicate that TDC has been good at negotiating 

contracts. The working capital has been forecasted using the average debtor days, creditor days, etc. for 

the past three years as emerging competition might affect payment conditions, but TDC’s bargaining 

power towards suppliers has stabilized. The NWC capital level is expected to keep a relatively stable level.  

Investments, depreciations and amortizations: Depreciations as a pct. of the asset base (property, plant 

and equipments) have been 14-16% over the past years. This level has been continued as the capex-level 

also is expected to continue at a stable level. The capex-to-sales ratio is estimated to be between 13-14%, 

which is in line with historic figures and TDC’s own expectations. Peers have also invested in a similar level 

to turnover (see later section). No acquisitions have been assumed.  
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6.2.1 KEY FINANCIAL FORECASTS AND FORECAST OF FREE CASH FLOWS 

For further information on the assumptions see appendix 24-26. A selection of the financial forecasts is 

shown in the exhibit below. The cash flow forecast is a result of the income statement and balance sheet 

development and does not contain any directly forecasted variables.  

 

 

 

 

Exhibit 14. Realized financial figures (2007-2009) and key financial forecast (2010B-2019F) including derived free cash flows 

Source: Own creation. 

Note: Additional information on forecasts and more specific forecasts (e.g. internet revenues in Sunrise) can be found in app 24-26. 

 

 

 

DKKm 2008 2009 2010B 2011F 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F Residual

Revenue 35,609 35,939 36,747 36,796 36,654 36,470 36,311 36,185 36,174 36,164 36,193 36,257 36,657

Growth in group revenue -3.2% 0.9% 2.2% 0.1% -0.4% -0.5% -0.4% -0.3% 0.0% 0.0% 0.1% 0.2% 1.1%

Growth in Consumer -2.1% -1.9% -3.4% -1.6% -1.2% -1.3% -1.4% -0.4% 0.4% 0.2% 0.4% 0.4% 1.1%

Growth in TDC Business -3.6% -7.3% -5.2% -2.7% -3.2% -2.6% -1.2% -0.7% -0.4% -0.4% -0.3% 0.1% 1.1%

Growth in TDC Nordic -0.2% -8.8% 12.8% -0.8% -1.7% -0.7% -1.0% -1.2% -0.4% -0.3% 0.1% 0.1% 0.9%

Growth in Operations & Wholesale -23.7% -6.0% -3.0% -4.5% -3.6% -2.4% -1.5% -1.2% -1.0% -0.7% -0.1% 0.0% 0.9%

Growth in YouSee 12.7% 12.8% 16.6% 9.0% 5.0% 2.5% 2.0% 1.0% 1.0% 1.0% 1.0% 1.0% 2.0%

Growth in Sunrise -1.5% 13.3% 6.5% 1.6% 1.2% 0.8% 0.3% -0.2% -0.3% -0.3% -0.3% -0.3% 0.7%

Transmiss ion costs  and COGS 10,433 10,149 10,454 10,579 10,723 10,816 10,867 10,855 10,854 10,853 10,866 10,891 11,044

Gross profit 25,176 25,790 26,294 26,217 25,932 25,654 25,444 25,330 25,320 25,311 25,327 25,366 25,614

Gross margin 71% 72% 72% 71% 71% 70% 70% 70% 70% 70% 70% 70% 70%

Wages, sa laries  and external  expenses 13,447 12,977 13,097 13,177 13,420 13,608 13,750 13,786 13,865 13,905 13,946 14,059 14,182

 - in pct o f revenue 37.8% 36.1% 35.6% 35.8% 36.6% 37.3% 37.9% 38.1% 38.3% 38.4% 38.5% 38.8% 38.7%

Adjusted EBITDA 11,135 12,130 12,354 12,197 11,671 11,210 11,044 11,077 10,988 10,940 10,914 11,020 11,142

EBITDA margin 31.3% 33.8% 33.6% 33.1% 31.8% 30.7% 30.4% 30.6% 30.4% 30.3% 30.2% 30.4% 30.4%

Depreciation and amortization 3,131 3,234 3,200 3,106 3,245 3,400 3,847 3,877 3,886 3,893 3,900 3,907 4,006

EBIT (operating profit/loss) 3,231 5,616 6,924 7,634 7,224 6,854 6,240 6,243 6,146 6,089 6,057 6,156 6,179

EBIT margin 9% 16% 19% 21% 20% 19% 17% 17% 17% 17% 17% 17% 17%

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Residual

Interest-bearing debt 41,750 34,398 34,398 34,398 34,398 34,398 34,398 34,398 34,398 34,398 34,398 34,398 34,398

Fixed assets 83,350 77,855 77,485 77,773 78,202 78,772 78,946 78,997 79,043 79,084 79,123 79,163 79,163

Net working capita l (4,480) (5,665) (4,969) (5,014) (5,062) (5,092) (5,108) (5,103) (5,102) (5,102) (5,106) (5,114) (5,190)

 - in pct of revenue -13% -16% -14% -14% -14% -14% -14% -14% -14% -14% -14% -14% -14%

Invested capita l 50,785 44,105 44,432 44,674 45,056 45,595 45,753 45,809 45,855 45,897 45,932 45,964 45,888

Total  CAPEX 4,710 4,950 5,060 4,851 4,876 4,926 4,978 4,885 4,888 4,891 4,897 4,903 4,963

 - in pct of revenue 13.2% 13.8% 13.8% 13.2% 13.3% 13.5% 13.7% 13.5% 13.5% 13.5% 13.5% 13.5% 13.5%

DKKm 2009 2010B 2011F 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F Residual

EBIT 5,616 6,924 7,634 7,224 6,854 6,240 6,243 6,146 6,089 6,057 6,156 6,179

Tax on EBIT 1,731 1,909 1,806 1,713 1,560 1,561 1,536 1,522 1,514 1,539 1,545

NOPLAT 5,193 5,726 5,418 5,140 4,680 4,682 4,609 4,567 4,543 4,617 4,634

Depreciation and amortisation 5,429 4,563 4,447 4,357 4,804 4,834 4,842 4,850 4,857 4,864 4,963

Cash earnings 10,623 10,288 9,865 9,497 9,484 9,516 9,452 9,417 9,400 9,481 9,597

Investments  in fixed assets  (capex) 3,821 3,880 3,914 3,970 4,021 3,928 3,931 3,934 3,940 3,947 4,006

Investment in intangible assets  (capex) 1,239 971 961 957 957 957 957 957 957 957 957

Investments  in working capita l 696 (45) (48) (31) (16) 5 1 1 (5) (7) (76)

Free cash flow 4,867 5,483 5,037 4,601 4,522 4,626 4,563 4,525 4,508 4,585 4,710
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7 VALUATION AND IRR CALCULATION 

The strategic analysis was meant to create a comprehensive overview of the level of future income that is 

feasible for TDC. This was utilized in the forecast section above. The forecast will be applied in the 

following section where different types of valuation techniques will be employed for the valuation of TDC. 

The value of TDC is estimated by using an equally weighted average of the following valuation methods; a 

discounted cash flow (DCF) valuation and a market valuation using multiples of comparable listed 

companies. The reason for applying more than one technique is to create a better view of the value of 

TDC (Penham 2007). Before moving on to the value estimation, I will first argue why I will not apply the 

current market capitalization of TDC or transaction multiples in my assessment and valuation method. 

 

7.1 DE-SELECTED VALUATION METHODS 

7.1.2 CURRENT MARKET CAPITALIZATION  

As a publicly listed company, it ought to be easy to value TDC. In the beginning of August 2010 TDC traded 

at DKK 43.6 per share corresponding to a market cap of DKK 43.3bn. Based on this price, the EV of TDC 

should therefore be DKK 76.2bn. The share has been trading around DKK 40-50 per share on NASDAQ 

OMX over the last year (app 27).  

However, given the current ownership structure less than 5% of the total shares are free floating, why it is 

my assessment that the current market cap is not representative for TDC’s value. Thinly traded stocks will 

often be exposed to greater volatility in share price (Koller 2005). After NTCH’s acqusition of the majority 

of shares in February 2006, the trading volume in TDC has decreased rapidly (see app 27). An analysis of 

the share trading would have required an informed and liquid market with significant market depth. I will 

therefore not use the current price of the TDC’s stock to estimate the value of the company. 

 

 7.1.2 TRANSACTION MULTIPLE ANALYSIS 

Transaction multiples consider prices achieved in recent acquisitions of comparable companies and thus 

gives an idea of the extent of synergies that strategic buyers might be willing to pay. This analysis has not 

been done, as it is my assessment that NTCH will exit TDC by means of an IPO. This consideration has also 

been expressed by ATP recently. ATP has said that: “…it seemed obvious that the majority shareholder in 

TDC considered selling part of its shares on the Copenhagen Stock Exchange, which potentially would lead 
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to a much more dispersed ownership than the current one76”. Furthermore it is quite uncertain that 

potential strategic buyers would get regulatory approval if they attempted to acquire TDC (see app 28). 

This is also the consideration of telecom expert John Strand77. I will therefore only do a market multiple 

analysis. 

 

7.2 DCF VALUATION  

The DCF model estimates the value of a company by discounting its free cash flows with the weighted 

average cost of capital. It therefore requires establishment of a financial forecasts and assumptions about 

the company and its riskiness, its market and its debt to equity ratio. The work flow in a DCF model is as 

follows (Penman 2007): 

 

The value of the firm is calculated as sum of all present value of future expected free cash flows. The 

present value is obtained by discounting each period’s free cash flow by the WACC: 

𝑉0 =
𝐹𝐶𝐹1

1 + 𝑊𝐴𝐶𝐶
+  

𝐹𝐶𝐹2

(1 + 𝑊𝐴𝐶𝐶)2
+  

𝐹𝐶𝐹3

(1 + 𝑊𝐴𝐶𝐶)3
+. . . +𝑇𝑉  

The term TV is the terminal value and is calculated using both the Gordon Growth assumption and the 

convergence formula78.  When using enterprise level cash flows the DCF model arrives at the EV. The EV is 

the value of the entire business before deducting the value of the claims of those financing the business 

(Koller 2005). In order to get the equity value, the NIBD must be therefore deducted. 

  

 

                                                                 

76 Minutes of the Annual General Meeting, 4 March 2010 
77

 Podcast P1 business – see literature list 

78
 Gordons growth:                             Convergence: 

     𝑇𝑉𝑇 =  
𝐹𝐶𝐹𝑇+1

𝑊𝐴𝐶𝐶−𝑔
                             𝑇𝑉𝑇 =  

𝐹𝐶𝐹𝑇+1

𝑊𝐴𝐶𝐶
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7.2.1 WACC 

The discount rate applied in the valuation must match the cash flows, and since I have forecasted 

enterprise cash flows, the WACC must be used. WACC is a weighted average of the minimum return that a 

company must earn on its asset base in order to satisfy all owners, both of debt and equity (Penham 

2007). WACC consist of two components, an equity component and a debt component. The weights are 

calculated based on each components size relative to the total value of the company, as shown below: 

𝑊𝐴𝐶𝐶 =
𝐸

𝐷 +  𝐸
 𝑟𝐸 +  

𝐷

𝐷 + 𝐸
 𝑟𝐷  × (1 − 𝑇𝑡𝑎𝑥 −𝑟𝑎𝑡𝑒 ) 

COST OF EQUITY  

The CAPM model is used to estimate the cost of equity with the underlying idea that investors require 

some form of compensation for the time value of money and risk: 

 𝑟𝑒 =  𝑅𝑓 +  𝛽(𝑅𝑚 − 𝑅𝑓) 

The risk free rate, beta and market risk premium therefore needs estimated. The risk free rate is set to be 

equal to the yield on a thirty year Danish Treasury bond equaling 3.36%79. Some might argue that a 30 

year bond is too illiquid, and therefore not usable. However, theoretically the risk free rate should match 

the length of the cash flows (Koller 2005). And as cash flows are forecasted in perpetuity, a 30 year bond 

has been applied (longest available). The financial crisis has made estimation of the risk free rate and the 

risk premium an interesting topic with the low yields on government bonds and low equity prices.   

The market risk premium is set to be equal to 5% based on the findings of a PWC investor survey, 

Damodaran, Koller et al80. The problem with the equity risk premium is that it relates to the unknown 

future and that the investors’ risk aversion might have increased during the financial crisis. 

Beta is the coefficient found by regressing an individual stock’s return against the market return, and the 

TDC share therefore ought to be used. However, as the case with the share price, is important to assess 

the liquidity of the stock. An illiquid stock will have many reported returns equal to zero simply because it 

has not been traded. Consequently estimates of beta on illiquid stock could be biased downwards (Koller 

2005). The peer group analysis (see later section for peer group identification) and data from Damodaran 

is therefore used to estimate beta. The peer companies’ betas are estimated by regressing each individual 

company’s return against their market’s return and found in the Thomson database. The leverage 

structure of a company is important when considering company betas. Equity beta is a function of both 

                                                                 

79 Thomson Reuters database – see data in excel spreadsheet 
80 PWC miniundersøgelse 2010, Damodaran calculates an implied risk premium based on recent months (http://pages.stern.nyu.edu/~adamodar/) 
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operating and financial risk which means that in order to create an average across the peer group to apply 

to TDC, it is necessary to strip away the leverage effect generating an unlevered beta (app 29). The 

average unlevered beta of TDC’s peer group is a beta of 0.48. Combined with the data from broker 

reports and Damodaran81, an unlevered beta of 0.56 is used. 

The unlevered beta reflects operational risk. In order to include the financial risk for the type of company, 

the beta is re-levered to fit TDC’s target debt to equity ratio. Due to the high leverage during NTCH’s 

ownership it is unclear what TDC’s target capital structure is. The target capital structure has been 

developed using TDC’s current market-value-based capital structure and the average of the comparable 

companies’ structure (c.f. Koller’s approach). The target capital structure is set to 63.7% equity and 36.3% 

debt82. This result in a levered beta of 0.89 and thus a cost of equity equal to: 

 𝑅𝐸𝑡 =  3.36% + 0.89 × 5% = 7.8% 

 

COST OF DEBT  

The after tax cost of debt predominantly depends on the general level of interest and the perceived risk 

of the company defaulting on its debt and the tax rate. In order to estimate the cost of debt for TDC, I 

have looked at the interest rate margin on TDC’s senior credit facilities, the spread on the EMTN bonds, 

TDC’s interest expenses compared to the total interest-bearing debt and compared it with the interest 

rate guidelines by Damodaran83 and Koller (2005).  TDC has reduced their interest-bearing debt 

significantly. In 2009 their net interest-bearing debt to EBITDA ratio was 2.6x. This has caused the credit 

ratings by the credit rating agencies, S&P, Moody and Fitch, to improve. In my estimation of the cost of 

debt I have thus used an interest rate pickup or spread of 350 basis points (see valuation model for 

additional information). This fits well with the level of TDC’s financial expenses compared to the NIBD. 

Overall this yields a total pre-tax cost of debt of 3.36% + 3.5% = 6.9%. 

 

By using the above mentioned information, the following result is produced for the WACC (also presented 

in appendix 30): 

                                           𝑊𝐴𝐶𝐶 = 63.7% × 7.8% + 36.3% × 6.9% ∗  1 − 25% =  6.8% 

 

                                                                 

81 http://pages.stern.nyu.edu/~adamodar/ - Data page 
82 Average of current market value based capital structure, peer group average and target cap structure of 2xEBITDA – see excel model 
83 Damodaran Online, http://pages.stern.nyu.edu/~adamodar/  
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7.2.2 DCF RESULT 

The DCF valuation is conducted using the above mentioned forecasts and rates. The DCF model indicates 

an EV of DKK 79.7bn for TDC A/S or a value range of DKK 75.9-83.6bn (+/- 5%) when using Gordon’s 

growth formula to estimate terminal value. Using the convergence formula the model gives an estimated 

EV of DKK 72.2bn or a value range of DKK 68.6-75.8bn. A sensitivity analysis can be seen in app 31. 

 

 

 

 

 

 

 

 

 

 

 

Exhibit 15. Estimated value of TDC A/S using the DCF model 

Source: Own contribution based on valuation model. 

 

DKKm 2010B 2011F 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F 2014F 2019F

Free cash flow (FCF) 1,622 5,483 5,037 4,601 4,522 4,626 4,563 4,525 4,508 4,585 4,522 4,585

Net present value (NPV) of FCF 1,609 5,218 4,488 3,838 3,531 3,382 3,123 2,900 2,704 2,575 3,531 2,575

Future value of residual value 82,449

Estimated value using Gordons growth formula Estimated value using convergence formula

NPV of cash flows in forecast period 33,367 42% NPV of cash flows in forecast period 33,367 46%

NPV of cash flows in residual period 46,299 58% NPV of cash flows in residual period 38,800 54%

Enterprise value 79,666 100% Enterprise value 72,166 100%

Net interest-bearing debt (Q1 2010) 32,963 Net interest-bearing debt (Q1 2010) 32,963

Value of equity 46,703 Value of equity 39,203

Number of shares ('000) 991,876 Number of shares ('000) 991,876

Estimated share price, DKK 47 Estimated share price, DKK 40

Go to contents
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7.3 MARKET/MULTIPLE VALUATION 

The market/multiple valuation is a technique used for analyzing the value of comparable listed companies 

in order to value a particular company. The technique is often used as a supplement to other types of 

valuation methods to get an idea of the market conformity. The purpose is to find an initial indication of 

firm value and act as a cross reference to the fundamental valuation (Penman, 2007). The market 

approach is based on the principle of substitution, i.e. that an investor will pay no more for the asset than 

it would cost to acquire a substitute asset with the same utility.  

 

7.3.1 PEER GROUP IDENTIFICATION 

In order to conduct a useful multiple valuation, it is important to construct an appropriate peer group. 

The selection of peers must be as accurate as possible. Public traded shares are priced based on the 

market’s estimate of future economic outlook for the industry and the specific companies. However, the 

multipel level a company is trading on is typically also influenced by the company’s risk profile and growth 

potential relative to the comparable companies. To get a useful set of multiples, the peer companies must 

therefore have characteristics similar to TDC (Koller, 2005).  

At first glance it seems obvious to compare TDC against the Nordic companies such as Telenor and 

TeliaSonera, who are TDC’s main competitors. However, a large part of their activities are based in 

emerging markets84. They are therefore to a large extent exposed to markets with completely different 

growth prospects than the Danish market.  

It is my assessment that TDC will be traded on the level of companies primarily focused on domestic 

markets where Belgacom, KPN, and Swisscom are considered the most comparable. These three 

companies have dominant positions in their home market and a limited exposure to foreign markets85. 

The problem with using a small group is that multiple levels of the individual companies get a large weight 

in the average used to estimate TDC’s enterprise value, i.e. extreme values have a high impact on the 

average. Or certain companies might have small or high earnings on a temporary basis which will lead to 

abnormally high or low multiples causing the average to be far from the true mean (Koller 2005). In order 

to mitgate the shortcomings of using a very small peer group, a tier two peer group has been constructed. 

This consists of eight european telcos; Deutsche Telecom, Belgacom, Telecom Italia, France Telecom, 

Swisscom, Telenor, TeliaSonera and KPN.  

                                                                 

84 Telenor and TeliaSonera annual reports 
85 Company annual reports and Børsen article 19 April 2010 
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7.3.2 APPLIED MULTIPLES 

I have focused on EBITDA multiples. This is because EBITDA excludes amortization and depreciation, and 

thus remove accounting variations. Furthermore depreciation and amortization are noncash expenses 

that do not interfere with cash flows and since valuation is based on discounted cash flows and not 

discounted profits it is often better to use EBITDA (Koller 2005).  

Revenue multiples can be useful because when dealing with companies where size creates value. 

However, the companies needs to be very similar in regards to margins and capex requirements in order 

for revenue multiples to be very useful. Also there will often be a natural relationship between margin 

size and the corresponding revenue multiple. The connection between the market’s expectation to 

growth and multiples and the connection between margins and revenue multiples can to some extent be 

seen in app 32. I the analysis, I have emphasized EBITDA multiples. 
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7.3.4 MULTIPLE VALUATION  

The result of the first (tier 1) peer group indicates a value range of DKK 71.7-79.2bn. Swisscom trades at a 

premium compared to Belgacom and KPN, which increases the average of the multiples. The second (tier 

2) peer group indicates a value range of DKK 67.4-74.4bn. 

Exhibit 16. Peer groups – tier 1 and 2 – trading multiples and multiple valuation 

Source: Own contribution based on valuation model and Thomson Reuters database. 

Tier 1 

 

 

Tier 2 

 

Revenue EBITDA EBITDA

growth growth margin

Company name 2010-11F 2010-11F 2009F 2010F 2011F 2010F 2011F

Belgacom SA (1%) (11%) 33% 1.7x 1.7x 5.1x 5.7x

Swisscom (0%) 1% 38% 2.5x 2.5x 6.5x 6.5x

Koninkl i jke KPN NV 0% (0%) 40% 2.1x 2.1x 5.3x 5.3x

Simple average (0%) (3%) 37% 2.1x 2.1x 5.6x 5.8x

Median (0%) (0%) 38% 2.1x 2.1x 5.3x 5.7x

Source: Thomson 1 August 2010

DKKm 2010F 2011F 2010F 2011F

TDC A/S 36,747 36,796 13,272 13,117

Appl ied multiple (s imple average) 2.1x 2.1x 5.6x 5.8x

Estimated enterprise value 77,118 77,518 74,747 76,117

Low multiple estimate (-5%) 2.0x 2.0x 5.4x 5.5x

High multiple estimate (+5%) 2.2x 2.2x 5.9x 6.1x

EV - low estimate 73,262 73,642 71,009 72,311

EV - high estimate 80,974 81,394 78,484 79,923

Revenue EBITDA

EV/Revenue EV/EBITDA

Revenue EBITDA EBITDA

growth growth margin

Company name 2010-11F 2010-11F 2009F 2010F 2011F 2010F 2011F

Deutsche Telekom AG (2%) (1%) 31% 1.4x 1.4x 4.4x 4.4x

Belgacom SA (1%) (11%) 33% 1.7x 1.7x 5.1x 5.7x

Telecom Ita l ia 0% 1% 42% 2.1x 2.0x 4.9x 4.9x

France Telecom (0%) (0%) 34% 1.5x 1.5x 4.4x 4.4x

Swisscom (0%) 1% 38% 2.5x 2.5x 6.5x 6.5x

Telenor ASA 5% 10% 28% 1.6x 1.5x 5.7x 5.2x

Tel iasonera  AB 2% 4% 35% 2.4x 2.4x 6.9x 6.6x

Koninkl i jke KPN NV 0% (0%) 40% 2.1x 2.1x 5.3x 5.3x

Simple average 1% 1% 35% 1.9x 1.9x 5.4x 5.4x

Median 0% 0% 35% 1.9x 1.9x 5.2x 5.2x

Source: Thomson 1 August 2010

DKKm 2010F 2011F 2010F 2011F

TDC A/S 36,747 36,796 13,272 13,117

Appl ied multiple (s imple average) 1.9x 1.9x 5.4x 5.4x

Estimated enterprise value 70,094 69,787 71,550 70,266

Low multiple estimate (-5%) 1.8x 1.8x 5.1x 5.1x

High multiple estimate (+5%) 2.0x 2.0x 5.7x 5.6x

EV - low estimate 66,590 66,297 67,972 66,752

EV - high estimate 73,599 73,276 75,127 73,779

Revenue EBITDA

EV/Revenue EV/EBITDA
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7.4 VALUATION SUMMARY 

In the exhibit below the value ranges of the different valuation approaches are illustrated. In order to 

derive a specific value, the different values are triangulated by using an equal weighting. This leaves an 

estimated EV of DKK 74,543m or 74.5bn, which corresponds to a multiple of 5.68x EBITDA(TTM) or 5.6x 

EBITDA(2010B). 

 

 

 

 

 

 

 

 

Exhibit 17. Illustration of estimated enterprise value ranges and estimated enterprise value of TDC, September 2010 

Source: Own contribution based on valuation model. 
The value range is based on +/- 5% of the precise estimations. For the peer groups the ranges are calculated as the average of the estimates based on 2010 and 2011 

multiples. 
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7.5 CALCULATION OF IRR 

In the following section NTCH’s return on the TDC buyout will be estimated by calculating the IRR based 

on equity values at point of entry and exit. I elaborate on the development in NIBD in a later section. 

7.6.1 DERIVATION OF ENTRY AND EXIT EQUITY VALUES  

In order to calculate the IRR on NTCH’s equity investment, the equity commitment at entry is needed. As 

it can be seen in app 34 NTCH financed their acquisition of the 88.2% in TDC with an equity commitment 

of only DKK 16.4bn. Next the exit equity value must be derived by taking into account NTCH’s ownership 

stake and the additional debt in NTCH:  

The EV of TDC was estimated to DKK 74,543m. By substracting TDC’s current NIBD (see app 35), this 

leaves a value of the equity in TDC of DKK 41,580m. Today NTCH owns 87.9% of the shares in TDC, why 

the value of their stake is DKK 36,325m based on the assumption that valuation and pricing are equal.   

As described previously NTCH’s total interest-bearing debt comprise debt in TDC A/S as well as high yield 

bonds located in NTCH. These high-yield bonds were one of the main debt instruments when acquiring 

the TDC shares. This debt, which amounts to DKK 9.63bn, needs to be taken into account as done below. 

7.6.2 IRR CALCULATION 

Entry equity of DKK 16.39bn has been applied as of 1 February 2006, where the change of ownership 

happened86. By using the estimated exit equity value calculated below, this would yield an IRR of 11.4%. 

                                                                 

86 Presentation following 2005 annual report. The agreement with NTCH was made 30 November 2006 

Exhibit 18. Derived exit equity value, value development and estimated IRR for the PE funds’ equity investment in TDC A/S  

Note: IRR calculation based on formula introduced in research method section                                                              Source: Own contribution based on valuation model. 

     

(DKKbn)

EV - TDC A/S 74.54

NIBD - TDC A/S 32.96

Equity value - TDC A/S 41.58

NTCH's ownership percentage 87.9%

Value of NTCH's stake 36.55

Additional debt in NTCH 9.63

Exit equity value for funds 26.92

16.39
26.92

79
43

Entry (Feb 2006) Exit (Sept 2010)
Equity Debt
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7.6 SUB-CONCLUSION 

The first part of the thesis seeked to estimate NTCH’s return on their investment in TDC. By applying 

different valuation methods – DCF and market multiple valuations – a set of value ranges for the EV of 

TDC were estimated. However, to end up with a specific value the diffferent methods were triangulated. 

This resulted in an EV of DKK 74.5bn. In order to find the value of NTCH’s stake in TDC, TDC’s net debt had 

to be subtracted. Afterwards, in order to calculate the PE funds’ exit equity value, the additional debt 

(from high yield bonds) in the NTCH construction was substracted. My analysis and calculations estimate 

that NTCH would exit with DKK 26.9bn if they were to sell TDC in september 2010. Comparing this against 

their initial equity investment, I estimate that the funds will realize a total return of 65% or an IRR 

(levered) of 11.4%.  

The return therefore seems to relatively mediocre compared to typical IRR target for PE funds (often 

mentioned to be 20-25%). Gottschalg and Phalippou (2007) has analyzed nearly 6,000 LBOs from 1973 to 

2006. Their analysis showed a median IRR of 21%, which is also significanly higher than the estimated 

return in the TDC buyout.  
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8 IRR DECOMPOSITION 

The IRR calculation examined the value creation from NTCH’s perspective. In the following section focus 

will be separating the contributions to IRR from use of leverage, possible operational improvements in 

TDC and valuation multiple development.  

8.1 LEVERAGE EFFECT 

In this section I will quantify the leverage effect, i.e. analyse the part of the IRR that is driven by leverage. 

Taking on more debt increases the return on equity, but also the risk. If the TDC buyout had been 

financed with equity only, operational risk would have been the only exposure. However, the financial 

gearing introduces financial risk. The leverage effect can thus be seen as the premium that the investors 

should get for a company with financial risk compared to the same equity-financed company with only 

operational risk. This will be done by solving the following formula for the unlevered IRR87.  

𝐼𝑅𝑅e
𝑙𝑒𝑣𝑒𝑟𝑒𝑑 = 𝐼𝑅𝑅e

𝑢𝑛𝑙𝑒𝑣𝑒𝑟𝑒𝑑 +  𝐼𝑅𝑅e
𝑢𝑛𝑙𝑒𝑣𝑒𝑟𝑒𝑑 − 𝑟d  ∗ (

debt

𝑒𝑞𝑢𝑖𝑡𝑦
) 

As shown in the exhibit the leverage effect accounts to 4.77% or for approximately 42% of the total return 

(4.77% out of 11.42%). In the CapitalDynamics study 241 transactions were analyzed. The study showed, 

that the relative share of the leverage effect as part of total IRR was 33% (36% in the period 2001-2006). 

The value creation in the TDC buyout therefore seems to be driven slightly more by leverage than the 

average in PE buyouts. However, when looking at larger transactions (above EUR 100m) the relative share 

of leverage was 38%. In this sense, the TDC buyout has not been overly driven by leverage. 

                                                                 

87 See research method section and app 1. The term (debt/equity) refers to the average debt-to-equity-ratio for NTCH during the holding period. 

Exhibit 19. Calculation and illustration of leverage effect on the estimated IRR for NTCH 

Note: See excel sheet for further information                                                                        Source: Own contribution based on valuation/financial model and NTCH reports.      

. 

         

Levered IRR 11.42%

Cost of debt 5.15%

Entry debt-to-equity-ratio 4.8

Exit debt-to-equity-ratio 1.6

Average debt-to-equity-ratio 3.2

Solving for unlevered IRR 6.65%

Leverage effect 4.77%

11.42%
6.65%

4.77%

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

Levered IRR Leverage effect Unlevered IRR
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8.2 EARNINGS IMPROVEMENTS (EBITDA GROWTH) 

The next part of the analysis looks at the development in TDC’s operational performance under NTCH’s 

ownership. In this connection operational improvements refer to earnings improvements, i.e. the growth 

in EBITDA between entry and exit. EBITDA is chosen as it is considered an easy, but also common way to 

base company valuations in the PE sector88. Earnings improvements can generally be achieved by growing 

revenues or reducing the operating expenses. The development in revenues and earnings will therefore 

be focus in the next pages. 

8.2.1 REVENUE GROWTH 

From exhibit 20 below it can be seen that TDC’s revenue grew at a decent rate up until the entry of NTCH. 

From 2006 to 2009 revenue however fell at a CAGR of -8.8%. A large part of this fall shall naturally be 

explained with the divestments of several international subsidiaries. I have therefore included the organic 

growth in the analysis. The average organic growth rate was 2.7% in the period 2003-2005. In the period 

2006-2009 the average organic growth rate fell to (-0.3)%. However, it can not be concluded that TDC has 

been poor at developing its business under NTCH’s ownership. Several equity research reports from the 

period prior to NTCH89, expected a decline in TDC’s revenue due to the mature Danish fixed-line and 

mobile markets with increasing competition. The revenue development has therefore actually not been 

that poor, when taking into account that TDC today is highly focused on the not growing Nordic markets. 

This is of course a strategic decision, which will be discussed later, but revenue growth is a key challenge 

for the industry as a whole, not just for TDC. This can be concluded when looking at development in TDC’s 

international peers90. Over the period 2006-2009, TDC’s average organic growth rate is actually the least 

negative compared with peers.  

A large part of revenue development must thus be attributable to structural factors in the industry rather 

than lack of business development. All of the incumbents mention in their annual reports that price 

erosion in the mobile and fixed networks is one of the main contributor to the revenue decline or zero-

growth development.  

Revenue per employee is not a key benchmark when looking at revenue development (especially with 

differences across markets), but it gives an idea of the operational efficiency before moving focus to 

earnings. It is worth noticing that TDC (and YouSee) has succeding in increasing revenue per employee, 

whereas the development for domestic competitors has been less impressive or negative.  

                                                                 

88 c.f. CapitalDynamics study 
89 E.g. BNB Paribas, Company note, TDC A/S, 7 June 2004 
90 See market multiple analysis for peer selection (tier 1) 
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Exhibit 20. Development in revenues for TDC A/S and peers, 2003-2009 

Source: Own contribution based annual reports for TDC, TeliaStofa, Telenor A/S, Belgacom, KPN and Swisscom. 
Note I: The numbers reflect reported figures for each individual year. Organic growth refers to revenue growth adjusted for acquisitions and divestments. 

Note II: Telenor figures include Cybercity A/S, Tele2 A/S and the former Sonofon. Stofa is considered YouSee’s closest peer.  
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2003 2004 2005 2006 2007 2008 2009

DKKm

Revenue as reported in individual annual reports Revenue growth (rhs) Organic revenue growth (rhs)

2003 2004 2005 2006 2007 2008 2009 Q2 2010

TDC A/S - tota l  revenue (DKKm) 41,413 43,570 46,588 47,429 39,321 38,819 35,939 18,236

Reported revenue growth -1.4% 5.2% 6.9% 1.8% -17.1% -1.3% -7.4% 2.2%

Organic revenue growth 0.6% 3.4% 4.2% 1.7% -0.9% -2.4% 0.0% 0.0%

Revenue per full-time employee (DKKm) 2.0                   2.1                    2.3                   2.5                   2.3                   2.6                   2.8                   n/m

Belgacom - tota l  revenue (EURm) 6,100 6,065 5,986 6,065

Reported revenue growth 7.1% -0.6% -1.3% 1.3%

Organic revenue growth -0.9% -0.6% -2.2% 0.0%

Revenue per full-time employee (DKKm) 2.5 2.5 2.6 2.7

KPN - tota l  revenue (EURm) 11,941 12,461 14,427 13,451

Reported revenue growth 1.1% 4.4% 15.8% -6.8%

Organic revenue growth 1.4% 0.5% -0.3% -3.5%

Revenue per full-time employee (DKKm) 3.4 2.1 2.9 3.0

Swisscom - tota l  revenue (CHFm) 9,653 11,089 12,198 12,001

Reported revenue growth -0.8% 14.9% 10.0% -1.6%

Organic revenue growth -2.2% 0.3% 0.3% -0.5%

Revenue per full-time employee (DKKm) 3.2 3.3 3.5 3.4

Telenor A/S - tota l  revenue (DKKm) 6,012 3,201 3,597

Revenue per full-time employee (DKKm) 4.4 3.9 3.5

YouSee - tota l  revenue (DKKm) 2,852 3,201 3,597

Revenue per full-time employee (DKKm) 2.6 2.7 2.8

(Telia) Stofa - tota l  revenue (DKKm) 942 1,037 1,024

Revenue per full-time employee (DKKm) 2.1 2.3 2.2
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8.2.2 DEVELOPMENT IN EBITDA AND EBITDA MARGINS 

Focus will now turn to growth in earnings – measured at EBITDA level, as EBITDA is used to calculate the 

part of IRR related to growth in earnings. The development in earnings for TDC and selected peers is 

shown below.  

Exhibit 21. Development in EBITDA and EBITDA margins for TDC A/S and peers, 2003-2009 

Source: Own contribution based annual reports for TDC, Telenor A/S, Stofa, Belgacom, KPN and Swisscom. 
Note: The numbers reflect reported figures for each individual year. Organic EBITDA growth refers to growth in EBITDA adjusted for acquisitions and divestments. 

 
 

 

 

The exhibit shows that TDC has improved EBITDA margins significantly since NTCH gained control of the 

company. The margin improvement has amongst other things been driven by a reduction of the size of 

their workforce.  NTCH’s aim was to decrease the workforce by 5-7% annually as a mean of compensation 

for the decrease in revenues. The workforce reduction has however been more extensive due to 

cancelling of the announced reassignments of employees. In 2008 alone, the workforce was reduced by 

nearly 15.2%. Since 2004, the number of employees has been reduced by 4,451, where 3,208 is a result of 

redundancy programs(see app 36). The reduction is also a result of consolidation of 14 call centers into 4 

2003 2004 2005 2006 2007 2008 2009 Q2 2010

TDC

EBITDA 11,654 12,432 13,003 13,665 12,498 13,175 13,046 6,695

EBITDA adjusted for restructuring costs 9,984 11,817 12,035 12,327 12,037 11,947 12,054 n/a

Organic EBITDA growth 475 594 (658) 446 738 382

EBITDA margin 28.1% 28.5% 27.9% 28.8% 31.8% 33.9% 36.3% 36.7%

Adjusted EBITDA margin 24.1% 27.1% 25.8% 26.0% 30.6% 30.8% 33.5% n/a

Personnel expenses per full-time employee (DKKm) 0.4                0.4                0.4                0.4                0.4                0.4                0.4                n/a

Personnel expenses in % of revenue 19.8% 18.4% 16.4% 15.9% 18.2% 16.8% 15.3% 14.8%

Belgacom

EBITDA margin 35.2% 34.2% 31.8% 32.4%

Personnel expenses per full-time employee (DKKm) 0.5                  0.5                  0.5                  0.5                  

Personnel expenses in % of revenue 18.1% 18.5% 18.8% 18.3%

KPN

EBITDA margin 40.5% 39.3% 35.1% 37.6%

Personnel expenses per full-time employee (DKKm) 0.4                  n/m 0.5                  0.5                  

Personnel expenses in % of revenue 12.6% 13.1% 15.4% 15.7%

Swisscom

EBITDA margin 39.2% 40.6% 39.3% 38.9%

Personnel expenses per full-time employee (DKKm) 0.8                  0.7                  0.7                  0.7                  

Personnel expenses in % of revenue 23.6% 22.0% 20.2% 21.5%

Telenor A/S

EBITDA margin 26.8% 26.0% 22.9%

YouSee

EBITDA margin 28.5% 30.1% 31.7%

(Telia) Stofa

EBITDA margin 23.3% 17.5% 16.2%
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centers and the ongoing outsourcing of business activities91. Outsourcing of mobile network operations 

and mobile terminal sale to large business customers have also contributed to the decline in the number 

of employees.  

TDC is still behind some of its international peers, KPN and Swisscom, when looking at the absolute level 

of EBITDA margin. However, as the case with revenues the development has been positive. In the period 

since NTCH’s entry, TDC has managed to improve margins, whereas the margins of peers have been stable 

or slightly declining. Compared to domestic competitors, Telenor Danmark and Stofa, TDC’s performance 

have also been relatively strong. YouSee has for example increased its EBITDA margin more than 3%, 

whereas the domestic competitor, Stofa, has struggled with decreasing margins. 

Conclusion: Despite the flat top-line, TDC has managed to improve margins. Due to TDC’s many 

divestments over the past years, the absolute level of EBITDA has actually declined. However, for the 

purpose of measuring the EBITDA growth effect on IRR, I have outlined the organic EBITDA growth since 

NTCH’s entry. In the period february 2006-august 2010 the organic growth in EBITDA has been DKK 

1,478m92. This figure will be used to calculate the EBITDA growth effect. Combined with the EBITDA entry 

multiple (see section 8.4) the total value contribution from EBITDA has been DKK 11.6bn93. 

 

 

 

 

 

 

 

 

 

 

                                                                 

91
 TDC annual report 2009, page 18. See app 36 for overview of reduction in full-time employees since 2004 

92 Based on (11/12) of the 2006 organic EBITDA growth and (8/12) of the 2010 organic EBITDA growth. See Excel spreadsheet for further information. 
93 With the given research method, the contribution of EBITDA growth is calculated by multiplying the change in EBITDA between entry and exit with the EBITDA 
multiple at entry. 
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8.3 FREE CASH FLOW EFFECT 

The free cash flow effect is frequently reffered to as the ‘de-leveraging’ effect as it considers cash flows 

generated over the holding period used to pay down debt and pay out dividends. Cash flow generation is 

naturally influenced by the EBITDA growth, but also by rationalization of corporate operations or 

reduction of capital requirements. In exihibit 22 below, operational factors such as the working capital 

and investment level are therefore presented. 

There has been no significant changes in the magnitude of capex. TDC has kept a relatively stable capex 

level in both nominal terms and compared to revenue. However, measured as a percentage of EBITDA the 

capex level has decreased, and thus a larger portion of earnings have been used to either pay down of 

debt or dividends instead of reinvesting. This could indicate that TDC has had a more strict capex regime, 

i.e. strong capex prioritization, since NTCH’s entry. This will be discussed further in a later section.  

Net working capital has been improved, most notably due to an increase in trade payable days, and TDC is 

now on par with KPN in this sense. The numbers could illustrate that management of accounts receivables 

and payables has been tighter in recent years, and that TDC has kept a strong focus on payment 

procedures.  

All in all, despite its high capital requirements, TDC must be considered as a strongly cash-generating 

company with a relatively stable cash conversion. Part of the debt reduction has also been driven by 

divestments of international assets94 and actions such as a sale and leaseback agreement of certain 

properties. These actions will be discussed later. 

As shown in exhibit 22, TDC has reduced its NIBD significantly since 2006. The total debt reduction 

accounts to DKK 25.5bn. Furthermore TDC has paid out a total of DKK 9.4bn in dividends. The sum of 

these figures will be used to calculate the free cash flow effect’s contribution to the overall value creation. 

 

 

 

 

 

                                                                 

94 c.f. TDC’s annual report 2007, page 2 – the principal part of the DKK 13.8bn reduction in 2007 was due to divestments of Talkline,Bite and One.  
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Exhibit 22. Development in NIBD, overview of dividends paid out since NTCH’s entry and key balance sheet figures 

Source: Own contribution based annual reports and press releases for NTCH and TDC. 
Note I: The extraordinary dividend made March 2006 has been ignored as it was simply part of a debt pushdown. 

Note II: FCF is calculated as NOPLAT – non-cash operating expenses – investments in NWC - capex. 
Note III: It should that all values stated are measured at book value and thereby can deviate from fair value.  
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Q1 2006 FY end 2006 FY end 2007 FY end 2008 FY end 2009 Q1 2010 Q2 2010

Cash and cash equivalents Senior loans EMTN Other loans Loans

Distributed dividends Q1 2006 FY end 2006 FY end 2007 FY end 2008 FY end 2009 Q1 2010 Q2 2010

DKKm 0 694 636 2035 5992 0 0

Key figures (DKKm) 2003 2004 2005 2006 2007 2008 2009 Q2 2010

TDC

EBITDA 11,654 12,432 13,003 13,665 12,498 13,175 13,046 6,695

"Free cash flows" n/a 7,410 2,353 5,501 7,143 4,901 6,591 n/a

Cash conversion rate (FCF/EBITDA) n/a 60% 18% 40% 57% 37% 51% n/a

FCF as % of revenue n/a 17% 5% 12% 18% 13% 18% n/a

PPE turnover 1.6                1.7                1.8                1.9                1.6                1.6                1.8                n/a

Capex (excl . Acquis i tions) 5,505 5,254 5,654 5,305 5,207 5,134 4,950 2,107
Capex as % of revenue 13.3% 12.1% 12.1% 11.2% 13.2% 13.2% 13.8% 11.6%

Capex as % of EBITDA 47.2% 42.3% 43.5% 38.8% 41.7% 39.0% 37.9% 31.5%

Net working capita l (3,156) (5,063) (2,669) (1,939) (4,558) (4,456) (5,665) n/a

Net working capital as % of revenue -7.6% -11.6% -5.7% -4.1% -11.6% -11.5% -15.8% n/a

Average inventory days 17                 14                 14                 14                 19                 15                 12                 n/a

Days outstanding, trade receivables 71                 64                 60                 62                 61                 67                 65                 n/a

Days outstanding, trade payables 143              125              125              105              149              177              192              n/a

Belgacom
Capex as % of revenue 11.1% 10.3% 12.8% 9.8% n/a

Net working capital as % of revenue -6.7% -6.4% -7.9% -6.6% n/a

Days outstanding, trade receivables 72                 70                 73                 66                 n/a

Days outstanding, trade payables 198              195              229              196              n/a

PPE turnover 1.5                1.6                1.9                1.8                n/a

KPN
Capex as % of revenue 13.8% 13.5% 13.3% 13.1% n/a

Net working capital as % of revenue -8.0% -10.7% -14.3% -17.1% n/a

Days outstanding, trade receivables 39                 49                 37                 32                 n/a

Days outstanding, trade payables 298              356              501              473              n/a

PPE turnover 1.5                1.6                1.9                1.8                n/a

Swisscom
Capex as % of revenue 13.7% 18.3% 16.8% 16.6% n/a

Net working capital as % of revenue 1.1% -1.0% -1.1% -2.4% n/a

Days outstanding, trade receivables 76                 94                 82                 87                 n/a

Days outstanding, trade payables 233              300              248              273              n/a

PPE turnover 1.7                1.3                1.5                1.5                n/a



Master thesis        Copenhagen Business School 

Summer 2010 Christian Elletoft Aaen  61 

8.4 MULTIPLE EFFECT 

The market conditions naturally also play a role in the value creation. In this section I will look at the 

development in EBITDA multiples in the industry and the change in mutliple between NTCH’s entry and 

exit. In the context of my research method (based on CapitalDynamics study), the contribution of the 

multiple effect is determined by multiplying the multiple change between entry and exit with the EBITDA 

at entry.  

Exhibit 23. Calculation of multiple effect contribution and illustration of EV/EBITDA multiple level in the telecom sector  

Source: Multiple effect calculation is own contribution. EV/EBITDA multiple development is partly based on UniCredit research report, 19 December 2009. 
Note: The multiples shown are forward multiples. My calculation of NTCH’s entry and exit multiple is based on historical (ttm) numbers. 

 

 

EV/EBITDA multiples in the telecom industry are on average down by  1.5 times from Q4 2005 (the time 

when NTCH made their final offer of DKK 282 per TDC share) until today. For NTCH’s there will also 

definetely not be any multiple expansion to drive the value creation. Based on my calculations the 

multiple change between entry and exit is -2.2x.  

A “buy low, sell high” strategy has been impossible. The time following the financial crisis has been a poor 

time to sell given the multiple collapse. One thing is the temperature in the capital markets. A multiple 

change can however also be attributed to so called strategic repositioning. The negative multiple effect 

could also indicate that NTCH paid a too high premium for TDC. Or that they by narrowing TDC’s focus to 

Denmark (the Nordics) have lacked interest from strategic buyers and thereby limited the number of exit 

roads95. One could also argue that TDC with its stable earnings, but no topline growth will become a stock 

with bond characteristics when reintroduced on the stock exchange. 

                                                                 

95 Viewpoint from tele expert John Strand  in the article: ”Ekspert: TDC har gjort sig uinteressant”, Berlingske, 24 November 2009 

Enterprise value for 88.2% of the 

shares in TDC A/S paid by NTCH
91.1             
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8.5 CONCLUSION ON IRR “DECOMPOSITION”  

The purpose of the IRR “decomposition” was to analyse how the direct value levers had contributed to 

NTCH’s overall return. Each lever has been analyzed separately above. First the impact from financial 

leverage was calculated. It showed that leverage accounted for 41% of the value created. The further 

analysis showed that TDC’s overall EBITDA had decreased due to its many divestments, but that the 

company still has managed to increase organic EBITDA. The EBITDA growth had entirely been driven by 

improved margins, not sales growth. In regards to the free cash flow effect, the analysis showed that TDC 

has succeded in a substantial debt reduction and simultaneously paid out large dividends (which for 

NTCH’s part has been used to service high-yield bonds). Finally, it was concluded that multiples in the 

capital markets had significantly decreased over the past years, and that NTCH probably will get a lower 

exit multiple than the multiple paid at entry.  

In order to quantify to last three effects, I have first taken the sum of the effects’ value contributions. The 

individual value contributions percentage of the total sum have then been weighted by the unlevered IRR 

(e.g. for the EBITDA effect the calculation has been [DKK 11.6bn/14.4bn] * 6.65%). The result is shown in 

exhibit 24.  

 

Exhibit 24. IRR “decomposition” – overview of each value lever’s contribution to the expected IRR for NTCH 

Source: Own contribution based on methodology from CapitalDynamics study. 
Note: A correction factor has been necessary as EBITDA has increased, while multiples have decreased. Without a correction factor the effect on EV from EBITDA 

growth would be less pronounced than if there had been no multiple change. The correction factor is calculated as EBITDA growth * multiple change. 
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A conclusion of the quantifiable value levers’ contribution to value creation is therefore that the leverage 

has driven 41% of the total IRR. Rest of the value creation is generated by operational effects (i.e. EBITDA 

growth and free cash flow effect) as the market effect (i.e. development in multiples) has been negative. 

However, tt is important to emphasize that value creation could have been assessed in many other ways, 

and most likely with different results. Further it can not be concluded that the IRR had been 13.3% larger 

if multiples had not fallen. As mentioned previously, I consider decomposition of returns to be an 

imprecise science. Therefore I believe that quantitative studies such as the one just presented, always 

must be backed up with a qualitative assessment, which is focus in the next section. 
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9 QUALITATIVE BUYOUT ASSESSMENT – DISCUSSION OF VALUE GENERATION 

The following section analyzes and discusses the so called secondary, “soft” value levers, which may 

indirectly have had an impact on the performance in TDC since NTCH’s entry. It could be issues related to 

strategy, management and governance. The purpose of the section is to enhance the understanding of 

the quantitiative analysis made above. It will also illustrate that the primary and secondary value levers 

are interconnected. The qualitative assessment is divided into two part, which analyses changes in TDC’s 

strategic direction and changes in TDC’s governance model. 

 

9.1 STRATEGIC DISTINCTIVENESS 

When a PE fund enters a company it will have a “blueprint” of the investment thesis and actions to be 

made in order to realize a high return. Often the investment case involves some degree of changing or 

altering the strategy in the acquired company. Increasing strategic distinctiveness, i.e. redefining key 

strategic variables, is often mentioned as an important source of value creation following a PE takeover96. 

In this section I will look at the changes in TDC’s strategic direction with NTCH as owners. It starts with a 

dicussion of a change in TDC’s portfolio/M&A strategy. 

 

9.1.1 ACTIVE PORTFOLIO MANAGEMENT – NTCH HAS CHANGED TDC ’S M&A STRATEGY  

Two approaches to increase strategic distinctiveness have been observed to be relatively common in PE 

buyouts97; these are refocusing on core activities or the so called ‘buy-and-build’ strategy. A refocusing 

strategy typically involves removal or divestments of products, markets or subsidiaries that are thought 

inefficient, whereas the purpose of the latter can be to consolidate the market or to achieve growth by 

means of acquisitions.  

The TDC buyout seems to have some elements of both strategies: “In 2006, TDC embarked on a strategy 

to concentrate on its core markets and become a clear and focused Nordic leader”98. The quote illustrates 

that the new owners have had a different view on how to manage TDC’s corporate portfolio and balance 

investment opportunities against available capital. I will try to analyse the rationale behind this strategy 

and analyse how it may have created value. 

                                                                 

96 Gottschalg (2005), Bain & Co.: PE’s road map to profits (2006), etc. 
97 Gottschalg (2005) 
98 TDC annual report 2009, page 16 
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SOME BACKGROUND; RATIONALES FOR DOING M&A IN THE INDUSTRY AND TDC’S HISTORY  

In order to facilitate the discussion, I will briefly touch upon rationales for doing acquisitions in the 

telecom industry and draw som parallels to TDC’s history. Telcos are as other companies faced with the 

question of how to compete and where to compete, in terms of both services and geography. Acquisitions 

can be a lever to widen the strategic scope of a company. In the telecom industry, potential drivers and 

rationales for doing acquisitions could be99: 

 

I will keep these rationales in mind, when continuing the discussion of NTCH’s changes to TDC’s M&A 

strategy, but first I will focus at TDC’s expansion strategy prior to NTCH’s entry: TDC was rather active with 

respect to acquisitions in the period following its privatization and grew to become a European rather 

than a Danish telco100. TDC was however not the only telco that grew by means of acquisitions in this 

period. The period of liberalization of the European telcos happened just a couple of years prior to the 

burst of the IT bubble101. The bubble has been said to fuel “a large scale M&A process where operators 

chased scale, footprint and in some cases anything that had either ‘com’ or ‘data’ in its description”102. 

Thus, out of the above mentioned M&A rationales, it seems as if many telcos were expanding 

internationally to benefit from foreign growth or to offset the saturation in domestic markets. TDC was 

included in the M&A race. From the first share issue in 1994 (see app 8), TDC yielded appromimately DKK 

19bn. This led to a reduction of long term debt to DKK 3.7bn and a huge increase in the cash balance103. 

However, a large part of the proceeds from the share issues was in the following years also used to 

finance part of the acquisitions of a 16.5% stake in Belgacom, 100% of the German celluar reseller 

Talkline, 44% of the Swiss operator Newtelco (i.e. Sunrise) and other international assets. In 1997 TDC 

actually stated in their annual report that part of the company mission was to “develop profitable 

business in foreign markets”104. Other than the investments were focused to landline and celluar 

businesses, it is unclear to me whether there was a coherent strategy for the international expansion. It 

can be difficult to see what the underlying strategic logic was behind TDC’s expansion, when a lot of the 

investments made did not lead to majority ownership stakes.  

                                                                 

99 Own contribution with inspiration from Booz & Co. (2008) 
100

 Spliid (2007) 
101 Denmark was in 1996 one of the first countries to fully liberalize the sector. A number of countries followed in 1998. Portugal and Greece were among the last in 
the period 2000-2001. (Spliid, 2007) 
102 Deutsche Bank: Industry focus – Telecommunications (2007) 
103 Spliid (2007) 
104 TDC annual report 1997, page 5 
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In August 2002, an analyst wrote the following in an equity research report:  

“TDC’s domestic market, small, largely mature and highly competitive, provides modest scope for future 

growth. (…) TDC has explored international expansion with a substantial investment in Switzerland as well 

as stakes in German, Polish and Austrian markets (to name but a few). However, a levered balance sheet 

has left TDC without the cash to consolidate these positions and a portfolio of minority assets from which 

it will be difficult to realize synergies. We believe that disposals of these international operations to focus 

on its “core” markets Denmark and Switzerland is the most likely strategic path for the group over the next 

18 months”105 

So already back then, equity analysts were arguing that it could seems as if TDC’s management was 

strongly focused on growth, but that the international expansion did not benefit significantly in terms of 

synergies to the Nordic business. Lubatkin & Lane (1996) has presented an analysis of frequent fallacies 

associated with mergers and acquisitions. They argue that M&A often fail to create value, and argues 

against some common beliefs for doing acquisitions106. Lubatkin & Lane states that: 

i. Risk is not reduced through firm level diversification  

ii. A firm should not secure long-term growth perspectives by acquiring growth businesses (using ‘cows 

to fund stars’ might be self-defeating. Cash cows are not necessarily a bad thing on their own) 

iii. It is a misconception that acquisitions will turn out profitable when acquiring a business somewhat 

related to the core business 

I will try to relate these arguments to the telecom industry and TDC’s international expansion strategy, as 

it might be some of the same thoughts that NTCH did when they assessed TDC’s corporate portfolio:  

- Managing geographically dispersed telcos might have been difficult and cross border synergies 

might have been relatively modest  

- TDC might have been growth-oriented, but lacked a clear expansion strategy 

- Investors can diversify themselves by acquiring a share in TDC and shares in other international 

telcos 

- TDC might have become less focused on earnings and where money was earned, as long as the 

overall return was acceptable, which could be a result of TDC’s background as a state-owned 

company107 

- Due to relatively well-developed telecom infrastructure in Denmark, TDC might have had significant 

expertise (e.g. within establishment and operations of services, internet activities, transmission 

                                                                 

105 Deutsche Bank Equity Research: TDC – The Domestic Challenge, 17 August 2002 
106 Lubatkin & Lane: “Psst… The merger mavens still have it wrong”, 1996 
107 C.f. discussion with Kasper Knokgaard 
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intallation, etc.108) that could be applied in countries where the telecom sector was gradually 

liberalized. This expertise might have been important at the time, but might have become diluted 

over time109 

- The fact that TDC acquired a lot of telecom companies might not have enabled the whole (i.e. the 

TDC group) to become more valuable than the sum of the parts 

 

REFOCUSING STRATEGY: GEOGRAPHICAL FOCUS, DIVEST NON-CORE ACTIVITIES 

In the following, I will discuss NTCH’s reasons for divesting several international actitivies. At the time 

NTCH acquired the majority in TDC, the company had activities in more than 10 European countries. 

However, as stated it was a clear goal for NTCH to divest these activities. In TDC’s 2002 annual report, 

management said that: “International revenues and earnings play an increasingly important role in TDC’s 

financial success”110. For NTCH international divestments have played an important role for their 

investment case. In NTCH’s holding period TDC has made five significant international divestments. These 

are divestments of Bite (Latvia/Lithuania), Talkline (Germany) and One (Austria) already in 2007, 

Polkomtel (Poland) in 2008 and Invitel/HTCC111 (Hungary) in 2009. In several of these cases, TDC did not 

have complete control and ownership, which as stated above by the equity analyst could make it difficult 

to realize synergies. The companies contributed approximately 50% of revenues, but only 29% of EBITDA 

in TDC in 2005, and where in NTCH’s eyes not able to provide synergies to the core business112. 

It seems that NTCH has seen the international activities as peripheral and not part of TDC’s competitive 

advantage. In such cases companies should assess their corporate portfolio, in order to conclude whether 

they are the natural owner of the business or whether it should be sold of to someone, who would 

ascribe a greater value to the business113. I believe that this resource allocation process has been an 

important value lever in the buyout. Furthermore it has reduced the complexity in TDC and made the 

business more transparent. The divestments have naturally also enabled TDC to bring down its debt 

substantially. The free cash flow (i.e. the deleverage) effect in the IRR “decomposition” might therefore 

also be somewhat overstated or misunderstood, as the debt reduction to a large extent has been driven 

by divestments and not solely TDC’s ability to generate cash flows.  

                                                                 

108
 TDC annual report 1997, page 19 

109 C.f. interview with Eva Berneke 
110

 TDC annual report 2002, page 3 
111 One of Hungary’s largest telecom providers, where TDC’s ownership pct has changes several times. In 2008 the company changed name to Invitel 
112 TDC annual report 2009, page 16 
113 Wenger et al (2007), ”The new dynamics of managing the corporate portfolio”, McKinsey Quarterly 
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In the exhibit below I have made a personal assessment of TDC’s portfolio in 2005 based earnings and 

“natural ownership” in order to identify TDC’s core business areas. The concept of natural ownership is of 

course very subjective. I have thought of the differences TDC could make as owner in the businesses (e.g. 

technical expertise), market position potential, possibilities of cross-sale, cost synergies, and so on. 

Exhibit 25. Changes in TDC’s geographic exposure (2005-2010) and subjective assessment of TDC’s portfolio 

Source: TDC annual reports, OneSource database and internet research, and own version of model shown in “The new dynamics of managing the corporate portfolio”. 

Note: The placement on the EBITDA margin “axis” is based on the years leading up to the divestment and relatively to the total group, i.e. Bite had an average EBITDA 
margin of 18.1% in the years 2004-2006. The total group realized an EBITDA margin of 28.8% in 2006. The margin for One is unknown. 

 

 

 

 

Natural ownership is not straightforward, and others will probably have a different view on the matter 

and argue that the assessment is biased by the actual actions made by NTCH. The assessment does not 

suggest that TDC should merely redeploy its capital to the fixnet business. However, it is meant to 

illustrate that the strategy has clearly been to sell off the assets, if another party can make better use of it 

(i.e. value it higher). NTCH has probably done a sum of the parts valuation, and concluded that by splitting 

up TDC certain values could be brought out into the open. This can partly be confirmed by the price 

achieved by TDC when selling the assets. When TDC sold Bite and Talkline they got prices that 
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corresponded to a multiple of repectively 15x and 7.75x EBITDA114. Analysts also concluded that TDC 

would have gotten a very good price for Sunrise in the blocked merger with France Telecom115. The 

divestments can of course also be seen as a necessity due to TDC’s heavy debt burden, however due to 

the considerations made above I still believe that the divestment strategy follows a sound strategic logic.  

It needs to be said, that TDC might already have been in the process of divesting stakes in companies 

operating in markets considered non-core illustrated by divestments of Belgacom and TDC Directories in 

2004. Whether the divestments after NTCH’s entry represent a strategic change or continuation is of 

course a subjective judgement call. 

 “BUY-AND-BUILD”: STRATEGIC ACQUISITIONS IN CORE MARKETS  

Whereas TDC has divested several international assets, the company has also made a number of domestic 

acquistions, which can be seen as a small ‘buy-and-build’ strategy. This focuses on increasing the firm’s 

scale of operations or simple to consolidate markets to remove competition/excess capacity from the 

industry. The acquisitions made during NTCH’s ownership have primarily been small supportive 

acquisitions to solidify TDC’s market positioning in Denmark.  

TDC has acquired a number of cable tv municipalities116, which have given TDC/YouSee access to end 

users in antenna associations that were otherwise difficult to reach (c.f. strategic analysis). In the mobile 

and broadband market TDC has maintained a strong grip of the market partly by acqusitions. TDC has 

acquired Unotel and Fullrate. The Fullrate acquisition is somewhat similar to the acquisition of Telmore 

some years ago; Fullrate has a no-frill concept that is simple for customers to understand and asset-light 

operations (no retail outlets, online sign-up, minimal number of employees).  

In regards to the threath from the fiber infrastructure, TDC might have made a really strong strategic 

move. In 2009 the company acquired DONG Energy’s fibre activities in Greater Copenhagen and Northern 

Zealand (densed area with large potential customer platform). The takeover led to a DKK 677m 

impairment loss for DONG117, which could indicate that TDC has negotiated an attractive price118. 

Furthermore TDC has suddenly gained a strong position within the fiber network market. The acquisition 

can turn out to be pretty smart: For a number of years TDC’s cable asset has been a technological hedge 

on the broadband growth and TDC has utilized its existing technology (copper) to provide broadband. As 

an already installed infrastructure, the copper technology has had low capex requirements, but has in the 

                                                                 

114 TDC management presentation, June 8 2007, by Hans Munk Nielsen 
115

 Articles, Berlingske Tidende 29 April 2010, Børsen 16 August 2010 
116 Esbjerg Municipality’s Cable TV, Fredericia Cuty Net, Guldborgsund City Net, Køge City Net 
117 Annual Report, DONG Energy, 2009 
118 Article, “Analytikere: TDC has gjort en god handel”, Computerworld 
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short term still been able to provide sufficient bandwidth to customers. In the meantime the Danish 

electricity companies have spent several billions on establishing fiber networks without really getting a 

foothold in the market (at least not enough to justify the size of the investment in the short term). The 

economic attractiveness of new technologies and networks must be of course be assessed. TDC might 

have judged that it previously has been difficult to make an economically sound case for fiber networks, 

but by acquiring DONG’s activities they now have a network and therefore has hedged their risk against a 

major shifts towards fiber-based tecnologies and products.  

So how can the recent acquisitions been seen as part of the value creation? The acquisitions have 

relatively small and been within a narrow geographic scope, why TDC’s management’s time has become 

less thinly spread119. The acquisitions has driven a consolidation and thereby eliminated competition in 

the markets. Finally they may have had lower implementation risk. Again, it could be argued that TDC has 

continued a process that was already started (i.e. “Telmore-like” acquisitions). 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                                 

119 c.f. interview with Eva Berneke 
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2.4 MORE CUSTOMER-CENTRIC ORGANISATION? 

 

In the strategic analysis, it was noted that operators are facing the risk that their services are becoming 

commodities and that this could lead to operators becoming “dumb pipe providers” if they cannot 

differentiate their offerings. In this section, the thesis will briefly discuss whether TDC has become more 

customer-centric and market-oriented under NTCH’s ownership. 

 

In 2009 TDC dissolved the previous Fixnet Nordic and Mobile Nordic business lines, and instead created a 

Consumer and a Business division. In the old organization TDC was structured around technologies. With 

the new organization, business lines are instead focused around the customers and perhaps more 

market-focused. A segment-oriented organization can build distinctive customer knowledge, help develop 

customer-oriented offerings and help to leverage full customer revenue potential through cross-selling120. 

In the strategic analysis it was argued that customers want personalized solutions, but do not think in 

technology silos. The commercial reorganization might therefore be an important step in becoming a 

more customer-centric company. Based on publicly available information it is difficult to assess whether 

TDC has become more customer-centric (i.e. data on churn, customer satisfaction, etc. would be needed) 

and conclude that the reorganization has or will create value, but the reorganization has significant 

potentials; by building an integrated customer approach (e.g. one “face” for residential customers), it is 

easier to develop convergence solutions, target marketing, identify the total value of the customer and 

potentially increase ARPU by targeted cross-selling. When structured into business lines based on their 

customers, TDC might become better at utilizing the strength and opportunity of being a full-service 

operator. Telecom expert John Strand has stated that TDC today seems to be less scared of bringing new 

products to the market: “The former management team was more scared of introducing new products, 

and thereby cannibalizing on their traditional revenue streams”121. This discussion will be continued 

below.  

 

MULTI-BRAND STRATEGY 

TDC’s annual report states that part of TDC’s transformation since 2005, is a shift from a single-brand to a 

multi-brand strategy. Why has TDC not gathered all companies under one brand umbrella? Why has 

acquired companies such as Fullrate and Telmore been kept as separate brands? And why has the former 

                                                                 

120 McKinsey Quarterly, Competing through organization agility, December 2009 
121 Quote, John Strand, from P1 Business podcast 
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TDC Cable TV been rebranded as YouSee? The multi-brand strategy increases the number of 

differentiated offers (different customer focus, different channels, etc. – see positioning in app 37) and 

can therefore be a strategic hedge against consumer migration and a recognition of the power of using 

branding to adress and serve different segments. TDC probably could not defend all customer segments 

with a single brand as some customers are driven by price and some by service,  and therefore seek 

differentiated offers. The founder of Telmore has illustrated how customer behaviour can be relatively 

sophisticated: “(…) a businessman might be a customer of TDC for his work purposes, but use Telmore to 

provide voice and SMS access for his children”122. Brands such as Fullrate, Unotel, YouSee and Telmore 

might therefore be useful vehichles for market segmentation, as they have other value propositions than 

TDC, but still keep customers within the TDC group. Furthermore the multi-brand strategy introduces 

internal competition in TDC.  

 

COUNTERACTING COMPETITION AND STRONG POSITIONING IN “NEW” MARKETS 

When looking at TDC’s current market shares it must be said that TDC has managed the transition away 

from PSTN and the saturation of the mobile market relatively well. John Strand has argued that TDC has 

been less scared of cannibalizing old revenue streams. It is difficult to say whether this has its foundation 

in a more customer-centric organization, but I believe that TDC has been relatively strong at 

counteracting competition from new players (e.g. the utilities) and in recognizing that TDC’s future 

revenue streams must come from various segments and in new ways. TDC has gained relatively strong 

positions within VoIP, IP-TV and recently the company introduced the broadband-based multi-play 

products HomeDue and HomeTrio. Bundling can be seen as a way to reduce churn and increase market 

share in the mature markets and can potentially encourage customers to spend more (increase ARPU) 

and enhance customer loyalty by increasing switching costs. The utilities have tried to convince the 

consumers about the superiority of their bundled packages, but has not achieved substantial commercial 

success as shown in the strategic analysis. TDC has had more success with selling their multiplay packages 

and has practically driven the entire growth in bundled services. Within a year TDC has gained a 62% 

market share in the triple play market and has won 86% of all new triple-play customers since the 

introduction of HomeTrio (see app 38). Overall it must be concluded that TDC has shown an impressive 

ability to gain a strong market position in the expected new growth markets despite the strong 

competition.  

 

                                                                 

122 Quote by Allan Christiansen in the case ’Disruption in the Danish Mobile Market’, (http://www.esmt.org/fm/479/ESMT-304-0019-1M.pdf) 



Master thesis        Copenhagen Business School 

Summer 2010 Christian Elletoft Aaen  73 

FIRST MOVER IN BUNDLING MUSIC SERVICES WITH MOBILE PLANS – TDC PLAY 

In 2008 TDC launched a new service called Play. The service offers unlimited downloads and streaming of 

millions of music tracks – the service is free of charge for TDC’s mobile subscribers and YouSee’s 

broadband subscribers. TDC was the first telecom operator in the industry to introduce a digital music 

platform. TDC has paid the Danish royalties collection agency (KODA) a flat fee of DKK 80m for access to 

the musis downloads. The access is then available to TDC’s customers for no extra fee.  

What is in it for TDC? Play has been attempt to increase switching costs for private mobile and broadband 

customers, who would otherwise be illoyal to their provider. The service locks customers to their TDC 

subsribtion in the sense that the customers lose their whole collection of music if they leave TDC as a 

customer. Today, a significant percentage of TDC’s subscribers use Play and according to Strand Consult 

TDC’s churn has been 57% lower than other broadband providers since the introduction of Play123.  

 

2.4 MODERNISATION OF IT INFRASTRUCTURE, OUTSOURCING AND FOCUS ON CORE 

COMPETENCIES 

As emphasized in the strategic analysis, TDC operates in an industry with rapid shift in technologies. The 

ability to respond effectively to these changes, is thus a key value driver. Time-to-market, decreasing 

product delivery time and improving the customer intimacy becomes of increasing importance. 

Furthermore, with no topline growth companies must continue to look for opportunities to improve 

operational efficiency and for ways to free up capital to deploy in strategic areas. In order to do so, TDC 

has focused on outsourcing of low-margin areas that are not thought to be part of TDC’s competitive 

advantage124: In 2007 TDC outsourced several IT services to CSC. Shortly after TDC entered into an 

agreement with Ericsson regarding operation and maintenance of the mobile network in Denmark and 

with TopNordic, who has taken over sales of mobile phone terminals and administration of TDC employee 

broadband solutions125. And in 2008 Sunrise outsourced the entire network operation and maintenance 

to Alcatel-Lucent126, whereas customer care and network planning remained within the company. It is 

difficult to say whether this has been value creating, but again it has reduced the complexity of TDC’s 

business and narrowed management’s focus.  

                                                                 

123
 Paid Content: http://paidcontent.co.uk/article/419-danish-isp-tdc-preps-ipo-after-bundled-music-success/  

124 TDC annual report 2009, page 18 
125 Ementor TopNordic: http://www.atea.se/default.asp?ml=6796&naar=&p=6338 
126 TDC annual reports 
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The agreement with CSC included a replacement and restructuring of TDC’s IT infrastructure, which 

constituted numerous old and separet IT systems127. The plan intended to transform and consolidate the 

various number of local IT systems in each business into one overall unified enterprise IT system and the 

system should enhance the support for customers and sales, value added services and network 

operations in an integrated framework (see app 39). Again, it can not be concluded whether is has been a 

clear success and a value lever, but it shows that TDC has focused on securing its future competitiveness.  

 

2.4 SUB-CONCLUSION 

In TDC’s latest annual report it is argued that TDC has undergone significant changes since the ownership 

change in 2005/2006 and that the company has been transformed into a more focused, more efficient 

and commercially astute operator128. From the analysis above it is difficult to give a so precise conclusion, 

but the discussion illustrates that TDC definetely is a more focused operator today and has a more clear 

strategic direction. The financial analyses in the previous sector also showed that TDC is a more efficently 

driven (higher margins, stable performance) company today compared with five years ago. However, 

whether this a result of the PE ownership can not be concluded. The main redefinition of the strategy in 

TDC during NTCH’s ownership has been the focus on the (core) Nordic business and to divest foreign 

(non-core) subsidaries. In regards to organization, marketing and customer focus the changes has not 

been as substantial and the changes made could simply be a result of adapting to new market conditions. 

The most clear value lever is in my opinion the changed portfolio strategy. Unlike previous acqusitions, 

recent years acqusitions have been companies with closely related activities and related geographical 

scope.  This follows a sound strategic logic with the following rationales; a larger customer base available 

for cross selling, cost synergies in operating a joined customer base and capex spread over a larger 

number of customers. 

 

 

 

 

 

                                                                 

127 http://www.version2.dk/artikel/7210-tdc-outsourcer-it-for-milliarder 
128 TDC annual report, page 16 
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9.2 NEW GOVERNANCE MODEL – THE ACTIVE OWNERSHIP  

From time to time, the PE governance model is mentioned as one the key value drivers in PE buyouts, 

e.g.: “The source of their succces is the governance model they apply to the companies they own”129. 

Corporate governance refers to the system by which companies are directed and controlled  and the way 

that owners of a company interact with the management team in order to create greatest long-term 

value (Thomsen 2008).  

Why should the so called PE governance model be more value creating than that of public companies? 

Jensen et al. (1976, 2007) argue that the governance model in a PE-owned company becomes more 

efficient due to the concentrated ownership, more active boards focused on value creation and better 

monitoring and advising of the management. Also the financial leverage, more frequent management 

replacements and high powered incentives are thought as part of a more efficient governance model. In 

the following section I will look at the changes in TDC’s governance model following NTCH’s entry.  

 

2.4 REDUCTION OF AGENCY COSTS – SOME THEORY 

From a theoretical perspective the PE governance model is thought be value creating as it mitigates 

agency problems and thereby captures the value lost due to agency costs (Gottschalg 2005). Agency costs 

are a concept that refers to a type of internal costs, which arise in companies due to separation of 

ownership and control (Jensen & Meckling 1976). Public quoted companies generally have a dispersed 

ownership structure and the management often only has small, if any, equity stakes. This is what often is 

referred to as the problem of “separation of ownership and control”. The separation may lead to poor 

managerial monitoring by the owners/shareholders. Lack of monitoring can arise because many 

shareholders do not allocate enough resources to monitor managers simply because shareholders own 

too small equity stakes in the companies to make it worthwhile. This may lead to some degree of 

deviation from shareholder-value-maximizing decisions. The PE governance model is thought to reduce 

agency costs by:  

- Being a more concentrated ownership; a concentrated ownergroup makes it easier to align view 

on value creation plan  

                                                                 

129 Kehoe & Beroutsos (2006): A Lesson in Governance from the PE firms, Financial Times, 30 November 2006 
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- Reducing agency costs of free cash flows; leverage puts pressure on the management team and 

the company to create a sufficient cash flow to service debt, i.e. not to ‘waste money’ (Jensen 

1986).  

- Improve monitoring and control; continous evaluation of management and pressure on 

management to remove company inefficiencies or make difficult decisions such as cutting jobs 

and disposing business (Gottschalg 2005) 

 

2.4 CHANGES THAT POTENTIALLY HAVE LED TO A REDUCTION OF AGENCY COSTS IN TDC 

In this section it will be analyzed how TDC’s governance model has changed and discussed how these 

changes can be seen as part of the value creation. 

MORE CONCENTRATED OWNERSHIP 

When considering NTCH as a single owner, the ownership structure in TDC has definitely become more 

concentrated. This may have beneficial to TDC in the sense, that a concentrated ownership gives a more 

aligned focus on value creation. The discussion later will also show that the concentrated ownership has 

shortened the distance between owners and management as NTCH has been able to select the board and 

thus brought owner representatives in. Despite its status as a publicly listed company, TDC has had 

several large owners since its IPO in 1994. First the Danish state and thereafter the American telco 

Ameritech, who acquired a 42% stake in TDC in 1998130. So why should the current ownership be any 

different from the previous ownership groups, who have also been relatively concentrated? The Danish 

state may have had objectives that differed from shareholder value maximization such as development of 

the Danish telecom infrastructure. When Ameritech came in their focus was on an international 

expansion of TDC131. However, already in the end of 2008 Ameritech was taken over by another American 

telco, SBC, who wanted to focus on the US and thus had no particular interest in participating actively in 

the development of TDC132. Ameritech had however, made a commitment that they would stay as owners 

of TDC until January 2001133. SBC was therefore forced to keep the stake in TDC, and were not successful 

in exiting TDC until June 2004, where they sold their shares in TDC through an accelerated book building 

process. TDC therefore led a turbulent life in the beginning of the century. NTCH might have been a 

financial investor with the typical narrow focus on shareholder value (Thomsen 2008), and have had the 

                                                                 

130
 Source: TDC’s homepage – The TDC story 

131 Spliid 2008, page 317 
132 Spliid 2008, page 318 
133 Spliid 2008, page 319 
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incentive to closely monitor the company (Loos 2005) and the power to influence TDC’s strategic direction 

for example through representation on the board.  

BOARD COMPOSITION AND BOARD INVOLVEMENT 

A board monitors and provides advice to the management, and the board is thus an important part of a 

company’s governance model. TDC has a classical Scandinavian two-tier board system, where members of 

the board of directors monitor and ratify all major decisions (Thomsen 2008). In the following I will 

analyze changes in TDC’s board composition after NTCH’s takeover. Details on the board members can be 

seen in app 40. PE funds and others argue that part of their superior governance model is the ability to 

build engaged, effective and specialized boards (Jensen 1989). Empirical evidence has also shown that 

boards in PE owned companies are often smaller and meet more frequently than boards in comparable 

public companies (Kehoe et al 2008). 

The board in TDC prior to the takeover consisted of 10 members134 (whereof 4 were employee-elected). 

The members represented a mixture of experience from general business management and Danish law, 

but none had any significant telecom expertise or represented any larger shareholder groups. The board 

was constituted of a group of experienced executives from the corporate world, who all had several board 

positions at the time. Some might refer to the board as a selection from the “old boys’ network”.  

After NTCH’s entry135 the entire board was replaced. Following the takeover the board had 11 members 

(still 4 employee-elected). The new members were all explicitly selected by NTCH. Five of the board 

members are the responsible fund partners136 and thus the distance between shareholders and 

management has become significantly shorter. The board members are primarily people with finance 

backgrounds, but two board members also contribute with telecom experience from board positions in 

Eircom (telco in Ireland) and Deutsche Telekom. For the funds it has probably been crucial that TDC would 

quickly divest some of the international subsidiaries in order to bring down NIBD and not make a breach 

on their debt covenants. In this sense the board members might also be able to contribute with functional 

(financial) expertise, i.e. monitor and advice on liquidity, working capital and spin offs. 

PE board members are also said to, on average, spend more time on their roles compared to board 

members in public companies, and further spend more time on strategy and performance management 

rather than compliance and risk avoidance (Kehoe at al 2008). There is no evidence that the new board 

                                                                 

134
 TDC’s annual report 2004 and 2005 

135 NTCH has during their holding period brought in Vagn Sørensen as Chairman of the Board as well as Søren Thorup Sørensen (Kirbi) and Lars Rasmussen (Coloplast 
CEO), which could also indicate that NTCH are preparing TDC for an IPO. They are not included in the analysis as they have only been on the board shortly.  
136 From Apax, KKR, Blackstone, Providence and Permira.  
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has spent more time than before NTCH’s entry. The “old” board held 17 meetings in 2004137. The “new” 

board has held an average of 18 meetings per year. It has however held more strategy sessions compared 

to the previous board138, which could indicate that they have more explicitly been a part of the strategy 

formulation.  

Conclusion: The board structure is one the most evident changes in TDC’s governance model. All major 

shareholders with significant amounts of capital at risk (i.e. the funds behind NTCH) are presented in the 

new board. By their strong board representation, it seems as if NTCH has actively involved in monitoring 

and advising on TDC’s development. This can have created a strong sense of urgency for the management 

team in the implementation of NTCH’s investment thesis. The short distance between the owners and 

TDC’s management can have enabled them to push through their strategic agenda, and with their 

dominant position they have had the ability to quickly replace the top management. 

 

MANAGEMENT REPLACEMENTS 

In the 1980s PE investors were known as being hard-core, rational investors, who did not hesitate to 

replace the management team in their portfolio companies if management was performing poorly  

(Meerkat 2006). This led scholars to test the hypothesis that PE funds create value by replacing 

management in poorly managed companies (Jensen 1986). It has been proved that PE fund generally 

replace the management in their portfolio companies more frequently than public companies (Kehoe & 

Acharya 2008). This has also been the case in TDC, where there has been 3 different CEOs during NTCH’s 

ownership. In the exhibit below, key financial figures in the periods of the different CEOs is shown. The 

exhibit is followed by a discussion of the potential effects of the management replacements.  

 

 

 

 

 

                                                                 

137 The board held 26 meetings in 2005, but had a number of extraordinary meetings due to the takeover. Source: TDC’s annual report 2004 and 2005 
138 Source: TDC annual reports 2006-2009 
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It can be seen that the average EBITDA margin achieved during Jens Alder and Henrik Poulsen’s 

management is higher than in Henning Dyremose’s management period. However, the change is not so 

significant that it can be concluded that Jens Alder or Henrik Poulsen have performed much stronger. 

However, in a previous section it was argued that TDC’s geographic exposure seemingly grew somewhat 

unfocused in an expansion without significant realization of synergies. Some scholars argue that such an 

expansion strategy can be thought of as empire building, which is a classical agency problem  that erodes 

shareholder value (Thomsen 2008). Based on the actual financial figures such sharp conclusions can not 

be drawn, but some analysts have commented on the lack of operational improvements and divestments 

under Dyremose’s management compared to the development from 2005 to 2010: 

“TDC has cut their costs, divested foreign activtites *…+, but all of this could the former management team 

led by Henning Dyremose also have done. It just didn’t”139 

                                                                 

139 Quote by John Strand in Børsen, 3 February 2010 – please note that the quote has been translated from the Danish version 

Exhibit 26. The CEOs and the financial development in TDC A/S from 1999-2009  

Source: TDC annual reports and company homepage. 
Note I: The figures resemble the numbers as presented in each individual annual report in the period 1999-2009.                                                                                          

Thus they do not take into account discontinued operations, which is often done to present comparative numbers. 
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However, the frequent management replacements can also be due to the belief that the managerial skills 

needed to manage TDC changes as the business changes. Different management teams might have served 

different purposes. Henning Dyremose’s assignment as a former politician might have been a succesful 

privatisation of TDC. One might speculate that NTCH kept Henning Dyremose as a transitional figure to 

ensure stability after NTCH’s entry. Less than one year after their entry, Dyremose was replaced by Jens 

Alder. Alder had sector-specific knowledge from his time in Swisscom. He only got two years as CEO, but 

managed TDC in a period of significant workforce reductions and slight margin improvements. However, 

he may not have been market-oriented enough. In the media the appointment of Henrik Poulsen was a 

way to continue the strong cost focus, but simultanousely improve customer focus and market 

positioning140. This approach to management appointments is confirmed in an interview with the 

chairman of TDC’s board and illustrates a distinctive governance mechanism: 

“You do not only have to do management replacements, when the company’s performance is lousy. It can 

also be done even though the results are fine, but in recognition of the fact that they next big hurdle is 

different”141 

 

STRONGER FOCUS ON CAPITAL MANAGEMENT AND LIBERATING CASH FOR DEBT REDUCTION? 

In an industry with low growth prospect, but large cash flow generation there is a risk that management 

will waste the cash flows by investing in projects that are not economically sound. As it can be seen in 

exhibit 26 above, there has been a clear change in TDC’s dividend policy after NTCH’s entry. Before 2005 it 

seems as if the policy was to increase dividends by 0,5 DKK each year no matter the capex requirements. 

Theory states dividend policy is value neutral. Despite this, it can still be argued that when companies can 

not find growth opportunities that improve its return on invested capital, management serves 

shareholders best by returning capital to the shareholders as they then do not invest in negative NPV 

projects. From the dividend per share information presented above it is clear that NTCH has put pressure 

on TDC to make large dividends when possible. TDC has also had a significant debt burden. TDC’s NIBD 

amounted to DKK 16,474m at the end of 2005. Half a year later, at the end of Q2 2006, the NIBD had 

increased by more than 250% to DKK 58,383m142 following the previously described debt pushdown. 

TDC’s debt and capital structure therefore changed dramatically. Jensen (1986) has argued that agency 

costs can be reduced when cash flow available for spending is reduced as it can increase management’s 

                                                                 

140 Article, Berlingske Business, 11 November 2008: Manglende resultater fældede Jens Alder 
141 Quote, Vagn Sørensen, from interview with Institut for Selskabsledelse 
142 TDC quarterly report, Q2 2006, page 6 



Master thesis        Copenhagen Business School 

Summer 2010 Christian Elletoft Aaen  81 

focus on cash “(…) rather than investing it below the cost of capital or wasting it on organizational 

ineffeciencies”143. Economic profit is created when return on invested capital exceeds the WACC. 

Companies should therefore keep a great focus on their balance sheet and invested capital in order to 

create shareholder value; a more aggressive management of both working and fixed capital can 

potentially free up significants amounts of cash and thereby create value144. It is difficult to empirically 

test whether this has been the case in TDC, but some factors could contribute to the idea that TDC has 

strengthened its focus on cash generation; the quantitative analysis showed a somewhat improved 

working capital and a stringent capex level. Divestments have also been carried out relatively quick after 

NTCH’s entry. Furthermore, after NTCH’s takeover TDC has also reviewed its balance sheet in order to find 

“trapped” capital that could be redeployed. One of the results has been a liquidiation of some TDC’s real 

estate. In 2007 TDC entered into a sale and leaseback agreement regarding 224 of their 1,586 properties 

in Denmark, which primarily are used for technical and administrative purposes. This resulted in an after-

tax gain of DKK 2.8bn145.  All of this could again have been accomplished for TDC while publicly listed, but 

it could be argued that NTCH has introduced a stronger performance culture and greater focus on capital 

management in TDC.  

 

2.4 SUBCONCLUSION 

It cannot be proved empirically that TDC’s current govenance model is superior compared to before the 

PE ownership. The main difference in TDC’s governance structure has been the narrowing of distance 

between owners and management. By means of their significant presence on the board, NTCH has been 

close to TDC’s management team. This increased monitoring might have reduced agency costs and the 

close distance between shareholders and management has concentrated decision-making power, which 

can have ensured an increased focus on shareholder value maximization and accelerated implementation 

of NTCH’s investment thesis. NTCH’s entry changed TDC’s capital structure and the company has had a 

significant debt burden to service. This can have introduced a stronger performance culture and 

encouraged management to increase focus on cash flow generation and liberation of cash from 

divestment of subsidaries and other assets.  

 

 

                                                                 

143 Jensen (1986), page 383 
144 Bain & Co. (2010): Right-sizing the balance sheet 
145 TDC announcement, http://tdc.com/ir/releases/index.php?id=255295  
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10 CONCLUSION 

IRR CALCULATION 

The applied valuation methods indicated a value range of DKK 67-82bn for the value of TDC A/S. By 

triangulating the methods an enterprise value of DKK 74,543m was estimated. When subtracting TDC’s 

net interest-bearing debt this leaves an equity value of DKK 41,580m. NTCH owns 87.9% of the shares in 

TDC corresponding to DKK 36.55bn. One of NTCH’s debt instruments when financing their stake in TDC 

were the use of high-yield bonds amounting to DKK 9,63bn. This debt needs to be substracted in order to 

get the amount that NTCH will be able to exit the investment with. It was therefore concluded that the 

value of NTCH’s stake in TDC after taking into account the additional debt is DKK 26.92bn. The thesis 

therefore expects that NTCH will yield an IRR of 11.42% on their equity commitment.  

The valuation was based on a strategic analysis. The strategic analysis showed that TDC currently by a 

good margin is the leading telecommunications operator in Denmark with a number one position in all 

major market segments: Mobile voice, fixed line voice, broadband and cable TV. It however also revealed 

that the traditional industry revenue streams are maturing and in some markets even declining; there is 

an ongoing migration of fixed line voice traffic to mobile and VoIP and an increasing maturity of the 

broadband market. Broadband competition is intense and providers have been forced to either reduce 

prices or to give more value for the same price (higher up- and download speeds, triple play discounts, or 

additional services like TDC PLAY etc.). Furthermore fiber is emerging pushed by massive investment plans 

from the utility companies, but so far with only limited end-user penetration and commercial success. 

Based on this, TDC’s group revenue was forecasted to grow only slightly in the coming years and 

thereafter a zero-growth or slightly negative growth rate was forecasted. Due to TDC’s current strong grip 

of the markets, the company’s earnings margins were expected to be sustainable for the next couple of 

years, but then to decrease slightly.  

IRR “DECOMPOSITION” 

The main sources of value in the buyout has been leverage and operational effects in form of EBITDA 

growth and the free cash flow effect. The market effect has not contributed positively to the value 

creation. 

In context of the chosen research method the analysis concluded that financial leverage has accounted 

for 42% of the value created. Excluding leverage an unlevered IRR of 6.65% was estimated. The unlevered 

IRR has been entirely driven by EBITDA growth and the free cash flow effect with the latter as the most 

dominant effect.  The organic EBITDA growth has been entirely driven by improved margins, not sales 
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growth. In regards to the free cash flow effect, the analysis showed that TDC has succeded in a substantial 

debt reduction and simultaneously paid out large dividends. Finally, it was concluded that valuation of 

assets has deteriorated substantially as a consequence of the financial crisis and that multiples in the 

capital markets had significantly decreased. The thesis expects that the EV/EBITDA multiple NTCH will get 

when exiting TDC will be down by 2.2x times compared to the multiple paid at entry. The market multiple 

effect is thus negative.  

BUYOUT DISCUSSION AND QUALITATIVE BUYOUT ASSESSMENT 

The last part discussed which changes in TDC’s strategy and governance model that might have affected 

the value creation. With NTCH as owners TDC has spun-off assets to focus on the Nordic markets, 

effectively defended their home markets and hedged their risk of customer migration by means of several 

small-scale add-on acquisitions and a multi-brand strategy. TDC has also with considerable dedication 

started to improve the operating model through network outsourcing, a new IT system and especially 

through a continued stringent FTE redundancy program. Finally TDC has redesigned its organizational 

structure around customers instead of technologies in order to create a more customer-centric company 

and shifting the focus of product development from technology to customers (potentially illustrated by 

the success of TDC Home Trio, which was recently launched in the triple play market). 

The main redefinition of the strategy in TDC during NTCH’s ownership has been the focus on the (core) 

Nordic business and to divest foreign (non-core) subsidaries. During NTCH’s ownership TDC has focused 

on maintaining a high consolidation in its home markets and has carried out a number of divestments of 

non-Nordic subsidiaries and activities. The thesis argues that this change follows a sound strategic logic 

and that there was no coherent strategy for TDC’s international possesions prior to NTCH’s entry. In 

recent years TDC has focused on assets where TDC is the “natural owner” and divested assets that others 

potentially would ascribe a higher value to, meaning that the individual parts of TDC might have been 

more valuable without TDC as the owner. The divestments have reduced the complexity in TDC and made 

the business more transparent. The divestments have naturally also enabled TDC to bring down its debt 

substantially and thus been an important value lever in the buyout. The free cash flow (i.e. the 

deleverage) effect quantified in the IRR “decomposition” must therefore also be seen in the light of 

divestments as they have been a main driver for the ability to reduce debt. TDC has also made some 

smart and potentially value creation acquisitions in the home markets: TDC has acquired Fullrate, and 

thus added another ‘no frills’ discount brand to their portfolio. Furthermore the company has acquired 

DONG’s fiber networks and thereby limited the threat from utility companies’ fiber-to-the-home 

networks in a geographically important market.  
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The main difference in TDC’s governance structure has been the narrowing of distance between owners 

and management through NTCH’s significant presence in the board and more frequent management 

replacements. This can have reduced agency costs and ensured an increased focus on shareholder value 

maximization and accelerated implementation of NTCH’s investment thesis.  The increased indebtedness 

of TDC after NTCH’s entry has enhanced the need to create cash flow in order to accommodate the 

increased interest payments and to reduce the size of the debt. The new governance model might have 

ensured that the right skills and mindset constellation has been presented in the management team and 

on the board. Further it can can have introduced a stronger performance culture and encouraged 

management to increase focus on cash flow generation and liberation of cash from divestment of 

subsidaries and other assets. All in all the discussion shows that TDC has had a clear strategic direction 

with NTCH as owners and that the private equity ownership model may have had some advantages. It is 

however difficult to conclude that the PE funds have a ’secret sauce’ in regards to value creation. 

 

 

 

 

11 PERSPECTIVES 

It must be recognized that it is impossible to adress all aspect in a case as complex and large as the TDC 

buyout. The section below will briefly point to other areas and perspectives that could have been 

interesting to look into.  

11.1 RETURN – NTCH VS. INDUSTRY AND PEERS 

Another way to provide insight into the value creation process in the TDC buyout, could be a simple 

comparison of NTCH’s return with the returns of peers or a broad stock market index. In this thesis it was 

estimated that NTCH will be able to exit their investment with an IRR of 11.42%.  In the exhibit below, it 

can be seen that the market capitalization of TDC’s closest peers only have appreciated slightly since 

February 2006. When taking into account dividends, the Swisscom share has yielded a total return of 

18.7% over the period146, which is significantly less than NTCH’s total return.  

                                                                 

146 Dividends have not been assumed reinvested. The calculation is simply done by adding dividends to the current share price and compared this with 1 Feb 2006 
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An easy conclusion would be that NTCH’s return has outperformed the return for similar investments in 

the public capital markets. It is however difficult to conclude whether as it would require adjustments for 

both leverage147 and illiquidity148. Despite the lack of risk adjustments, NTCH’s return must still be 

considered pretty decent when taken into account the current market conditions and the develoment in 

capital markets since the emerge of the financial crisis.  

11.2 IS ATP THE REAL WINNER? 

The case has been analyzed from NTCH’s perspective. Another interesting perspective would have been 

to analyze the value creation for the minority shareholder, ATP. The pension fund rejected NTCH’s tender 

offer in 2005 with the argumentation that: “It will be possible to generate an attractive long-term return 

by continuing and accelerating the initiatives already started up by the TDC management. This would 

include, among other things, increased focus on and continuing efficiency improvements of the company's 

core activities, divestment of non-core activities and optimization of the company's capital structure"149. 

This thesis took into account that NTCH has been depending on dividends from TDC to service their high-

yield bonds. NTCH’s and ATP’s returns are therefore not identical. An interesting analysis could be to 

estimate the economic consequence of ATP’s decision to keep their stake in TDC, i.e. analyzing whether 

ATP’s decision to reject the offer was a smart move compared to the return they would have gotten by 

accepting the offer and placing the proceeds in the Danish stock market.  

                                                                 

147
 I my analysis I simply calculated the leverage effect of the total IRR. If comparing with return of publicly traded telecom peers, a leverage discount should be 

applied to NTCH’s return, as TDC has been far more leveraged peers 
148 Unlike buying a share in Swisscom or Belgacom, PE investments are relatively illiquid and PE investors cannot quickly reallocate their capital. This illiquidity adds an 
element of risk, why a illiquidity discount should be applied (source: BCG – “The advantage of Persistence”).  
149 Source: http://www.physorg.com/news9709.html 

Exhibit 27. Indexed development in share price for Swisscom, KPN, Belgacom and the Eurostoxx Telecom Index, Feb06-Sept10   

Source: Thomson Reuters database. 
Note: The shares/index has been rebased to 100 as per 1 February  
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