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Executive Summary 
 

The scope of this thesis has been to investigate the synergies that arise in a corporate acquisition 

and how they are valued, by bridging the academic framework of Aswath Damodaran to a 

hypothetical acquisition of Grieg Seafood by Marine Harvest. Currently, Marine Harvest is by far 

the largest producer of farmed salmon in the world, with Grieg Seafood being the fifth largest 

producer. In 2013, Marine Harvest acquired 25,81% of Grieg Seafood’s outstanding shares. As 

they have stated non-organic growth to be an important strategy for the firm, the investigated case 

is highly relevant and plausible. 

 

The structure of the farmed salmon industry has gone from fragmented to consolidated, and the 

five largest producers supply more than half of the industry output. Farmed salmon is traded in the 

spot market, and the industry is characterized as cyclical, due to the production life-cycle, as well 

as the biological risks of production. Although salmon is an expensive source of protein relative to 

sources such as chicken and pork, the industry is expected to face a demand-driven growth due to 

an increasing global need for protein. Marine Harvest possess a stronger value chain integration 

than Grieg Seafood. This decreases biological risks and secures long-term sustainability at the 

expense of increased costs in certain stages of production. On the other hand, Grieg Seafood 

possesses an unexploited competitive advantage in the form of excess production capacity, which 

is a scarce resource due to strict regulations. Hence, Grieg Seafood is an attractive acquisition 

target for Marine Harvest. 

 

When analyzing the individual firms, Marine Harvest’s theoretical enterprise value is estimated to 

be 30.117 NOKm, based on a cost of capital equal to 9,00%. Additionally, Grieg Seafood’s 

enterprise value is estimated to be 4.670 NOKm, based on a cost of capital of 8,36%. As a result 

of a decreasing beta, the cost of capital for the combined company post-acquisition would be 

reduced to 7,94%, which yields a theoretical enterprise value of 40.949 NOKm, when accounting 

for synergies. The total synergies are valued at 6.162 NOKm, of which 2.473 NOKm stems from 

improved operational activities, 346 NOKm are related to reductions in overhead costs, and the 

remaining 3.343 NOKm are due to financial synergies. As the problem statement of the thesis 

addresses the cash-flow effects from operational synergies, this effect is estimated to have a net 

present value of 1.751 NOK, when adjusted for realization costs. The findings indicate that a full-on 

acquisition should yield positive net present effects, and thus should be considered a desirable 

strategic move for Marine Harvest to ensure further growth. 
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 1. Introduction 
 

Fish farming is the industry of raising fish in closed tanks and pens for a commercial purpose, in 

order to substitute wild-caught fish. Farmed salmon is known for its high quality and healthy 

nutrition, and the industry has seen a drastic growth in volumes and revenue over the last 

decades. One of the main value drivers in the industry is the increasing demand for animalistic 

protein. As the world population continues to grow, so does the demand for healthy sources of 

protein. 

  

Salmon farming is a young industry, and has grown from a range of research projects in the 1960s, 

to a billion dollar industry today. As the farming of fish interferes with the natural ecosystem, the 

industry is heavily regulated in order to ensure both the quality of the product, as well as its impact 

on the natural surroundings of the fish pens. The main tool of regulations is governmental granted 

licenses to produce farmed fish, and this may restrict market participants from overproducing 

(Marine Harvest - A, 2013, p. 26). As a result of the constraints related to the regulations, the fish 

farming industry has experienced a wave of consolidation. The high level of M&A activity is 

triggered as farming licenses are limited and economies of scale is an important fundament for 

profitable production. Marine Harvest (MHG) is the result of a long line of M&A transactions, and 

the company is currently the world’s largest fish farming company and producer of farmed salmon. 

As of November 7th 2013, MHG announced the acquisition of 25,81% of the shares in competitor 

Grieg Seafood (GSF), and currently serves as a passive owner. The acquisition is in line with 

MHG’s growth strategy, and nurtures the hypothesis that MHG has set their eye on acquiring 

100% of GSF over time in order to realize potential synergies. As GSF does not fully utilize their 

licenses, the potential acquisition would be a rational move from MHG in order to ensure further 

revenue growth and expansion. As GSF is the fifth largest producer of farmed salmon, the 

strategic fit between the two companies should allow for a value-creating acquisition. The 

hypothesis of the thesis is that due to GSF’s excess capacity, and the fact that MHG’s growth has 

been capped by regulations, an acquisition would yield net positive synergies between the two 

companies.  

  

1.1. Outline of the thesis 

MHG has a strong balance sheet and a proven track record in acquiring and integrating 

competitors in order to ensure future growth. Their investment in a minority stake of GSF, 

combined with previous M&A experience leads to the belief that MHG may target GSF in a full-on 

acquisition. This thesis seeks to evaluate the potential synergies between the two companies in a 
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full acquisition scenario, in order to calculate a present value of the operational synergies post the 

hypothetical transaction. 

 

“The key question about synergy is not whether it can be valued, but how it should be valued. After 

all, firms are willing to pay billions for synergies.” 

-Aswath Damodaran (2005) 

 

The outline of this thesis is to bridge the academic research and frameworks to a real-life 

acquisition case. Hence, this thesis will be based on the widely cited scholar and corporate finance 

professor Aswath Damodaran’s proposition of valuing synergies (Damodaran, 2005). In this 

approach, both the target (GSF) and the acquirer (MGH) must be valued individually in the DCF 

framework. Second, the value of the combined firm without synergies is calculated. Finally, after 

assessing the impact of the transaction on both income statement items and balance sheet items, 

changes in revenue, growth rate and costs are adjusted in order to calculate the combined firm 

value including synergies. The difference of the firm value with and without synergies represents 

the value of synergies. 

 

However, to assess the attractiveness of a potential acquisition today, the present value of each 

specific synergy is calculated by discounting the value of the respective synergies with the proper 

discount rate of the combined firm. Additionally, empirical research indicates that the majority of 

M&A transactions fail to create value and that the value of synergies is often biased or over-

optimistic (Hitt, et al., 2009) (Roll, 1986). This knowledge is crucial to take into account when 

estimating the potential synergies, in order to provide a realistic estimate. 

 

It is acknowledged that when applying an academic framework in real-life, certain assumptions 

must be made. Hence, the motivation of the thesis is to demonstrate how different synergies are 

sourced in a potential acquisition of GSF by MHG, rather than predicting the exact value of 

synergies. Damodaran (2005) agrees that there are challenges to overcome when modeling 

synergies and that those synergies may not always yield their theoretical value. However, the 

framework highlights the importance of a best estimate before entering a transaction, even though 

assumptions of an uncertain future have to be made. To minimize the bias, this thesis will include a 

literature study to investigate relevant M&A theory, as this will help investigate sources of synergy 

and common pitfalls of value leakage. 
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2. Problem statement 
 

As mentioned, this thesis aims to assess the fair value of the synergies between MHG and GSF, in 

the event of a full acquisition of GSF by MHG. After performing stand-alone valuations of the two 

firms, the combined firm value will be valued in the absence of synergies. Based on the strategic 

analysis, the input will be adjusted for the identified synergies. The difference between the 

combined firm with and without synergies will equal the true value of synergies. As the acquisition 

represents a strategic decision for MHG, the main focus will be on addressing the operational 

synergies in the acquisition case. In order to address these topics, the thesis aim to answer the 

following problem statement: 

 

What is the net present value of the operational synergies that would arise if Marine Harvest 

were to acquire Grieg Seafood, as of March 25th 2014, and what is the premium threshold for 

a potential tender offer? 

 

To support the main problem statement, a number of sub-questions have been formulated: 

Industry overview 

 What characterize the fish farming industry, and how is the value chain composed? 

 What are the external factors that influencing GSF and MHG? 

Strategic analysis 

 What are the industry-specific factors that influence GSF and MHG? 

 In which degree are GSF and MHG vertically integrated in the value chain? 

 What are the firm-specific capabilities and resources of GSF and MHG? 

Financial analysis 

 What is the respective weighted average cost of capital associated with an investment in 

MHG and GSF? 

 Should cash-flow based or accounting-based key ratios be applied in the financial 

analysis? 

 What is the benchmarked historical profitability of GSF and MHG? 

 What is the benchmarked historical liquidity risk associated with of GSF and MHG? 

Forecasting 

 How will the key value drivers develop in the forecasting period? 
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Valuation 

 What is the fair stand-alone value of GSF and MHG according to the present value 

approach? Is this valuation backed-up by the relative valuation-approach? 

Synergy analysis 

 What is the rationale for engaging in M&A activity? 

 What are the different types of synergies and how are they valued? 

 How are synergies unlocked in the event of a merger or acquisition? 

 What are the common pitfalls and sources of value leakage in M&A-transactions? 

 What are the financial synergies and their impact on the post-transaction valuation? 

 What are the operational synergies and their impact on the post-transaction valuation? 

 What is the value of all the synergies related to the acquisition? 

 What is the value contribution of the different synergy sources? 

 What is the cost of realizing the estimated synergies? 

 What is the net value of synergies from the perspective of MHG shareholders? 

 How does the findings from the previous analysis compare to empirical evidence? 

3. Scientific knowledge and methodology 
 

The purpose of the methodology section is to make it easier for the reader to follow the thread of 

consistency through the paper. In order to understand the process of answering the problem 

statement, it is important to be aware of the research design and methodology of the thesis, as 

well as the delimitations of the scope.  

  

3.1. Selected theory and models 

As mentioned, the overall approach of valuing synergies is derived from the proposition of 

Damodaran (2005). Further academic theories are selected based on a literature review of 

academic papers on value creation through M&A activity, published by acknowledged scholars. As 

there are little or no cited research on M&A activity in the fish farming industry, general M&A 

research are applied and analyzed in relation to the knowledge of the industry. These theories will 

be part of the foundation when assessing the potential synergies between MHG and GSF, as well 

as which success factors to focus on, in order to ensure these synergies. 

 

Valuation theory and financial statement analysis are based on the theories presented by Plenborg 

and Petersen (2012) as well as Koller, Goedhart and Wessels (2005) which to a great extent 
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concur with consensus on valuation theory. Additionally, with regards to computations of beta 

values and weighted average cost of capital, a range of academic research has been taken into 

consideration before carrying out the estimations. As the main angle of the thesis is related to 

valuing synergies, internal analysis is considered the most relevant when choosing strategic 

frameworks. However, in order to forecast future cash flows, the Porter’s Five Forces framework is 

applied to highlight externalities. Internal strategic frameworks, such as the VRIO framework, are 

selected in order to highlight the capabilities and resources of each company, in terms of an 

acquisition. All tools and models will be presented if it contributes to the understanding of the 

underlying topic, but may be omitted when it is a reasonable assumption that the reader is familiar 

with the framework. When modeling the forecasts in relation to the valuation, it should be 

mentioned that the fish farming industry is regarded as a commodity industry, with homogenous 

products. As with other commodity industries, the equilibrium between supply and demand is the 

key factor on determining spot prices – accordingly, supply and demand is the main value drivers 

in relation to revenue. Supplementary, feed cost is the main cost driver that affects operational 

margins. Feed is also regarded as a commodity, and prices are prone to the levels of supply and 

demand, but also to the underlying prices of input factors in the production of fish feed. This will be 

elaborated further in section 10 of forecasting.   

 

3.2. Data collection 

This thesis is written from an external perspective, and seeks to highlight synergies of investing in 

GSF, from MHG’s perspective. In a potential acquisition, MHG would be able to perform a proper 

strategic, legal and financial due diligence before investing. This thesis is based on public 

information only, and would not be able to grasp confidential information such as strategic 

development not communicated to the market. Additionally, as disaggregated financial information 

is not disclosed, the analysis is based solely on the financials from annual and interim reports. 

However, as MHG has already acquired 25,81% of GSF, it is assumed that they have found all 

information available about GSF satisfactory in terms of investment criteria. As supplementary 

sources, Capital IQ, Bloomberg and Mergermarket are used to obtain financial and statistical data 

on market- or firm-specific events. However, all financials has been adjusted according to the 

proprietary pro-forma statements. Additionally, Indexmundi, FAOSTAT, Fishpool and official 

governmental sites are used to obtain statistical data and estimates.  

 

3.3. Criticism of sources  

Information issued by the relevant companies is used in this paper. Even though market 

participants may have an incentive to promote themselves as attractive, which may lead to biased 
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information, the companies analyzed are publically traded and are legally obliged to present a 

rightful picture of current events. To prevent potential bias from affecting the validity of the paper, 

the authors will remain critical when dealing with such information. It is worth noting that this mostly 

related to annual reports, and it is assumed that the level of manipulation is low in such 

documents. In addition, any statistical or historical data applied are collected from independent 

sources to prevent bias in the estimates. 

 

All statistical data are prone to differences in methodology when collected, but data are either 

disclaimed to contain differences in methodology or assumed to be comparable. Financial ratios, 

key financials and other key calculations are dismissed from sources such as Bloomberg and 

Capital IQ, due to lack of preparation of pro-forma statements prior to calculation of such 

information. All key financials and comparable ratios are calculated manually based on the pro-

forma statements prepared by the authors. All calculations of key financial ratios are carried out in 

line with recommendations from “Anbefalinger & Nøgletal 2010” (Den Danske 

Finansanalytikerforening, 2010).  

 

3.4. Accounting practices 

When comparing financial ratios and reported financial statements, it is crucial that the companies 

compared both use the same accounting practice and follows the same fiscal year. All of the 

companies analyzed apply IFRS as accounting standard in their financial statement reporting, and 

have fiscal year identical to the calendar year. As a result, no adjustments are necessary prior to 

preparing the pro forma statements in order to compare MHG, GSF and the peer group.  

 

3.5. Damodaran’s framework for valuing synergies 

Damodaran (2005) suggests that the proper way to value the synergies in an unbiased matter is to 

first value the two firms independently, by discounting cash flows according to a proper discount 

rate. The DCF approach is further described in section 3.6.1. Secondly, the merged entity is to be 

valued by adding the findings from the independent valuations. In this step, there will be no 

adjustments for any synergies between the companies. Finally, the synergies are built into 

forecasts after performing a strategic assessment of how the synergies will affect the future cash 

flows. The difference between the combined firm with synergies and without synergies will 

represent the true value of the synergies (Damodaran, 2005, p. 7), as illustrated in figure 3.5.1. 
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Figure 3.5.1 – Illustration of Damodaran’s framework for valuing synergies  
(Source: Own contribution) 

 

 

 

When assessing synergies, they will be divided into financial and operational synergies. This will 

be further elaborated in the synergy analysis in section 13. 

 

3.6. Valuation approaches 

There is a broad range of valuation techniques applicable to assess the fair value of a company. 

Equity-oriented stakeholders seek to address the intrinsic value of a company, by using financial 

information, in order to evaluate the “true” value of a company when determining to invest or not 

(Plenborg & Petersen, 2012, p. 4). However, in relation to the problem statement of this thesis, it is 

important to highlight that evaluating the enterprise value (EV) is the primary focus, and the share 

price or equity value of the firm is considered secondary. There are two major approaches to 

valuation of EV1; present value models and relative valuation by multiples. To answer the problem 

statement, the DCF and EVA approach will be applied, in a combination of selected multiples. 

 

Figure 3.6.1 – Valuation Approaches  
(Source: Own contribution, Petersen & Plenborg: 2012) 

 

 

 

                                                
1
 Liquidation models and contingency models are is dismissed as a valuation approach due to the scope of the problem statement 
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Generally, all present value models yield identical result as long as they are based on equal input, 

because they are derived from the dividend discount model (Plenborg & Petersen, 2012, p. 212). 

The DCF model is the most common valuation technique. However, in order to make sure that 

there are no errors in the DCF-estimates, the EVA-model will be applied. Any difference in 

estimates will indicate that there are flaws in one of the models. 

3.6.1. Discounted Cash Flow model 

When applying the DCF-model in order to obtain the EV, the value is calculated based on 

forecasts of free cash flow to the firm (FCFF), rather than free cash flow to equity (FCFE). The 

cash flows are forecasted over a budget period and Gordon’s growth model is used to capture the 

terminal value. Further explanation of the DCF-model is to be found in section 11.1. 

3.6.2. Economic Value Added model 

The EVA model suggests that the value of a company equals the initial invested capital plus the 

present value of all future economic value added. Invested capital is defined as the sum of net 

interest bearing debt (NIBD) and the book value of equity. Further explanation of the EVA-model is 

to be found in section 11.2.   

3.6.3. Relative valuation 

In order to stress test the output from the present value models, its assumptions and the derived 

forecasts, the use of relative valuation by selected multiples is an effective sanity check (Plenborg 

& Petersen, 2012, p. 226). In addition, the relative valuation will yield information about the 

enterprise value relative to similar companies. From an equity-based perspective, higher multiples 

than the peer group may imply that a company is a less attractive investment due to the lack of 

upside. However, from a contrary perspective, high multiples may be explained as a prosperous 

market outlook and investor confidence in the company. As the scope of this thesis is an enterprise 

value perspective, rather than an equity-based perspective, the use of the relative valuation as a 

stress test will be the primary application. Identification of upside/downside in share price will be 

commented through section 12 to get a deeper understanding of both MHG and GSF. 

 

There are several aspects to consider when the peer-group analysis is carried out. According to 

selected multiples, this will be presented in section 11.3, but all equity-based multiples such as P/B 

and P/E are dismissed according to the best practice aspects valuation (Koller, Goedhart, & 

Wessels, 2005, p. 377). Equity-based multiples do not consider leverage, which is an important 

factor when comparing companies, as higher leverage requires high return. Hence, EV-based 

multiples will be investigated as presented in figure 3.6.1. Pro-forma statements will be prepared 

for all peers in order to adjust the multiples for transitory and non-operating items. Further 
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explanation of the relative valuation is presented in section 11.3.  

 

3.7. Assumptions and delimitation 

To be able to provide a valid answer to the problem statement, some limitations are necessary. 

The limitations are essential to keep focus on the crucial issues and lay the foundation for a 

purposeful analysis. It is expected that the reader have a general knowledge of economic theory 

and have worked with frameworks within strategy and valuation. The description of different 

models and theory’s will therefore be limited. 

 

- The paper has an external perspective and will therefore only include publicly available 

information. Hence, no contact with MHG or GSF has been established.  

- Six years of historical data has been retrieved when analyzing historical financial 

statements. The argument for applying six years is that the fish farming industry follows a 

cyclical pattern with maximum six years from peak to peak in the spot market of salmon 

prices. By applying this time frame, one should get a good understanding of the cycle of the 

industry.  

- When discussing farmed salmon, the specific type of salmon is Atlantic salmon. Through 

the paper, Atlantic salmon will be referred to as a homogenous product. There will be no 

distinguishing between different types of fish products, as the spot market for salmon is 

traded as a commodity. 

- MHG is represented in other business areas such as processing. Not all peers engage in 

this activity, which may lead to skewed peer analysis and comparable multiples. This effect 

is in general considered too small to significantly affect results. However, if the analyzed 

topic is highly sensitive to adjustments in data due to differences in activity, this will be 

disclosed and adjusted for. 

- The information cut-off date is set to be 25th of March 2014. This implies that no information 

released after this point is used in the paper. Due to the cut-off date, all audited financial 

statements for 2013 are not yet published. However, reported unaudited financial 

statements calculated based on interim reports are used as a proxy for the consolidated 

statements for 2013.  

 

3.8. Structure of the thesis 

The structure of the thesis will follow the structure of Damadoran’s framework as presented in 

section 13.1.2. The structure is presented in figure 3.8.1. 
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Figure 3.8.1 – Illustration of thesis structure  
(Source: Own contribution) 

 

 

 

 

In order to carry out a reliable valuation of the stand-alone entities, a thorough investigation of all 

strategic and financial aspects is necessary in order to understand the main value and cost drivers 

of the industry, as well as laying a solid foundation for estimating reliable forecasts. As the stand-

alone valuations are conducted, the value of the merged entity without synergies is easily obtained 

as the sum of the two enterprise values. In order to identify and quantify the relevant synergies, an 

academic research study is carried out to fully understand the sources of value-creation in M&A 

transactions, as well as common pitfalls and sources of value leakage. As the synergies are 

determined and quantified, they are applied to the valuation model in order to yield a post-

transaction enterprise value. The difference between the merged company with and without 

synergies equals the value of synergy. In order to provide the reader with an in-depth 

understanding of the added value from each synergy, a synergy-breakdown is presented in terms 

of net present values. 

4. Industry overview 
 

Sub-question to be answered in this section:  

What characterize the fish farming industry, and how is the value chain composed? 

 

As mentioned in section 1, the purpose of the fish farming industry is commercially raising fish in 

closed tanks, in order to substitute wild caught fish. A collective term for farmed fish is mariculture, 
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which includes species such as salmon, trout, seabass, seabream and other whitefish species. 

Atlantic salmon is one of the fish species most suitable for commercial farming, and according to 

Food and Agriculture Organization of United Nations (FAO), Atlantic salmon is the mariculture fish 

with the highest production volume. Atlantic salmon is a key source of animalistic protein for 

human consumption, and is known to an important part of a healthy and well-balanced diet (WHO, 

2010). 

 

Salmon farming was formally established as a commercial industry in the mid-1980s, and Norway, 

Chile, Scotland and Canada are the largest producers of farmed Atlantic salmon, measured in tons 

of gutted weight. However, more than 60% of all farmed salmon consumed is Norwegian, making 

Norway by far the largest exporter in a global perspective (Food and Agriculture Organization of 

the United Nations - A). The reason these four countries has established themselves as producers 

and exporters of farmed salmon, is the geographical and biological conditions for production in 

terms of coastal lines and optimal sea water temperature, which is crucial in the production phase 

(Marine Harvest - A, 2013). 

 

The UN has highlighted that the expected increase in world population will result in a significant 

increase in the demand for animalistic protein over the decades to come (United Nations, 2010). 

However, land-based animalistic protein is a scarce resource and demand exceeds supply (Food 

and Agriculture Organization of the United Nations - B). Compared to the most common land-

based protein sources2, farmed salmon would be preferable in meeting the increasing demand, 

due to a higher level of efficiency in production than its land-based peers. Additionally, farmed 

salmon has a very low degree of wastage compared to that of land-based protein sources. This 

implies a higher yield to input factor for farmed salmon than other sources of protein (Marine 

Harvest - A, 2013). However, the fish farming industry has some serious barriers and challenges to 

cope with in terms sustainability of production. Sustainability and influence on the wild fish’s natural 

habitat and ecosystem is a key issue, and is a frequently criticized topic. In addition, farmed fish, 

and Atlantic salmon especially, is prone to diseases such as lice, due to the high concentration of 

fish in the farming net pens. Consequently, the industry is heavily regulated to preserve the eco-

system (Norwegian Seafood Federation, 2011, p. 12). The lice are easily transferrable, and once 

an outbreak occurs in a net pen, a significant amount of the smolt may be ruined for future sale. As 

a result, the outbreak of lice in a net pen may have severe impacts on revenues for the farming 

company, as the initial investment in spawning and fry has already been placed, without the 

farmed fish ever resulting in any revenue.  

                                                
2
 Poultry, cattle and pork 
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4.1. Production value chain 

The life cycle of the farmed salmon have several different stages. The broodstock is selected after 

weight, color and health, and eggs are fertilized with milt. In the beginning, the spawning occurs in 

freshwater, and the embryo is developed. As the egg hatches, after approximately 60 days, fry is 

born and is transferred to a closed tank. This is a crucial point in terms of growth, and the 

monitoring of the fry is important in order to ensure the proper amount of feed, water temperature 

and change of water. After 4-6 weeks, the fry begins to resemble salmon, and this is the most 

crucial phase in terms of diseases and vaccinations. After 10-16 months in freshwater tanks, the 

fry has developed to smolt. Next, they are transferred to closed net pens at sea for further growth, 

where they live for 14-24 months, until they are approximately 4.5-5 kg and ready for processing 

(Norwegian Seafood Federation, 2011, p. 18).  

 

Figure 4.1.1 – Production value chain  
(Source: Own contribution, Industry Handbook 2012) 

 

Before processing, the fish are tranquilized and shipped to high-tech facilities with high 

requirements of hygiene and quality. After processing, the fish is packed with ice and distributed to 

its end destination. The total time of spawning to harvesting is from 2 to 3 years, depending on 

feed and water conditions. The stages of the value chain will be closer explained and examined in 

section 7.1, where MHG’s and GSF’s value chains are analyzed. 

 

4.2. Production output 

Different fish farming companies are partly or wholly integrated in the value chain described in the 

previous section. This will be discussed further in section 4.4 where the main competitors will be 

mapped. However, only some are active in the processing and distribution part of the value chain. 

The production output is traded as a commodity, and the price per kilogram is determined by the 

equilibrium of supply and demand in the spot market. 
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As indicated by Figure 4.2.1, the spot price for salmon has increased more than other animalistic 

protein sources over the last decade. Hence, salmon is considered a relatively expensive source of 

protein, and substitution by more affordable sources of protein is a threat for the demand of farmed 

salmon. 

 

Figure 4.2.1 – Indexed price development of animalistic protein (’04-YTD)  
(Source: Own contribution, Idexmundi) 

 

 

As seen in Figure 4.2.1, salmon prices are more fluctuating than other protein sources, such as 

poultry and beef. This may be explained by the sensitivity of supply to outbreaks of diseases in net 

pens. One outbreak may reduce the supply volume significantly, and more outbreaks may affect 

the spot market to a different equilibrium. In addition, salmon is superior to its peers in terms of 

health benefits, due to high levels of omega-3 and vitamins. The positive attributes of salmon may 

lead to lower price-sensitivity than i.e. poultry. As previously mentioned, the continuous increase in 

world population will have a positive effect on the demand for animalistic protein – a demand that 

farmed salmon will help meet. As demand increases, the producers seek to increase production. 

Figure 4.2.2 indicates the development of global supply of farmed salmon, and clearly states a 

positive trend with a CAGR of 5,9% from 2006 to 2013. 

 

Figure 4.2.2 – Development in supply of farmed salmon (‘000 tons)  
(Source: Own contribution, FAOSTAT) 
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On a general note, the supply of seafood has shifted towards farmed aquaculture, as wild catch is 

stagnating across species and regions, at approximately 1 million tons gutted weight. The relative 

share of total seafood consumption served by farmed salmon is increasing, and the current global 

level of production is approximately 2 million tones gutted weight. It is believed that this trend will 

strengthen in the years to come, and that farmed aquaculture will play an ever important role in the 

future (Marine Harvest - A, 2013, p. 7). 

 

 

 

 

 

4.3. Industry structure and development 

When fish farming was established as a formal industry, the market structure was dispersed and 

with few key players. The strict governmental regulations favored local ownership of farming 

licenses, with the objective to promote sustainable production. However, since the mid-1990s, the 

industry has been prone to a wave of consolidation as shown in Figure 4.3.1. MHG has played a 

leading role in this wave of consolidation, which will be described in section 4.5.1.  

 

Figure 4.3.1 – Number of M&A transactions in salmon farming  
(Source: Own contribution, Mergermarket (criteria: deal value >100 EURm)) 

 

Figure 4.3.1 indicates that the majority of the large cap M&A activity has been related to 

Norwegian companies. The result of this consolidation is that a large number of small players have 

turned to a concentrated industry with a few key players. Figure 4.3.2 presents an assessment3 of 

the market structure as of 2012. According to these estimates, the top five producers in UK alone 

produced more than 90% of the total UK output. The concentration is lower in Norway, Chile and 

North America, but the top five producers still account for more than half the output in each 

                                                
3
 Assessment from Marine Harvest carried out by Kontali Analyse 
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Main take-away from the section  

Farmed salmon is traded in the spot market, and is characterized as a cyclical industry. This is mainly as 

a result of the production life cycle and biological risk of production. Even though salmon is an expensive 

source of protein, health benefits and an increasing protein demand drives a steady growth rate. 
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respective market. Based on the concentration in the UK market, it could be argued that there is 

still room for consolidation in the remaining markets. 

 

Figure 4.3.2 – Key industry participants per geography  
(Source: Own contribution, Industry Handbook 2012) 

 

 

 

Figure 4.3.3 presents the production data based on the previous estimates and available market 

data, for the consolidated global markets. Globally, all the top five producers are Norwegian-based 

farming companies. MHG is by far the largest player, across all key figures4, and GSF is the fifth 

largest player. 

 

Figure 4.3.3 – Global top five producers (EURm)  
(Source: Own contribution, Industry Handbook 2012, Capital IQ) 

 

 

 

                                                
4
 Market capitalization is obtained 28.02.2014 and revenue is consolidated from interim reports Q1-Q4 2013 
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The industry structure presented in figure 4.3.2 and 4.3.3 supports the hypothesis that an 

acquisition of GSF may be a natural step for MHG in order to continue their non-organic growth. It 

is worth noting that Cermaq has close to 2,5 times the market capitalization of GSF, while having 

the lowest harvested volume amongst the top five producers. The reason is Cermaq’s strong 

involvement in the fish feed industry, which will be further explained in section 4.4.  

 

4.4. Peer group 

Even though MHG and GSF are large players within fish farming, there are several other key 

market participants. This section will present a selection of the main peers of MHG and GSF. 

These peers will be used later in the relative valuation. When selecting peers, it is crucial that the 

companies are comparable in terms of economic outlook and characteristics. Additionally, the 

peers must have equal accounting policies and financial statements must be adjusted for transitory 

items (Plenborg & Petersen, 2012, p. 227). However, the issue of lacking perfect peers must be 

addressed as there are few truly comparable companies. An important criterion when selecting 

peers is their level of vertical integration in the value chain in order to ensure equal characteristics 

of all firms. All of the selected peers are active in the entire value chain, but in different degrees. 

The comparison of vertical integration across peers is presented in figure 4.4.1. 

 

Figure 4.4.1 – Selected peers compared to MHG and GSF  
(Source: Own contribution, company websites) 

 

 

 

Lerøy Seafood and SalMar are the second and third largest producers of farmed Atlantic salmon, 

and they are fully integrated in the value chain. Hence, they are natural choices for the peer group. 

Cermaq is the last of the top-5 producers globally, but is excluded from the peer group. The 

argument for excluding Cermaq from the group is their previous involvement in the feed producer 
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EWOS, which was divested to Bain Capital in 2013. However, in their previous financial 

statements, more than 60% of the revenue stems from the feed segment. With this in mind, a 

comparison of key financials with MHG and GSF will not provide the thesis with any insight. To 

complement the peer group, Norway Royal Salmon (NRS) is included, which is a relatively small 

producer compared to the rest, but they are included as they are both public and share partially the 

same exposure as MHG and GSF. 

SalMar 

SalMar was established in 1991, and is one of the most efficient producers of farmed salmon in the 

world. Their main production is located in Norway, but they are also present in Scotland through 

subsidiaries. Annual production output is approximately 114.000 tons gutted weight, which makes 

SalMar the third largest salmon farming company in the world. SalMar has been active in 

executing M&A deals over the last decade. Since establishment, SalMar has developed to be a 

vertically integrated farming company, and production stretches from broodstock to distribution of 

finished products. SalMar is listed at Oslo Stock Exchange under the ticker SALM.  

Lerøy Seafood 

Lerøy Seafood is the world’s second largest producer of Atlantic salmon, and produces more than 

140.000 tons annually. Additionally, they produce approximately 40.000 tons of other fish species, 

such as trout and cod. The company is vertically integrated, and engages in production, 

processing, sale and distribution of seafood. Current farming facilities are located in Norway, 

Scotland, while supplementary production facilities are located in several other European countries 

such as Spain, Sweden, Netherlands and Finland. Lerøy Seafood is listed at Oslo Stock Exchange 

under the ticker LSG. 

Norway Royal Salmon 

Norway Royal Salmon is fully integrated in the value chain, with engagement in smolt production, 

salmon farming, sales and distribution. The company is the 10th largest producer in Norway, with 

an annual output volume of more than 20.000 tons gutted weight. Norway Royal Salmon is listed at 

Oslo Stock exchange under the ticker NRS. 

 

 

 

 

 

Main take-away from the section  

The market structure for farmed salmon has gone from fragmented to consolidated, with the top 5 

producers supplying more than half of the industry output. Marine Harvest is the largest producer in the 

world, and Grieg Seafood is the fifth largest. The peers comprise of the remaining top producers of farmed 

salmon which are vertically integrated in the value chain. 
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4.5. Marine Harvest at a glance  

4.5.1. History 

MHG was founded in 1992 under the name Pan Fish (Marine Harvest - B). The company was very 

active within M&A in the period 1992-1997, both in Norway and internationally. The line of 

acquisitions resulted in the company going public at the Oslo Stock Exchange in 1997. In the years 

1997-2006 the company carried out additional acquisitions, primarily focused on increasing control 

over the entire value chain. In 2006 Pan fish changed their name to Marine Harvest, which was the 

name of one of the acquired companies of that year. In 2007, MHG went on to acquire Aker 

Seafood, significantly increasing the company’s size and establishing its market position. In recent 

years, the increased ownership in Morpol to approximately 87% is the one of highest significance. 

The Polish-Norwegian company is a major player in the business of processing farmed seafood, 

and is the world leader in value added salmon products.  

 

With an aggressive growth strategy, mainly through acquisitions, MHG has become fully integrated 

in the value chain. MHG controls everything from spawning to distribution and sales. The company 

has grown to be the largest producer of farmed salmon in both Norway and internationally, with 

more than 24% of the harvested volume in Norway.  

4.5.2. Operations overview 

By the end of 2012, MHG employed 6.389 people and realized a harvested volume of 392.306 

tones gutted weight. This represented an increase in production volume of 14% compared to the 

previous year. MHG has production facilities in Canada, Chile, Norway, UK, and sales offices all 

across the world with a presence in 22 countries. 

 

The Norwegian production facilities have been divided in four regions and a division for fresh water 

– where the early stages of the production take place. The Norwegian part of MHG employs 

approximately 1.270 people within processing, distribution and sales, and produced 255.000 tons 

which equals 65% of the total production of MHG (Marine Harvest - C, 2012). MHG’s operations 

are divided in three product categories: “Salmon”, “Halibut”, “Salmon oil and salmon meal”.  

Salmon is MHG’s most important product, with only 10.22% of revenues being generated through 

other products as shown in figure 4.5.1 (Marine Harvest - C, 2012, p. 91). This makes salmon the 

company’s core product.  

 

 



 

21 | P a g e  

 

Figure 4.5.1 – Revenue by product segment (’12)  
(Source: Own contribution, Marine Harvest Annual Report 2012) 

 

 

4.5.3. Vision and strategy 

As of March 2013, MHG launched a new vision: “Leading the blue revolution”. Through this vision, 

MHG wants to be the leading producer of seafood, and to improve the sustainability of the 

business. To be the leader, the firm has realized that they have to master three fields: fish feed, 

fish farming and global distribution. By controlling the products from feed to fork, MHG can be 

more proactive in addressing issues regarding sustainability, and improve the industry’s way of 

doing business. MHG wants to unite long-term value-creation with a responsible way of conducting 

business in relation to the environment and the society as a whole. As a result, MHG strongly 

emphasizes sustainability and publishes yearly sustainability reports to enhance awareness on the 

field. When speaking at the North Atlantic Seafood Forum on March 6th 2014, CEO of MHG, Alf-

Helge Aarskog stressed that too excessive growth of the industry will increase the environmental 

footprint and decrease sustainability (Marine Harvest - D, 2014). He suggested that the long-term 

growth should be predictable and kept at a 3-5% yearly increase in Maximum Allowed Biomass 

(MAB). This is a request to policy makers and a statement of MHG’s focus on sustainability, as 

well as an indication on their own growth rate. 

 

Additionally, MHG engaged in an environmental cooperation with WWF (World Wide Fund for 

nature) in 2008 (Marine Harvest - E). The fundamental goal of the collaboration is to reduce the 

environmental footprint of the fish farming industry. In order to strive towards this goal, three sub-

goals have been agreed upon: 

 

1. Ensure biological diversity in the ocean and freshwater. 

2. Reduce the ecological footprint and environmental damage caused by MHG’s activities.  

3. Reduce the greenhouse gas emissions from MHG’s business. 
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MHG’s growth strategy has, as briefly explained in section 4.5.1, been focused on acquisitions due 

to the strict regulations faced by the industry. By conducting a number of acquisitions over a long 

period of time, MHG has built significant M&A experience. As the strict regulations for the industry 

are unlikely to change in the short-run, the preferred way to realize growth for MHG will continue to 

be through acquisitions. MHG lists acquisitions in Norway and Chile as one of three strategic focus 

areas (Marine Harvest - D, 2014, p. 23). The remaining two areas are integration of Morpol and 

successful development of green-field feed capacity (Marine Harvest - D, 2014, p. 23), which will 

be further explained and discussed section 7.1 about MHG’s value chain. 

4.5.4. Ownership and management 

MHG’s largest shareholder is Geveran Trading Co ltd, with 28.03% of the outstanding shares 

(Marine Harvest - F). Geveran is fully controlled by John Fredriksen, a Norwegian businessman 

and billionaire. Mr. Fredriksen built the majority of his fortune within shipping and is known for his 

progressive way of doing business and willingness to take on risk. The second largest shareholder 

is Folketrygdfondet with 9.14% of the outstanding shares (Marine Harvest - F). Folketrygdfondet 

manages the Norwegian government’s pension fund on a mandate issued by the financial 

department of the Norwegian government. Folketrygdfondet’s objective is to be a responsible 

asset manager that over time delivers excess returns (Folketrygdfondet). The remaining 10 largest 

shareholders are investment banks with ownership-stakes ranging from 3.42% to 0.97% (Marine 

Harvest - F).  

 

In terms of assessing the ownership structure, John Fredriksen will through Gevarian represent a 

proactive attitude towards growth and he will be willing to take risks in order realize it. However, 

Folketrygdfondet will advocate more risk adversity through their active ownership policy 

(Folketrygdfondet). Together, the two dominating owners can create a sensible balance between 

risk-taking and risk-avoidance. 

4.5.5. Organizational structure 

MHG’s head office is located in Bergen, Norway as this is the home market and where the majority 

of production is carried out. Production has been divided into five business units. Four of those 

units being Norway, Scotland, Chile and Canada which all possess the entire value chain from 

farming through sales (Marine Harvest - G). The fifth unit is MHG VAP Europe, which has a 

downstream focus and is specialized in marketing, product development and processing of added 

value seafood products. MHG has a strong international presence with operations in 22 countries. 

Besides the aforementioned five production countries, the remaining locations are mainly related to 

sales and processing.  
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4.6. Grieg Seafood at a glance  

4.6.1. History 

GSF was established by the Grieg Group in 1988 as an insurance company. The company did not 

engage in any operations until 1992 when Grieg Trading, which was the current name, started 

trading salmon (Carnegie, 2009). The period 1994-2000 was characterized by acquisitions in the 

fish farming industry, and the targets were located in the Norwegian counties Rogaland and 

Nordland. The strategy to take products from egg to market, and control the whole value chain was 

adopted in 1996. The strategy resulted in additional farms being acquired, as well as investments 

in value-added productions. In 2000, the company decided to concentrate its efforts in Rogaland 

and the south of Norway, and consequently divested all business in Nordland. In 2001, the 

business that is currently GSF British Columbia was acquired, and the strategy of controlling the 

entire value chain was aborted in 2003. Divestments were completed in 2005 and GSF’s goal was 

to become a leader in biological production. In recent years, GSF has concentrated activities in 

Rogaland, Finnmark, British Columbia, and Hjaltland. They are now focusing on efficiency of 

operations rather than expansion. In order to obtain their current position, GSF has made 28 

acquisitions and has hence created in-house acquisition experience. In 2013, the Grieg family 

diluted their ownership when MHG bought 25,81% of the outstanding shares on November 7th 

2013 for a price of NOK 22 per share (Oslo Stock Exchange). After being indecisive of whether or 

not to pursue a strategy of total value chain control in the past, GSF is currently working towards 

full integration. 

4.6.2. Operations overview 

By the end of 2012, GSF employed 700 people and realized a harvested volume of 70.000 tones 

gutted weight (Grieg Seafood - A, 2012). GSF had a growth in production of 16,5%, which 

outperforms MHG’s growth in the same period of 14%. GSF’s production has been divided in four 

groups; the two Norwegian counties Rogaland and Finnmark, British Columbia and Shetland. The 

Rogaland division operates on 20 farm sites, has 117 employees and harvested 19.247 tons 

gutted weight in 2012, corresponding to 27,5% of GSF’s total output (Grieg Seafood - A, 2012, p. 

5). It is also worth noting that Rogaland was the only division to deliver positive EBIT operational in 

2012, and has historically been the most successful of the divisions when comparing key figures 

(Grieg Seafood - A, 2012, pp. 5-8). GSF Finnmark, which is situated in the northernmost part of 

continental Europe, has 24 farming locations, 200 employees and produced 20.080 tons gutted 

weight in 2012 (Grieg Seafood - A, 2012, p. 6). This constitutes 28,7% of GSF’s total output, and 

makes Finnmark the largest division. The Shetland division has 180 employees divided between 

31 farms in five clusters (Grieg Seafood - A, 2012, p. 7). Production from this division reached an 



 

24 | P a g e  

 

all-time high in 2012 with 17.097 tons, corresponding to 24,4% of the group’s total output. Finally, 

the business in British Columbia employs 93 people and operates 21 farming facilities (Grieg 

Seafood - A, 2012, p. 8). Production for 2012 reached 13.576 tons gutted weight, and the BC 

division consequently contributed with 19,4% of the total production.  

 

Unlike MHG, GSF does not state revenue allocations in relation to product segments, and hence 

no revenue breakdown can be compiled. 

4.6.3. Vision and strategy 

GSF wants to build on a sustainable use of resources to produce seafood products of supreme 

quality. In doing so, the company wants to focus on their core product which is fresh salmon – 

processed or sold as whole fish. GSF wants to focus on their core competence, which is farming of 

fish, harvesting, processing and packaging. The company states to control the entire value chain, 

despite being indecisive about pursuing this strategy in the past. Like MHG, GSF puts strong 

emphasis on sustainability, and its importance for the success of the industry. The welfare of the 

fish, avoiding pollution and preventing fish from escaping are all pressing issues that demand 

constant attention. Its importance is significant from an environmental perspective, but it is also 

interconnected with running a successful business. The industry has a vast number of 

stakeholders, and both being ignorant as well as not actively striving towards sustainability, will 

have severe implications for the business’ success.  

4.6.4. Ownership and management 

The parent company, Grieg Group, has been active in logistics, investments, shipping and 

insurance and can be traced back to 1884. The owners of the Grieg Group are the Grieg family, 

and the entrance into the fish farming industry was a move to utilize skills acquired by the group 

through other businesses. Additionally, the family wanted to be part of the new and growing 

industry of fish farming, as the natural conditions along the Norwegian coastline give a competitive 

advantage. The Grieg Group is the largest shareholder, making GSF a family owned company. Per 

Grieg jr. was CEO of GSF until august 2008, when the current CEO, Morten Vike was appointed 

(Grieg Seafood - B). Per Grieg has since been chairman of the board of GSF, allowing him and the 

family to retain control of the company.  Morten Vike is the current CEO of GSF, and he has held 

the position since August 1st 2008. The company is organized with a CFO, a chief accountant 

officer, a director of biological performance & planning, and a director of feed & nutrition. 

Additionally, there is a director for each of the four regions in which GSF operates.  
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4.6.5. Organizational structure 

GSF’s head office is located in Bergen, just like MHG. The company is divided in four production 

regions, and the sales unit Ocean Quality, of which GSF owns 60%. All sales in Norway are 

channeled through Ocean quality (Grieg Seafood - A, 2012, p. 45). Salmon produced in the UK 

and British Columbia are sold and distributed by sales departments in the respective areas.  

 

 

 

 

 

5. External Strategic Analysis 
 

Sub-question to be answered in this section:  

What are the external factors that influence GSF and MHG?  

 

To be able to conduct a proper forecasting and valuation, and especially to identify operational 

synergies, it is crucial to understand the industry and determine the key value drivers. GSF and 

MHG both operate in the same industry and the potential transaction represents a vertical 

consolidation. Hence, the external strategic assessment is conducted on behalf of both companies. 

To evaluate the external environment, the PESTEL framework is the most common. The general 

idea of the framework is to address selected macro factors that influence the business 

environment. The PESTEL-framework covers political, economic, socio-cultural, technological, 

environmental and legal factors. The PESTEL-framework is dismissed from the analysis as the 

industry approach is concentrated on assessing the levels of supply and demand. To provide an 

applicable and transparent overview of the external factors in the fish-farming industry, a 

proprietary framework is applied. 

 

First, the general market outlook will be discussed, as the industry follows a cyclical pattern, and 

market participants have a fair knowledge on the short-term future development. As the spot-price 

is the main value driver, a simple supply and demand model is used to explain the balance in the 

market equilibrium. Additionally, the approach is used to address drivers in order to provide 

forecasts for the valuation section. Additionally, global trade-flows are analyzed. Finally, the 

industry is regarded from a macro-economic perspective, where the political factors are addressed. 

Main take-away from the section  

Marine Harvest and Grieg Seafood both have production facilities in Norway, Canada and Scotland, while 

Marine Harvest has additional facilities in Chile. Marine Harvest has stronger control of the value-chain as 

they are self-suffient in smolt production. Both firms are owned by influential majority owner with focus on 

long-term growth and sustainability. 
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This analysis provides similar findings as with the PESTEL-framework, but will help to highlight 

more industry-specific drivers. 

 

5.1. Market outlook 

The last two fiscal years has been recognized by a historic high spot price for Atlantic salmon, 

which has had a positive impact on the producers. As figure 5.1.1 indicates, the current level of the 

spot price is approximately 50 NOK/kg, which represent a CAGR of 3,2% in the period from primo 

2012 to primo 2014. In this period, MHG’s share has risen by 112% and GSF’s share by 196%. 

This implies a strong relation of spot price as the main value driver in the firm value. Hence, the 

spot price development will be important when estimating the forecasts in section 10. 

 

Figure 5.1.1 – Development in salmon spot price versus GSF and MHG (’12-YTD)  
(Source: Own contribution, Oslo Børs, Indexmundi) 

 

 

According to the 2013 Q4 interim report by MHG (Marine Harvest - H, 2013), this development is 

expected to continue, as a result of a demand-driven spot market where supply is incrementally 

moderate. This expectation is supported by the forward market for salmon. However, as 

mentioned, the spot price fluctuates and a certain amount of volatility is expected. The outlook also 

disclaims a possible reduction in demand due to increased retail prices, which is natural according 

to price sensitivity, as some customers will shifts towards cheaper sources of protein. 

 

In the Q4 2013 interim report, MHG highlights the importance of a strong focus on vertical 

integration to ensure quality control of the entire value chain. Additionally, MHG will actively seek 

acquisitions in Norway and Chile in order to increase their market share substantially. GSF’s 

interim report for 2013 Q4 also addresses the favorable supply-demand balance which has yielded 

a strong stock price development and record earnings (Grieg Seafood - C, 2013). However, GSF 
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expects the supply side growth to be low in the first half of 2014, they will not utilize their licenses 

and expect to harvest 75% of their maximum allowed biomass. Even though the market outlook is 

positive, the threat of substituting products will increase as the spot prices increases. This is 

supported by SEB Enskilda equity research analyst Peder Strand, who points towards increasing 

spot-prices could eventually lead to demand destruction (SEB, 2014, p. 1). 

 

5.2. Supply and demand 

With regards to the market outlook and the industry overview, the balance between supply and 

demand is an important industry driver. Fish farming is a global industry with international 

production and markets. The general trade flow of the industry follows the structure as indicated by 

figure 5.2.1. 

 

Figure 5.2.1 – Global trade flow of Atlantic salmon  
(Source: Own contribution, Industry Handbook) 

 

 

 

 

Section 4.3 describes Chile, Canada, Scotland and Norway as the main exporters. MHG is 

engaged in all four regions, while GSF is not present in Chile. According to figure 5.2.1, the main 

importers are the EU, Asia, North America and Russia. MHG and GSF’s sales per geography are 

presented by figure 5.2.2.  
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Asia is the only market with no self-production, and an overall large demand, which makes good 

distribution in Asia key. However, political issues has been a barrier in trading with Asia, and will 

be further discussed in section 5.3  

 

Figure 5.2.2 – Geographical revenue break-down  
(Source: Own contribution, Company Annual Reports) 

 

 

 

As mentioned, the balance between supply and demand determines the market equilibrium. 

Biological risk factors such as diseases and sea temperatures influence the cost of production and 

the harvested volume. Even though many factors influence the pricing of Atlantic salmon, a simple 

supply-demand model is the most appropriate explanation of the price development. 

5.2.1. Supply 

Supply refers to the harvested volume in terms of gutted weight. Harvested volumes relates to 

licensing and capacity utilization. The industry is highly regulated, and production volume is often 

determined in terms of how many licenses the company obtains. To operate in Norway, Chile, 

Canada or Scotland governmental permission is required. However, the regulations differ from 

country to country (Marine Harvest - A, 2013, pp. 27-29). The licensing imposes a large restriction 

on the growth opportunities, but is needed to maintain sustainability. 

 

In Norway, licenses are awarded by the Ministry of Fisheries and administered by the Directorate 

of Fisheries. A license has been required to produce since 1973 and there have only been 

distributed new licenses in six years since 1982, making the total number of licenses 990 by the 

start of 2012. Each license allows for 780 tons5 maximum allowed biomass (MAB). MAB refers to 

the biomass each producer has at sea at a given time, implying a complex relationship between 

MAB and harvested volume. Licenses are free to be sold and bought between companies and in 

                                                

5 900 tons in Troms and Finmark 
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1993 a license traded for NOK 200.000 while it today trades between NOKm 20-70 (Marine 

Harvest - A, 2013, pp. 27-29). In addition, each farming company in the industry has previously 

been limited to maximum produce 25% of total harvested biomass. MHG’s growth has been 

capped due to this regulation, as they for a long time produced 24% of the allowed biomass. This 

regulation was changed in December 2012 and adjusted to 40% MAB, which opens for further 

growth and expansion for MHG. In relation to licenses, GSF holds 100 licenses for salmon 

production, and do not fully utilize their maximum allowed capacity of 102.000 tons per year (Grieg 

Seafood - A, 2012, pp. 4-12). This means that GSF has an organic growth potential in the 

budgeting period. GSF’s organic growth potential strengthens their attractiveness as a potential 

acquisition target for MHG, and this will be further discussed in section 7.2.2 about GSF’s VRIO 

resources. 

 

In Canada, the provincial government needs to grant tenure license to use a specific area for fish 

farming, in addition the federal government needs to grant a license of operation. The licenses in 

Canada may be traded, as no new licenses have been issued since 2007. In Chile the regulations 

are similar to those in Canada, and obtaining licenses depends on two authorizations. One is 

granted for operations and one is granted for the specific area to be used. Licenses acquired 

before March 2010 runs for an indefinite time period, and those acquired after 2010 runs for a 

period of 25 years (Marine Harvest - A, 2013, pp. 28-34). The regulations in Scotland are 

completely different. There is no licensing, but to be able to operate in a specific area one have to 

apply to several different institutions. The capacity in total biomass is very dependent on the 

characteristics of the area of operation (Marine Harvest - A, 2013, p. 27). The difference in 

licensing could explain the high degree of market concentration in Scotland, which is explained in 

section 4.3. This could imply that less strict regulations leads to higher market concentration. 

Hence, the reform in Norway could encourage additional consolidation in Norway. 

 

The total amount of harvested supply is related to how much smolt is produced. As mentioned, 

MHG has strict focus on controlling the entire value chain, in order to reduce biological risks. The 

importance of vertical integration has been highlighted in a risk assessment by the Institute of 

Marine Research (Insitute of Marine Research, 2013). The institute addresses diseases as the 

primary biological risk of production, as well as a significant cost component. A major outbreak of 

the disease infectious salmon anemia (ISA) in Chile in 2007 had severe financial impacts on all 

producers in the region, as well as the global supply. The outbreak underlined the importance of 

quality across the entire value chain in order to ensure sustainability, and vertical integration would 

help mitigate this risk. Even though in-house production of i.e fish feed and smolt is more 
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expensive than external supply, the mitigation of risk is perceived by the industry to have a positive 

net effect on production costs. 

 

Even though GSF is a fully vertical integrated producer, they are not self-sufficient in smolt 

production. The scarcity of in-house produced smolt may be an explanation to why GSF does not 

fully utilize their capacity. They have initiated a smolt investment program to become independent 

from smolt-producers, but an acquisition by MHG will also allow a full supply of in-house quality 

smolt, which could increase the production output at GSF’s facilities. 

 

The limitation of production capacity in terms of regulation and geographically suitable production 

sites are the main reason that overproduction is not a problem in the industry. In addition, demand 

exceeds supply, compared in terms of growth rates over the past 10 years. This situation is 

expected to be maintained as long as Chile develops a more stable production and reduce the 

current volatility related to diseases. 

5.2.2. Demand 

There here are several aspects that imply increased demand for farmed salmon. Over the previous 

decade, the average annual growth rate in demand has been 11% (Asche, 2011, p. 11). Much of 

the increase in demand is related to product innovation in processed salmon products, which are 

sold in new markets. New products make it easier and more popular to include salmon in the 

everyday diet, and the processing companies generate this increased demand. GSF does not 

engage in sales of processed retail products. However, MHG has played an active role in product 

innovation in order to boost sales. Through their modified atmosphere packaging (MAP), they offer 

several ready-to-cook products such as steaks and loins. These types of product innovation have 

proven successful, and are believed to increase demand. 

 

The main economic factors affecting the demand for salmon are considered to be real GDP growth 

and commodity prices. These factors can impact the demand for salmon by imposing a shift in the 

market equilibrium. As exhibited in figure 4.2.1 in section 4.2, where the relative prices of salmon 

were compared to other sources of animalistic protein, salmon is currently the most expensive. 

However, it is important to remember that prices of other animalistic proteins are also fluctuating, 

and certain market equilibriums may lead to salmon being an affordable protein source. In addition, 

salmon may be less price-sensitive than other products, due to the positive attributes of the 

product in relation to health benefits. This will be discussed further in the Porter’s Five Forces in 

section 6.3.  
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The demand is among other factors influenced by consumer’s purchasing power, which is 

captured by the real GDP. Therefore, it would be highly relevant to analyze the development of the 

real GDP in main import markets. Real Gross Domestic Product (real GDP) is an inflation-adjusted 

measure of all goods and services produced within a year in a country, expressed in base-year 

prices. It includes personal consumption, government purchases, private inventories, paid-in 

construction costs and the foreign trade balance. The real GDP is an important indicator of the 

health of a country’s economy. The general consensus is that 2.5% - 3.5% growth in real GDP is 

optimal (Khan, Nauman, Farooq, & Yahya, 2013, p. 904), because this is enough to create 

corporate profit and jobs but still not too much which would create inflation.  

 

As figure 5.2.3 illustrates, the real GDP growth was negative in the EU and the US around the 

financial crisis 2008/2009, but recovered in 2010. However, the EU was prone to a “double dip 

recession” in 2012 due to financial fallbacks in countries such as Greece, Spain, Portugal, Italy and 

most recently Cyprus. However, it should be mentioned than none of the most troubled economies 

in the EU are top importers of salmon. 

 

Figure 5.2.3 – Growth in real GDP in selected regions (’08-’13)  
(Source: Own contribution, Euromonitor) 

 

 

As described regarding the global trade flow in section 5.2, France and Russia on the other hand 

are the largest importers of Norwegian salmon, and a drastic decline in the economic climate in 

France or Russia could have a negative impact on the global demand.  The real GDP will be 

further analyzed when forecasting the future salmon price. Emerging markets such as Russia and 

China has shown a significant increase in demand over the recent years. The strong economic 

growth in Pacific Asia is believed to have a strong positive effect on the demand for salmon, as 

Pacific Asia is a major market, without any own production of salmon, according to figure 5.2.1. It 
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is assumed to be a relevant relationship between growth in GDP and demand of salmon. Hence, 

real GDP growth will be analyzed as a potential proxy when forecasting the salmon price. 

 

In summary, the industry is fairly transparent, where supply and demand are the two main drivers 

that determine market equilibrium. Due to geographical and political limitations, overproduction is 

not an issue. Demand is growing, and there is consensus of a long-term increased demand for 

healthy animalistic protein. However, cheaper substitutes such as chicken may be a threat when 

market equilibrium is supply-driven. 

 

 

 

 

 

 

5.3. Macroeconomic Factors 

In order to assess the market conditions affecting MHG and GSF, additional factors other than 

supply and demand must be accounted for. According to the trade flow described in section 5.1, 

farmed salmon faces a global market. Hence, a deeper understanding of MHG’s and GSF’s 

macroeconomic environment is necessary in order to evaluate the future development of the 

industry  (Kotler, Keller, Brady, Goodman, & Hansen, 2009).  

 

5.3.1. Political Factors 

The main political factors affecting the fish farming industry is related to the issuing of licenses in 

each respective country, and political relations between countries. As both companies in question 

are Norwegian, the relationship between Norway and important export markets is what needs 

investigation.  

 

In order to operate in Canada, Chile, Norway and Scotland, governmentally issued licenses are 

needed, as mentioned in section 5.2.1. The growth restrictions represented by the requirements 

are a necessity to maintain sustainability in the industry, at the expense of increasing revenues 

and profits. Focus on the environment has increased drastically over the recent years, and the 

possible damage on the environment from fish farming is a heavily debated topic. Consequently, 

the industry is exposed to the public opinion, requiring sustainability and a strong environmental 

focus from the players in the industry. The degree to which the industry, and by that MHG and 

Main take-away from the section  

The market for farmed salmon is global, and the EU is by far the largest market. Production is mainly 

located in the Northern part of Europe, with some production in Chile and Canada as well. The market is 

transparent, and the balance of supply and demand determines the market price. As an expensive protein 

source, change in GDP is a key value driver along with harvested volume. 
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GSF, can grow is decided by national policy makers and the public opinion - which to a large 

extent is based on the environmental impacts caused by the industry. 

 

Political relations between countries impact both trade restrictions and the taxes on trade between 

countries. After the Chinese activist, Liu Xiaobo, received the Nobel Peace Prize in 2010 (The 

Nobel Peace Prize), Norwegian goods were subject to trade restrictions when entering China. The 

restrictions effectively decreased exports from more than 1.000 tons as of December 2010, to 75 

tons in February 2011.  

 

The border between Russia and Norway in the Barents Sea has been the root of several conflicts 

between the two countries. The matter of how this area should be divided was decided as late as 

2010 (Regjeringen - A, 2010). This tension, along with the political instability by western standards, 

makes exports to the important Russian market a factor of uncertainty. 

6. Industry Analysis – Porter’s Five Forces 
 

Sub-question to be answered in this section:  

What are the industry-specific factors influencing GSF and MHG? 

 

To assess the industry micro level factors that affect MHG and GSF, several frameworks could be 

applied. The most common framework for industry analyses is Porter’s Five Forces. The 

framework is used to address market attractiveness, and does so by analyzing five competitive 

factors. The Value Net framework (Brandenburger & Nalebuff, 1997) is an alternative to the P5F-

framwork. The Value Net addresses the role of suppliers, competitors, complementors and 

customers, and how they affect the relevant company. The main contribution of the framework is 

that it does not assume a zero-sum game, but rather a win-win situation where both firms gain 

through “co-opetition”. The framework has an interesting approach, but is not as applicable as the 

P5F-analyis in terms of conducting a valuation. As a result, the Porter’s Five Forces framework is 

applied in the industry analysis. 

 

6.1. Threat of substituting products 

Prices affect consumer’s choice of products, and it is relevant to be aware of competing sources of 

animalistic protein. Besides salmon, the dominating sources of protein are poultry, pork, sheep and 

cattle. Each protein source’s share of the global distribution is shown in figure 6.1.1. As previously 
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mentioned, the demand for salmon is expected to increase due to population growth, which leads 

to an increased demand for animalistic protein. 

 

Figure 6.1.1 – Global distribution breakdown of protein sources (2009)  
(Source: Own contribution, FAOSTAT) 

 

 

 

Further, salmon is expected to become a more preferred source of protein as it is healthier than its 

most important counterparts.  As exhibited in figure 6.1.2, the spot price of salmon is more volatile 

than the prices of its peers. This is explained by the biological risks involved in production, as 

described in section 5.2.1. This biological risk has created a cyclical development in spot prices, as 

shown in figure 6.1.2. 

 

Figure 6.1.2 – Protein price development NOK/100 per kg (‘08-YTD)  
(Source: Own contribution, FAOSTAT) 

 

 

 

Apart from the price convergence from Q2 2011 to Q3 2012, salmon is significantly more 
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salmon possesses qualities that the other sources of protein do not. Fish and seafood are in 

general an important source for high quality protein, vitamin A, D and B12 (Marine Harvest - I). 

Additionally, salmon contains high levels of omega 3, which are the unsaturated fats with attractive 

health benefits. One of the important advantages of salmon is that it helps prevent heart and 

cardiovascular diseases, and this is the opposite of what the alternative sources of protein do. 

 

“Among the general adult population, consumption of fish, particularly oily fish, lowers the risk of 

coronary heart disease mortality” 

(WHO, 2010, p. 3). 

 

The attractive health aspect of salmon will help justify a higher price, and mitigate the threat of 

substituting products. There has been some negative media attention, mainly in Norway and 

France, regarding the health benefits of farmed salmon as a result of the use of medicine to cure 

fish lice and reduce the biological risks of production. As mentioned in section 5.2.2, France is the 

largest importer of Norwegian salmon in the EU, which again is the largest market for farmed 

salmon. Negative publicity about farmed salmon could potentially affect the demand, especially for 

Norwegian farmed salmon which are famous for its pristine quality. However, the main criticism 

has been comparing farmed salmon to wild salmon, and not farmed salmon to other sources of 

farmed protein which may be more correct. 

 

When the spot price increases drastically, this leads to increased prices to the end-user which will, 

depending on their price-sensitivity, look towards other sources of protein and reduce the demand 

for salmon. The threat of substituting products is regarded as high due to increasing retail prices. 

The assumption is that customers are less price sensitive towards salmon than other protein 

sources, because of the health benefits. However, bad publicity might threaten the demand as 

price-sensitivity might shift. 

 

6.2. Threat of new entrants 

As analyzed in section 4.3 about market structure, there has been a wave of consolidation which 

has led to a high concentration in market participants, where the top five producers supply more 

than half of the global output. This is a result of the lack of new grants of licenses in Norway, Chile 

and Canada, as described in section 5.2. The development in the industry over the last decade 

has been a strong focus on vertical integration in order to control the entire value chain. The 

purpose of vertical integration is to reduce the biological risks of production and maintain a high 

quality output.  



 

36 | P a g e  

 

When looking at the threat of new entrants, it is relevant to look at the entry barriers of the market. 

Higher barriers to entry directly lead to lower competition in the market. As a natural effect of the 

strict regulations and the complexity of production, there will be a high barrier to entry as a 

vertically integrated producer. However, the farming industry is full of smaller companies providing 

value-adding services or parts of the value chain to MHG, GSF and their peers. Entering as a 

service provider is considered easier than entering as vertically integrated, but only a vertically 

integrated producer could threaten the market position of the top five producers. Additionally, these 

service providers are often acquired by the large farming companies as a step towards 

strengthening their own vertical integration. Another aspect that increases the barriers to entry is 

the geographical requirements for production facilities. A long coastal line with optimal sea 

temperature is crucial in order to engage in farming of salmon. This effectively limits the number of 

possible locations for entering the market, and increases barriers to entry significantly.  

 

Entering the industry as a vertically integrated producers will be highly capital intensive and require 

a vast amount of expertise in order to handle the biological risks of production. In addition, there is 

a massive advantage with economies of scale in the industry. This is especially related to sales 

and distribution. All the large producers have proprietary global distribution networks, and this is 

crucial to maintain strong operating margins and operate profitable even when the supply-demand 

balance is unfavorable. The strong regulations, importance of ownership through the value chain 

and economies of scale, imply significant barriers to overcome when entering the industry. As a 

result, the threat of new market entrants is evaluated to be low. 

 

6.3. Bargaining power of customers 

The power balance between customers and producers is dependent on the level of supply and 

demand. A low demand will increase the customers bargaining power (Salvatore, 2007, pp. 330-

340). When evaluating the bargaining power of customers, it is important to address what the 

actual output is. Unprocessed and primary processed farmed Atlantic salmon is a relative 

homogenous product. However, secondary processed salmon such as the MAP products 

described in section 5.2 may be more differentiated. As mentioned, GSF does not engage in 

secondary processed products, and distribute a relatively homogenous product. MHG’s strategy 

“from feed to fork” implies that they also engage in production of secondary processed products 

ready for the end-customer. The industry for processed seafood is in general highly segmented. 

There are several small players, and a small group of large players with significant size. Some of 

the key players besides MHG are Royal Greenland and Icelandic Group. In 2009, more than 50% 
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of the Atlantic salmon in EU went to retailers, whereas 45% went to hotels, restaurants and 

catering (Marine Harvest - A, 2013, pp. 56-58). 

 

Homogenous products will in general give customers a high degree of bargaining power, because 

there will be other market participants ready to meet customers’ demand with an identical product. 

Differentiated products are more likely to shift the bargaining power towards the supplier, as there 

is less competition in this product segment in terms of perfect substitutes. As a general description, 

the fish farming industry may be prone to a high degree of customer bargaining power. However, 

some market participants, such as MHG, will have an advantage and decrease this bargaining 

power. 

 

6.4. Bargaining power of suppliers 

As previously explained, the main concept of being a vertically integrated farming company is to 

obtain control over the entire value chain. Fully integrated companies will have less dependence 

towards suppliers than less integrated companies, as they are wholly or partly self-sufficient in 

terms of input factors. The most crucial input factors in the value chain is fish feed, which is 

approximately 50% of all production costs. In 2013, MHG invested 700 NOKm in building a feed 

factory, with the purpose of becoming more self-sufficient in feed, and reducing costs of production 

(Marine Harvest - H, 2013, p. 18). The production facility makes MHG 60% self-sufficient with fish 

feed, as stated by member of the board, Tor Olav Trøim (Dagens Næringsliv). The prices of fish 

feed is highly volatile, and has been increasing over the last years as a result of increasing cost of 

raw materials in producing fish feed. This has a direct impact on the profitability of the farming 

companies (Grieg Seafood - C, 2013, p. 2). The main raw materials when producing fish feed are 

fish meal, soy meal, wheat and rapeseed oil. 

 

Figure 6.4.1 – Price development (EUR/ton) of fish feed input factors (’04-YTD)  
(Source: Own contribution, Indexmundi) 
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Figure 6.4.1 exhibits the price development of the major input factors for producing fish feed. As 

indicated, fish meal and rapeseed oil are the most expensive and the most volatile raw materials. 

Fluctuations in these commodity prices will affect the cost of production of fish feed, which again 

affects cost of goods produced by the farming companies. MHG’s strategic move towards 

becoming more self-sufficient in fish feed will reduce the bargaining power of their feed suppliers. 

However, raw materials are traded in a spot market, and will always be quoted at market 

equilibrium, which again reduces the bargaining power of suppliers of raw materials used for feed 

production. GSF on the other hand, are not self-sufficient in fish feed and are dependent of 

external suppliers.  

 

Just like the fish farming industry, the fish-feed industry has become increasingly consolidated. 

Since 2008 there has been mainly three producers controlling all the output, which are all 

subsidiaries of fish farming companies. During the last decade there has been a consolidation in 

the number of producers of fish feed. In 1998, there were 5 major players with 91% of the market, 

and in 2008 this was reduced to 3 main players with 94% of the market, as seen in Figure 6.4.2. 

This increases the bargaining power of the suppliers, as there are less competition amongst 

suppliers of fish feed (Marine Harvest - A, 2013, p. 44). 

 

Figure 6.4.2 –Development in feed producers’ market concentration  
(Source: Own contribution, Industry Handbook 2012) 

 

 

 

The overall assessment is that the bargaining power of suppliers is strong in relation to GSF and 

other farming companies that lack in-house production of fish feed, because of the high 

dependency on the feed as an input factor. For MHG, due to their vertically integrated fish feed 

production, the dependence of suppliers are lower, as they are exposed only to volatility in 

commodity prices, and less on retail prices from suppliers than non-self-sufficient producers. This 

reduces the suppliers bargaining power in relation to MHG. 
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6.5. Intensity of rivalry 

By conducting the P5F analysis, micro factors affecting MHG and GSF have been identified. The 

threat of salmon-substituting products is assessed to be high. The reason is the relatively high 

price compared to that of the other important sources of protein, which might decrease salmon’s 

attractiveness to price sensitive consumers. The health benefits related to salmon might however 

increase consumers’ willingness to pay a premium, and consequently reduce the high threat of 

substituting products. 

 

The entry barriers for vertically integrated producers of salmon are high, because of the capital 

intensity of the industry and the scarcity of farming licenses. High barriers to entry imply a low 

threat of new entrants, and consequently help reduce the overall intensity of rivalry.  

 

The bargaining power of customers is characterized as high because of the homogeneity of 

salmon. The possibilities for differentiation is in the stage of third degree processing, which is a 

capacity integrated in the value chain by MHG, but currently not by GSF. Consequently, MHG is 

able to mitigate some of the high bargaining power of consumers, while GSF are fully exposed to 

it. 

 

As mentioned in section 6.4, fish feed is the most important input factor, consequently making 

suppliers of fish feed the most crucial. Because of the high dependency on the product, bargaining 

power of fish feed suppliers is assessed to be high. By having 60% of their fish feed needs 

covered by in-house production capacity, MHG have significantly mitigated this bargaining power. 

However, GSF are entirely dependent on external supply of fish feed, making them vulnerable to 

the bargaining power of suppliers.  

 

Figure 6.5.1 –Summary of P5F analysis  
(Source: Own contribution) 
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The summary of the P5F-analysis is presented in figure 6.5.1. The overall intensity of rivalry is 

assessed to be high, with threat of new entrants being the only factor not contributing to 

intensifying the competition. The market is populated by strong and experienced players, which in 

combination with intensive competition makes the market unattractive for new players but holds 

great potential for existing players. 

 

 

 

7. Firm-specific strategic analysis 
 

The term “fully integrated value chain” appears with high frequency when the major players in the 

fish farming industry describe themselves. The reason being that by controlling the entire value 

chain, producers are able to eliminate cost increasing intermediaries and limit biological risks by 

having all operations in-house. Some industries focus on core competences and outsource 

operations unrelated to the core. By that approach, only farming would be kept in-house in the fish 

farming industry, while the likes of eggs, smolt, processing and etc. would be outsourced. In the 

fish farming industry however, the entire value chain can be characterized as core. The dominant 

reason is the extreme vulnerability to biological risks. Total control over the value chain help 

mitigate this risk and secure long-term sustainability. In researching the players in the industry, it 

has become clear that “control of the entire value chain” is not a standardized term.  

 

To further map the extent of control possessed by MHG and GSF, the individual strategic analysis 

will examine the entire value chain, from egg to consumer, and establish whether each subsection 

is kept in-house or not. When analyzing the value chain, Porter’s Value Chain Analysis could be a 

useful framework. The framework divides firm activities in support activities and primary activities 

(Porter, 1985). As this section’s purpose is to map the primary activities for further analysis in the 

VRIO-section, the Porter-framework has been dismissed in this section. Instead the value chain is 

analyzed from upstream to downstream activities, according to the description in section 4.1. 

 

7.1. Value chain analysis of Marine Harvest and Grieg Seafood 

Sub-question to be answered in this section:  

In which degree are GSF and MHG vertically integrated in the value chain? 

 

Main take-away from the section  

The threat of substituting products is by far the greatest threat for producers of farmed salmon 



 

41 | P a g e  

 

In 2012, MHG made the strategic choice of changing the company from a farming company with 

focus on production, to a fully integrated producer of seafood protein (Marine Harvest - C, 2012). 

As a consequence of the strategic direction, both upstream and downstream investments have 

been initiated. GSF has a similar strategy, of becoming an integrated producer of seafood (Grieg 

Seafood - A, 2012). In striving towards this goal, GSF wants to become less dependent on 

suppliers and has made several smolt investments over the recent years.  

7.1.1. Eggs 

The first step in the value chain is the need for viable eggs. This is eggs from female parent fish, 

mixed with milt from male parent fish that develop an embryonic eye – which is the sign of 

fertilization (Marine Harvest - J). MHG were self-sufficient with fertile eggs up until January 2nd 

2013 when they sold off their 42,6% stake in AquaGen for 32 EURm to EW Group GmbH 

(Appendix 1). This implies that MHG will have to purchase high quality fertile eggs externally, or 

enter the value chain at a later stage. GSF does not have their own broodstock operations, and 

thus have to acquire fertile eggs externally.  

7.1.2. Spawning 

The next step of the value chain is to transfer the fertilized eggs to freshwater tanks with steady 

temperatures (Marine Harvest - J), and the temperature is the decisive factor for the growth rate. 

This process takes place in a hatchery, and this is the first step of the value chain MHG has in-

house. Consequently, MHG are dependent on supply of fertilized eggs to their hatcheries, but have 

in-house facilities to handle the entire biomass from this stage. GSF has hatcheries in all 

production regions, and has control over a large biomass from an early stage in the value chain 

(Grieg Seafood - A, 2012). Consequently, GSF’s integrated value chain starts parallel with the 

value chain of MHG, which yields a strategic similarity. 

7.1.3. Fry  

When the hatched fish grow to fry, they are moved to larger tanks of fresh water, which has higher 

requirements to equipment etc. The fish is kept in these tanks until a size of approximately 12 cm 

is reached. Both MHG and GSF have capacities to handle this process in all respective production 

areas, and thus control the early stages of the salmon’s life. 

7.1.4. Smolt 

The smolt stage is when salmon undergo the change that allows them to go from fresh- to 

seawater. Salmon is transferred from fry locations to net pens in seawater by trucks or boats 

(Marine Harvest - K). Along the transportation, the salt level in the tanks is increased to approach 

that of the real level in seawater. This is done in order to ease the change for the fish, and the 
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process is kept in-house by MHG. As previously mentioned in section 7.1, GSF have made smolt 

investments in recent years. The goal is to become self-sufficient of smolt in each production 

region, but as of today that is not the case. This is an operational issue for GSF, compared to MHG 

and thus represents a strategic strength for MHG. It is however worth noting that a majority of 

GSF’s biomass is controlled from an early stage, and that external smolt is used additionally.  

7.1.5. Farming 

Fish is kept in net pens in seawater until reaching the market weight of 4,5 to 5,5 kilos. This part of 

the breeding phase is the most time-consuming stage, and considered the core of fish farming. 

This activity is served in-house for both MHG and GSF, and great efforts are invested in improving 

the operations. As described in section 4.5.2, MHG has farming facilities in Canada, Chile, Ireland, 

the Faroes, Scotland and Norway. GSF has, as described in section 4.6.2, farming facilities in 

Canada, Shetland and two regions in Norway. Amongst their farming locations, both the Canadian 

and one out of two regions in Norway are close to MHG’s facilities. In an eventual merger these 

may be integrated, and be the source of cost savings in terms of logistics etc. GSF’s production 

facilities in Shetland and one region in Norway will be more complex to integrate and possess less 

cost savings for the merged firm. GSF had a harvested volume of 70.000 tons in 2012 (Grieg 

Seafood - A, 2012) and 58.000 tons in 2013 (Grieg Seafood - C, 2013), and has a annual 

production capacity of approximately 102.000 tons gutted weight (Grieg Seafood - A, 2012). The 

production deficit is a potential source of improvement for GSF, and can be of importance in a 

possible merger between MHG and GSF. 

7.1.6. Fish feed 

During the farming stage, the fish needs to be fed. As described in section 6.4 about bargaining 

power of suppliers, fish feed make up approximately 50% of all production costs. It is also a stage 

that is very capital intensive to integrate into the value chain, and thus the most common to 

outsource. According to company annual reports (2012), all players in the peer group, except for 

MHG, rely on suppliers for fish feed. In 2012, MHG made the strategic choice to change focus from 

farming to become a completely integrated producer of seafood protein. As part of that strategy, 

MHG invested 700 NOKm in a fish feed factory in Bjugn, Norway (Marine Harvest - L, 2013). The 

factory was completed in 2013 and has a yearly production capacity of 220.000 tons salmon feed. 

The factory will supply MHG with approximately 60% of their yearly consumption, according to Tor 

Olav Trøim, who is a member of the MHG board of directors (Dagens Næringsliv). 

 

The strong position in the fish feed segment with a yearly production of 220.000 tons significantly 

decreases MHG’s dependency on suppliers in a market with a global production volume of 
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approximately 2,6 million tons (Marine Harvest - D, 2014). The low dependency gives MHG an 

important strategic advantage, and increases the degree of integration in the value chain. GSF 

does not have in-house fish feed production, and this represents the most severe weakness in 

GSF’s value chain according to the argument of mitigating biological risk, as mentioned in section 

5.2.1. Consequently, this is where MHG’s value chain is at its relatively strongest compared to 

GSF, and constitutes a strategic advantage.  

7.1.7. Processing 

There are three degrees of processing: Primary and secondary processing, and value added 

products (VAP). Primary processing involves gutting the fish and removing the head (Marine 

Harvest - M). This product is referred to as HG, which is head off and gutted. Secondary 

processing is when products like salmon filets and steaks etc. are made from the gutted fish 

(Marine Harvest - N). MHG is fully integrated in primary and secondary processing, with locations 

close to all farming facilities. The VAP segment provides ready-to-eat dishes that are sold to 

retailers and from there on directly to consumers (Marine Harvest - O). Smoked salmon in 

convenient packaging is a prominent part of the product line. As part of the integration strategy, as 

discussed in section 7.1, MHG wanted to strengthen their position within processing. The strategy 

resulted in the acquisition of 87% in Morpol for 408 EURm September 30th 2013 (Marine Harvest - 

A, 2013, p. 63). Morpol is the world leading player in the segment for processing of salmon, and 

the acquisition gives MHG control over value added products in important markets. GSF is only 

present in primary processing, not secondary and value added products. Consequently, GSF only 

sell a homogenous product without potential for differentiation, which yield a high bargaining power 

of customers as described in section 6.3.  

7.1.8. Sales and distribution 

MHG has both dimensions in-house, and the object of the sales department is to optimize logistics 

and maximize margins. MHG has divided the business unit in two segments: markets, which is 

focused on sales in the different continents, and value added operations. Distribution is handled by 

MHG’s logistics managers, and the priority is to ensure quality throughout the distribution and 

maintain an unbroken cold-chain (Marine Harvest - P). 

 

GSF’s sales and distribution is channeled through the subsidiary Ocean Quality (Grieg Seafood - 

A, 2012). GSF has 60% ownership in the company, and Bremnes Fryseri AS owns the remaining 

40% (Grieg Seafood - A, 2012). Ocean Quality strives to be a preferred and trusted supplier of 

seafood, and has high standards related to quality and customer service in order to reach their 
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goal. Conclusively, both MHG and GSF have highly competent sales and distribution entities, 

yielding a strategic similarity.  

 

By conducting the value chain analysis, figure 7.1.1 has been compiled, and it gives a quick 

overview of the respective company’s value chains.  

 

Figure 7.1.1 –Value chain overview  
(Source: Own contribution, Company websites) 

 

 

 

As shown, the important differences are GSF’s lack of self-sufficiency in smolt, MHG’s partly self-

sufficiency in fish feed, and GSF’s absence in second- and third degree processing. 

 

7.2. VRIO analysis 

Sub-question to be answered in this section:  

What are the firm-specific capabilities and resources of GSF and MHG? 

 

By analyzing the value chains in section 7.1, important firm specific resources has been identified. 

These resources will be further investigated through Jay Barney’s framework. The article “Firm 

resources and sustained competitive advantage” was published in 1991, and presented the widely 

acknowledged VRIN framework (Barney, 1991). The framework was later on revised to the VRIO 

framework (Barney & Hesterly, 2006), which is the tool that will be used in order to assess the 

respective companies resources. The framework presents four questions to be answered in 

determining if a resource can yield a sustained competitive advantage. However, if a resource is 

dismissed as a sustained competitive advantage, the framework can help state the importance of 

that resource. The questions are related to the resource’s value, rarity, imitability and the 

organizations ability and readiness to exploit the advantages given by the three previous 

questions. The section will first present the resources of MHG in the order they occur in the value 

chain, before presenting GSF’s resources in the same way. The analysis will focus on the most 

important and concrete findings from the value chain analysis, as well as more intangible strengths 

such as highly competent workforce and good husbandry will hence be excluded. The reason 
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behind this decision is the complexity in evaluating such resources against each other based on 

public information. 

7.2.1. MHG’s VRIO resources 

7.2.1.1. Self-sufficiency in smolt 

By being self-sufficient in smolt, MHG has complete in-house control of the biomass from 

spawning through to distribution. In evaluating if this resource is valuable, the mitigated risk it 

represents is central. SalMar, who are also self-sufficient with smolt, provides a good description 

on their view of the importance of the resource: “As a leading international producer of farmed 

salmon, having access to adequate supplies of high quality smolt is crucial to SalMar” (SalMar). 

The highest mortality rate of the production cycle is in the first 1-2 months after smolt is transferred 

to seawater (Marine Harvest - A, 2013). By ensuring high quality in the stage before the most 

crucial point in the value chain, operational risks can be significantly decreased. In-house smolt 

also allows for increased flexibility and a shorter timeframe in relation to deciding desired 

production volumes. Implicitly improving MHG’s position to increase volumes in periods with high 

salmon prices, and exploit favorable market conditions. Reduced risk and increased flexibility from 

the resource lead to a classification as valuable according the VRIO framework. 

 

In order to answer the next question, related to the rarity of the resource, a brief investigation of the 

peer group is necessary. As discovered in section 7.1.4 about smolt, GSF is only partly self-

sufficient with smolt, and SalMar is completely self-sufficient with smolt as described above. Lerøy 

built the world’s largest smolt facility in 2012, to comply with their strategy of being self-sufficient 

with smolt (Lerøy, 2012). The last company in the peer group, Norway Royal Salmon, has secured 

smolt supplies through their 37,75% ownership in Ranfjord Fiskeprodukter AS and the 30% 

ownership in Skardalen Settefisk AS (Norway Royal Salmon, 2012). Conclusively, GSF is the only 

participant in the peer group who is not self-sufficient with smolt which makes the resource a non-

rare one. Implicitly, the resource is a necessity to keep up with the competition which is of strategic 

importance for MHG, but shows a clear weakness in GSF. 

 

The third question of the VRIO framework is related to the degree of which the resource can be 

imitated by competitors not possessing it. As previously mentioned, Lerøy built a world leading 

smolt plant in 2012 with an investment of 350 NOKm (Lerøy, 2012, p. 17). Lerøy’s harvested 

volume reached 145.000 tons in 2013 (Lerøy, 2013), and GSF’s was 58.000 tons (Grieg Seafood - 

C, 2013), making GSF’s production output 40% of Lerøy’s. By extension, GSF would need an 

investment of approximately 140 NOKm to acquire a smolt factory of the same quality, relative to 
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the company’s size. When looking at GSF’s cash flow statement, the firm has cash and cash 

equivalents as of ultimo 2013 equal to 163 NOKm  (Grieg Seafood - C, 2013), making such an 

investment plausible and an obtainable resource. 

 

The last question regarding the resource is whether the organization is able to exploit it or not. As 

MHG uses the resource to limit biological risk and control costs, the resource is exploited by the 

organization. As the resource is valuable, but not rare or difficult to acquire, it is not a source of 

sustained competitive advantage. However, as GSF is the only peer not in possession of the 

resource, it becomes a competitive parity to MHG, and a competitive weakness for GSF. 

7.2.1.2. Fish feed 

When analyzing production costs in Norway, Canada, Scotland and Chile, fish feed account for 40-

50% of the total cost in all markets (Marine Harvest - A, 2013). By bringing 60% of this cost in-

house, MHG has significantly increased control of production inputs. The resource reduces 

dependency on costly intermediaries, and provides MHG with more quality assurance. The 

resource helps mitigate the bargaining power of suppliers, which was presented in the PF5 

analysis in section 6.4, making the resource a valuable one.  

 

In assessing the rarity of the resource it is relevant to investigate to what extent the remaining 

peers possess similar resources in-house. As briefly discussed in section 7.1.6 about fish feed, all 

other members of the peer group are entirely dependent on suppliers for fish feed. This puts MHG 

in a unique position, having more value chain control than competitors and being the most 

integrated player in the sample with 60% self-sufficiency in fish feed. Consequently, the resource is 

both valuable and rare.  

 

Like smolt self-sufficiency, the degree to which the in-house fish feed resource can be imitated 

should be evaluated in relation to the magnitude of the investment it represents. As presented in 

section 7.1.6 about fish feed, the investment MHG committed to in order to produce 60% of fish 

feed in-house was 700 NOKm (Marine Harvest - D, 2014). Such an investment is possible for 

MHG because of the high harvested volume they produce each year and the economies of scale 

that comes with it. For producers with significantly lower harvested volumes, the investment will be 

harder to justify even though it will be of a lower magnitude. To put it in the context of Lerøy, who 

had a harvested volume of 145.000 tons in 2013 (Lerøy, 2013) which makes 42% of MHG’s 

344.000 tons in 2013 (Marine Harvest - H, 2013), it would cost 295 NOKm to become 60% self-

sufficient with fish feed. This is a substantial investment that is hard to imitate, thereby making it 

hard for competing firms to obtain the same resource.  
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The last question related to the strength of the fish feed resource is that of the organizations ability 

to exploit the resource. MHG chose a highly strategic location for the fish feed factory in Bjugn, 

Norway. With the use of two bulk delivery vessels, the factory will be able to supply three out of 

four Norwegian production regions within a 15-hour sailing distance (Marine Harvest - L, 2013, p. 

26). The resource is successfully developed, and is an area of strategic focus to improve the 

integration in the business (Marine Harvest - D, 2014, p. 23). For that reason, the organizations 

ability to exploit the resource is good, and likely to improve in the near future. Conclusively, the 

resource of 60% self-sufficiency of fish feed is valuable, rare, difficult to imitate, and well exploited 

by the organization – thereby making it a possible source of a sustained competitive advantage.   

7.2.2. GSF’s VRIO resources 

7.2.2.1. Excess capacity 

Whether or not excess capacity is a VRIO resource is open for discussion. However, in the scope 

of this thesis, where GSF is a possible acquisition target, the excess capacity can be an important 

rationale for acquiring the firm, which is the reason why it is being considered a resource. 

 

GSF recorded an all-time high harvested volume in 2012 with 70.000 tons (Grieg Seafood - A, 

2012), and produced 58.000 tons in 2013 (Grieg Seafood - C, 2013). However, the company’s 

production capacity is 102.000 tons (Grieg Seafood - A, 2012), yielding a high share of unused 

capacity by GSF. There are two aspects of excess capacity to be considered in evaluating the 

importance of the resource. The first and least important is the pure form of excess production 

capacity, meaning that GSF’s facilities would be able to handle a larger volume. 

 

The second and most significant is the license aspect of excess production capacity. Licenses are 

highly regulated in Norway, Chile, Scotland and Canada, meaning that they are both scarce in 

number and difficult to obtain. Consequently, they are valuable in two ways: First, the production 

volume in all markets is limited according to the licenses, meaning that a company’s revenues to a 

large extent are decided by the licenses under the control of the firm. Secondly, the Norwegian 

licenses can be traded, and are sold for 20-70m NOK (Marine Harvest - A, 2013, p. 29). Both 

aspects make GSF’s excess production capacity a valuable resource, and is thus an important 

finding from GSF’s value chain.  

 

To investigate the rarity of excess production capacity, the relationship between the number of 

licenses and harvested volume (HoG) is investigated. Figure 7.2.1 shows the number of licenses, 

harvested volume and harvested volume per license for the entire peer group as of 2012.  
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Figure 7.2.1 – Peer group production overview (’12)  
(Source: Own contribution, Company Annual Reports 2012) 

 

 

 

The figure shows that GSF has a significantly lower output per license than the peers with a higher 

harvested volume, and slightly lower than the smaller competitor Norway Royal Salmon. The 

extent of utilization per license is a complex matter due to different legislation in different countries 

and regions, but the output per license gives a good indication of the relative differences in 

utilization. The data clearly points towards GSF having the lowest utilization in the peer group, and 

hence the biggest room for improvement. The room for improvement is as previously stated 

valuable, and judging by the numbers in figure 7.2.1, it is also rare – at least with the magnitude 

that GSF possess. Additionally, MHG has a significantly better utilization than the peers and with 

GSF having the lowest it seems evident that GSF possess a resource of value to MHG and one of 

rarity. 

 

The question about the extent to which excess production can be imitated is challenging to relate 

to. Members of the peer group could slow down production to obtain the resource, but would not 

do so as it directly impacts revenues. GSF’s resource is that they possess licenses and facilities 

with a higher capacity than they are able to utilize due to input-constraints such as smolt. For the 

peer group to obtain this resource, they are dependent on additional licenses and improvement in 

production equipment and facilities. The latter is only a matter of investment of relatively low 

magnitudes, but additional licenses are difficult to obtain. Governments are restrained in awarding 

new licenses, and no new licenses has been issued in Norway since 2009 (Marine Harvest - A, 

2013, p. 27). This makes GSF’s resource of excess capacity very difficult to imitate for competitors 

who are not in possession of it.  

 

The question of the organization ability to take advantage of the resource is less complex than 

previous questions. GSF has not been able to take advantage of the resource, which is the 

fundamental reason why it has become a resource in the perspective of this thesis. For this 

reason, the resource is not a possible source of sustained competitive advantage, but an 

unexploited competitive advantage – especially in the context of MHG evaluating possible 

acquisition targets. 
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8. Financial analysis 
 

To supplement the strategic analysis, a financial analysis is carried out. The purpose of the 

financial analysis is to determine the trend and level of profitability and liquidity of both MHG and 

GSF. Analyzing the financial situation and the respective firms’ internal abilities to create value is a 

crucial foundation for the forecasting section. 

  

8.1. Financial statement adjustments 

GSF, MHG and their peers publish financial statements according to the International Financial 

Reporting Standard (IFRS). IFRS makes no distinction between core and non-core activities, which 

is a necessity in evaluating the companies’ value creating abilities (Plenborg & Petersen, 2012, p. 

68). A significant number of the items will be self-explanatory in their classification, but this section 

will offer an argumentation when justification is needed in classifying an item as operational or 

financial. It is unsuitable to provide dedicated sections to each company, as GSF, MHG and the 

peer group all have very similar items. Thus, a more general description will be provided, making 

room for some deviation in item names amongst the investigated companies. All classifications will 

be done with respect to Plenborg & Petersen (2012). Prepared pro-forma statements are 

presented in appendix 2 to appendix 11, and will provide a specific segmentation of core and non-

core activities for each firm. 

8.1.1. Income statement adjustments 

Impairment losses: Write-downs and impairments are special items that are indirectly part of the 

firm’s core business. As a result, the provisions are derived from a core activity and could therefore 

be included as an operational item. However, such a special item may be excluded from 

operational items if the item is unusual from normal activity (Plenborg & Petersen, 2012, p. 75). 

Due to the fact that the impairment losses is non-recurring, and connected to the change in market 

conditions due to the financial turmoil in 2008, the impairment losses are dismissed as operational 

items and recognized as a financial item for analytical purposes. 

 

Fair value adjustment on biological assets: Fair value adjustments is a special item, and the 

adjustments are derived from core activities just like the impairment losses. The fair value 

Main take-away from the section  

A strong vertical integration is a key value driver for the industry, as full control of the value chain 

mitigates biological risk of production. GSF’s excess capacity is an unexploited competitive advantage, as 

capacity is a scarce resource due to regulations. 
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adjustments are recurring, and could be classified as a part of operations. However, the item 

fluctuates from -395 NOKm to 267 NOKm for GSF and -1.514 to 1.825 NOKm for MHG in the 

estimation period. The value adjustments are related to changes in value of biomass as a result of 

changes in the spot market. Due to the strong fluctuations, meaningful forecasts of the item will not 

be obtained, and would be a source of bias in the valuation. As this would create a bias in the 

estimates going forward, “Fair value adjustment on biological assets” is excluded from core 

operations and classified as a financial item in order to ensure a purer NOPAT estimate for 

analytical purposes. Additionally, the item is not related to any actual cash flow, but is strictly an 

accounting item such as depreciation and amortization. By this argument, if the fair value 

adjustment were included above NOPAT, the value should be added back to NOPAT when 

calculating FCFF in the same way as depreciation and amortization. As a result, classification of 

the item as operational should not be of any significant influence to the estimation of FCFF, which 

strengthens the argument to recognize it as a financial item for analytical purposes. 

  

Provision for onerous contracts: Specifically, provisions for onerous contracts are related to 

losses on forward contracts of fixed volume and price. Financial instruments, such as forward 

contracts, are used to hedge fluctuations in the spot market. Even though the financial contracts 

are related to operations, the use of financial hedges is a financial decision, and the gains and 

losses on such financial contracts should be treated as a financial item (Plenborg & Petersen, 

2012, p. 78). 

 

Restructuring costs: Restructuring costs is a special item which is indirectly derived from core 

operating activities, and adjustments in the organization are a natural activity in order to manage 

operational challenges. By this argument, restructuring costs is expected to occur frequently, and 

should be classified as an operational item according to Plenborg & Petersen (2012, p. 76). 

 

Income/loss from associated companies: Investments in associated companies is related to 

subsidiary sales units, suppliers and subcontractors within the fish farming industry, and are 

considered to be a part of core operations. As a result of the classification of associated 

companies as an operational activity, relevant balance sheet items is also to be included in 

invested capital (Plenborg & Petersen, 2012, p. 76). Additionally, even though acquisitions are a 

financial decision, gains and losses from acquisitions are recognized as an operational item, as 

acquisitions are related to core activities. However, non-recurring gains are treated as a financial 

item when separated from normal gains/losses. 
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8.1.2. Balance sheet adjustments 

Investments in associated companies: As argued in relation to the adjustments of the financial 

statement, investments in associated companies are recognized as operational items. Consistency 

in classification is crucial for analytical purposes, and as a result the balance sheet items related to 

associates are also classified as operational items. 

 

Loans to associated companies: Loans to associated companies are assumed to be interest-

bearing, and is thus classified as a financial item (Plenborg & Petersen, 2012, p. 76). 

 

Other shares: Other shares is treated as a financial item, as the assets are recognized as non-

core investments. Investments relates to holdings outside the core value chain or smaller holdings 

in sub-related parties. Core investments are included in subsidiaries, and subsequently holdings in 

other shares are treated as financial items. 

 

Deferred tax assets and liabilities: Deferred tax items arise due to differences between taxable 

income and accounting earnings, where accounting earnings are based on IFRS and taxable 

income is the result of tax regulations. Deferred tax may be treated either as a liability which are 

prone to future settlement, or as quasi-equity which does not represent economic outflow as 

deferred tax does not settle until last fiscal period (which may be perpetual). Deferred tax may be 

considered both as an operational and financial item, depending on the purpose. Tax liabilities are 

defined as a provision because there is an uncertainty about the time or amount of settlement of 

the liability. The actual amount to be paid to settle the liability depends on the future tax rate at the 

point of settlement, and the timing depends on the future investments of the firm. If a firm invests a 

constant amount in perpetuity, deferred tax may in principle never be settled. For the analytical 

purpose of this thesis, deferred tax is recognized as an operating liability as the deferred tax is 

derived related to core tangible and intangible assets. 

 

Tax payable: In contrast to deferred tax items, there are no uncertainty of the settlement of tax 

payable and current tax liabilities. As a result, tax payable is recognized as operational, as the item 

represent a liability derived from core-operations. 

 

Cash & cash equivalents:  A part of cash held is needed to finance day to day operations, and 

should be included in invested capital as a part of the operational items. Hence, a part of cash 

holdings represent excess cash which should be recognized as a financial item. However, due to 

the lack of separation of operation cash and excess cash, cash and cash equivalents are treated 
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as financial items due to the fact that cash is an interest bearing asset. Additionally, cash should 

only be included as an operational item if the cash is actually invested in operational assets. As 

there are no explicit remarks of operational investments funded by cash, the item remains 

classified as a financial item for analytical purposes  (Plenborg & Petersen, 2012, p. 421). 

 

Pension liabilities & Pension assets: Pension and provision values are assumed to be part of 

employee’s compensation, and should thus be classified in the same way as salaries – as an 

operational item. 

 

Leasing liabilities: According to Plenborg & Petersen, operational leases are not recognized in 

the balance sheet, but disclosed as a contingent liability. As the leasing liabilities are recognized in 

the balance sheet, it is assumed to be a financial lease (Plenborg & Petersen, 2012, p. 421). 

 

Assets held for sale: Assets held for sale is recognized as a financial item, as divestment is 

related to reduction of NIBD as the pending transaction will reduce loans or increase cash. 

 

8.2. Cost of Capital – WACC 

The cost of capital is calculated prior to further financial analysis, in order to evaluate the economic 

value added in the section of profitability. 

 

Sub-question to be answered in this section:  

What is the respective weighted average cost of capital associated with an investment in 

MHG and GSF? 

 

The weighted average cost of capital (WACC) represents a firm’s required rate of return. As a 

result, WACC is applied as a discount factor when calculating the enterprise value in section 11. 

However, as the WACC is the required rate of return, it also becomes a threshold of performance, 

as return on invested capital should exceed the cost of capital represented by the WACC. The 

WACC is calculated by the following equation: 

 

     
 

   
     

 

   
                

 

In order to determine the WACC, each component must now be considered and calculated. 
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8.2.1. Estimating cost of equity 

The cost of equity is decided by four main factors; the risk-free rate, the systematic risk, the market 

risk premium and a company-specific adjustment. There are several different ways to estimate the 

cost of equity, such as CAPM and Fama-French three-factor model (Koller, Goedhart, & Wessels, 

2005, p. 234). The main difference between the Capital Asset Pricing Model (CAPM) and Fama-

French is the definition of systematic risk. Koller Goedhart & Wessels highlights the use of CAPM 

as best-practice estimation if the purpose is to determine WACC. Accordingly, the CAPM model 

will be applied to determine the proper discount rate. CAPM is calculated as: 

 

           [        ] 

 

The expected return on a stock equals the risk-free rate plus, the systematic risk of the stock 

multiplied by the expected market excess return. 

8.2.2. Determining the risk-free rate 

Long-term government bonds of developed economies are the closest to a risk-free rate of return 

there is. While US government bonds is the obvious choice for US-based companies, Koller, 

Goedhart & Wessels (2005) points towards German Eurobonds as a proper proxy for risk-free rate. 

However, Norway holds an AAA rating, implying that the credit risk is zero. As both GSF and MHG 

are based in Norway, the use of Norwegian government bonds as a proxy for risk-free rate is 

appropriate, as this will also incorporate the effect of inflation.  

 

When valuing a company, the maturity should match the long-term horizon of the cash flows. Even 

though the 30-year governmental bond might have a better match, a 10-year bond will have less 

liquidity premium, and is the preferred proxy for the risk-free rate (Koller, Goedhart, & Wessels, 

2005, p. 236). The average interest rate of the Norwegian 10-year Treasury bond in 2013 was 

2,58%, and is applied in the CAPM as the risk-free rate. 

8.2.3. Measuring systematic risk - Beta 

The academic research on beta estimation is vast and populated by a number of important pieces 

of work. Fama & French (1992) and Berger (2013) both contribute important knowledge to the field 

of beta estimation. They are both discarded as sources of guidance for this thesis in favor of 

Damodaran’s work (1999). The reason is that Damodaran’s widely recognized importance for the 

academic field in question, and the good fit between his paper and the operations that will be 

conducted in this section. 
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Betas estimate the systemic-specific risk a share will add to a diversified portfolio, and the 

measure is relative, meaning that betas are standardized around one. The traditional beta 

estimation is carried out through a regression between returns on the relevant share and an 

appropriate index. Damodaran presents several alternatives to the regression approach; Modified 

regression betas, relative risk measures and bottom-up betas (Damodaran, pp. 18-30). The 

approaches are rejected as they include more subjective considerations and are not strictly 

quantifiable, thus increasing the margin for error. Additionally, some of the methods rely on 

reported financial statements that are released four times a year, at most, giving few observations 

in the input data. 

 

Conclusively, the betas of GSF and MHG, as well as the peer group will be estimated using the 

regression approach. Damodaran points to three critical questions in estimating beta with the 

regression approach: What market index to regress against, the time period for the regression, and 

at what interval returns should be collected (Damodaran, pp. 7-10). 

8.2.3.1. Input Variables 

It is common to regress returns of the stock in question on returns of the index in which the stock is 

listed, making the Oslo Stock exchange index (OSEBX) the natural choice. However, when looking 

at what the index describes it is one of the most oil-intensive stock exchanges, making the link 

between the returns questionable. To create a more meaningful description of the risk involved in 

fish farming companies, the Morgan Stanley Capital Index (MSCI) is used. MSCI is a global index 

including most major equity markets, thereby describing changes in the world economy. With 

salmon being traded internationally as a commodity, the relation to the MSCI will offer descriptive 

strength on the firm specific risks of fish farming companies. 

 

In relation to timeframe, Damodaran points out an important trade-off (Damodaran, 1999, p. 9). 

Going further back in time increases the number of observations and hence the statistical validity 

of the operation. This may however be offset by the fact that the characteristics of the firm might 

have changed, in terms of balance between debt and equity or market participation. Consequently, 

more stable firms allow for going further back in time, while firms characterized by restructuring 

and acquisitions suggest a shorter estimation period. The fish farming industry has undergone a 

wave of consolidation over the last decade, as described in section 4.3, suggesting a limited 

estimation period. The industry is also known for being cyclical in profitability as indicated by the 

metric EBIT/kg. The length of the cycle has historically been four to six years as shown by figure 

8.2.1  

 



 

55 | P a g e  

 

Figure 8.2.1 – EBIT/kg development 1990-E2015  
(Source: Own contribution, SEB Equity Research, Sector Update 14 January 2014) 

 

 
 

Since the wave of consolidation has been focused on strengthening core activities, capturing the 

entire cycle in the estimation period stands out as more important than avoiding changing firm 

characteristics, yielding a six year estimation period.  

 

In relation to return intervals, shorter intervals increase the number of observations in the sample, 

and thus the statistical significance. However, the cost of increased observations is what 

Damodaran refers to as non-trading bias (Estimating Risk Parameters, 1999, p. 10). As shares are 

not continuously traded, periods of non-trading can reduce the correlation with the relevant index 

and consequently affect beta estimates. In order to limit the non-trading bias and maintain a solid 

number of observations, returns will be collected on a monthly basis.  

8.2.3.2. Computations 

With all input-factors justified, the next step is to execute the computations for all companies in 

question – including members of the peer group. First, returns from one month to the next are 

calculated by the following equation: 

 

                   
                           

              

 

 

Secondly, the variance within the monthly returns are calculated, and subsequently the standard 

deviation. The last input variable needed for the beta calculation is the correlation between returns 

on the asset and returns on the MSCI world index. Finally, the raw beta is computed by the 

equation presented below: 
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The raw beta or equity beta does not represent the most recent leverage level, but the average 

over the estimation period. In order to correct for this, the raw beta is unlevered using the 

estimation periods average debt/equity ratio and leveraged back using the current debt/equity 

ratio. Additionally, studies have revealed that betas over time tend to move towards one 

(Damodaran, 1999, p. 12). In order to cope with this tendency, the leverage-corrected raw beta is 

adjusted towards one using the following operation: 

 

          
 

 
      

 

 
 

 

This yields the respective betas that will be used in later computations, and snapshots of each beta 

computation can be found in appendix 12. The estimation yields a levered beta of 1,5056 for GSF 

and a levered beta of 1,2361 for MHG. These beta levels are considered to be high, and imply a 

great level of systematic risk attached to the stocks. This is mainly due to the volatile pattern of the 

industry. 

 

8.2.4. Determining the market risk premium 

The market risk premium referrers to the spread between the risk-free rate and the expected 

market return. With the expected market return being unobservable, the market excess return may 

be found in research studies, often estimated based on average spread over 50 or 100 years back 

in time (Plenborg & Petersen, 2012, p. 263). Brealey, Meyers and Allen (2008) suggests an equity 

risk premium of 7,6% while Koller, Goedhart and Wessels (2005) suggest 5,4%. Damodaran 

presents a discussion of different sources of market risk premiums. A historical arithmetic mean 

based on the Norwegian capital market suggests 5,2% against long-term government bonds, and 

5,8% against short-term government bonds (Damodaran, 2013, p. 32). Additionally, Fernandez 

(2013) provides an extensive research of market risk premiums, where the average market-risk 

premium in Norway has increased from 5,5% to 6% from 2011 to 2012. The research study by 

Fernandez is the most recent and extensive found, as well as one of the most cited. Additionally, 

the market risk premium of 6% seems reasonable in relation to the other studies. Hence, a 

premium of 6% is applied in the CAPM model. 

 

8.2.5. Company-specific adjustments 

Company specific adjustments relates to firm-specific characteristics that affects the equity 

holders’ required rate of return when investing. The lack of liquidity is such a characteristic, and 
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Plenborg & Petersen (2012) suggests that a liquidity premium is added, as stocks are less liquid 

than cash. Additionally, a specific firm may have less liquid stocks than others due to low trading 

volumes. A proper liquidity premium is 3-5% (Plenborg & Petersen, 2012, p. 265). Additionally, a 

small stock premium may apply with respect to market capitalization. According to a survey carried 

out by PwC in 2013, 81% of market participants applied a small stock premium when calculating 

the required return rate, as small companies are far more risky than large companies (PwC, 2013). 

The survey suggests a small stock premium for companies with market capitalization up to 5.000 

NOKm. 

 

As of primo 2014, the market capitalization is 27.000 NOKm for MHG and 2.800 for GSF. MHG is 

of course not prone to any small stock premium, but according to the survey from PwC, a company 

with market cap between 2-5.000 NOKm, such as GSF, should be prone to a small stock premium 

of 1,2%. However, it is assumed that small cap premiums and liquidity premiums are somewhat 

overlapping, as shares in small companies often are less liquid. However, the applied frequency of 

small stock premium highlights the importance for some firm-specific adjustments to the required 

return on equity. 

 

Following, a premium of 3% is added to the return on equity for GSF and 1% for MHG. Even 

though the use of firm-specific premiums may be debatable, the resulting increased WACC will 

yield a more conservative valuation estimate, rather than an opportunistic estimate. Additionally, as 

the PwC survey indicates that investors apply the premium, it would yield a more realistic estimate 

of investors required rate of return for investing. 

 

8.2.6. Estimating the cost of debt 

The cost of debt capital refers to the creditor’s required return rate to provide debt capital financing 

of the firm. The level of the required return is determined by the financial and operational risk 

related to the financing. 

 

8.2.6.1. Marine Harvest: rd = 5,15% 

Even though MHG does not disclose their cost of debt in the annual reports, some information is 

public through sources such as Bloomberg and Capital IQ. When computing the cost of debt, the 

idea is that the rate should reflect the required rate of return for creditors to finance MHG with debt 

capital – and this may fluctuate according to MHG’s performance. In 2013, MHG issued two 
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different bonds, and it is assumed that MHG would be able to obtain financing at the same rates 

today. The details of the bonds are presented in figure 8.2.2. 

 

Figure 8.2.2 – Marine Harvest’s issued bonds as of ultimo 2012  
(Source: Own contribution, Capital IQ) 

 

 

 

However, best-practice of estimating    suggests that the debt should be denoted in the same 

currency as free-cash flow (Koller, Goedhart, & Wessels, 2005, p. 297). According to figure 8.2.2, 

the fixed-rate bond is denominated in EUR, while the floating-rate is denominated in NOK. 

Additionally, the fixed-rate bond does not reflect the true required rate of return to creditors, as the 

bond is convertible and bear less credit risk than the floating bond. The floating bond implies that 

the credit spread is 3,5% over 3M NIBOR. As of primo April 2013, the 3M NIBOR is   1,65% 

(Capital IQ). A required return of debt for MHG of 5,15% is applied in the WACC. 

 

As a sanity check, the average net financial expenses over NIBD from 2008-2013, yields an 

average of 4,8% as shown in appendix 13, implying that a    of 5,15% is realistic. 

 

8.2.6.2. Grieg Seafood: rd = 4,94% 

Apposed to MHG, GSF discloses their average interest rate on all their loans and credit facilitates. 

As of ultimo 2012, the average interest rate was 4,94% (Grieg Seafood - A, 2012, p. 65). There are 

no firm-specific events that indicate that there should be any deviation from the disclosed interest 

rate and creditors’ current required rate of return today. However, it should be noted that the 

disclosed interest rate is based on both current and non-current portions of debt, which typically 

bear different credit spreads. GSF bonds’ coupons are not available. 

 

When computing the average net financial expenses over NIBD from 2008-2013, the implied cost 

of debt is 2,9% which seems slightly opportunistic. Accordingly, the disclosed interest rate serves 

as a good proxy for estimating the creditors’ required rate of return. A cost of debt of 4,94% is 

applied in the WACC for GSF. 

Description
Principal Due 

(NOKm)
Coupon

Floating 

Rate
Maturity Seniority Secured Convertible

Convertible Bond of EUR   350,0 2,375% N/A 2018 Senior No Yes

Unsecured Bond of NOK   1.250,0 N/A
NIBOR* 

+ 3,5%
2018 Senior No No

Source: Capital IQ

* 3M NIBOR  ̴ 1,65%

Weighted cost of debt 4,543%

Marine Harvest (Sep-30-2013) Capital Structure As Reported Details
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8.2.7. Capital structure 

When computing the final WACC-calculations, the capital structure determines the respective 

weights of each component. As the WACC is a measurement of the opportunity cost of investors 

and lenders, the applied capital structure should reflect the target capital structure (Plenborg & 

Petersen, 2012, p. 246). However, as neither GSF nor MHG discloses their capital structure policy, 

obtaining future targets is not possible. 

 

As mentioned, the industry is prone to a cyclical development, where the firm accumulates cash in 

positive parts of the cycle, and may reduce cash holdings to fund operations in negative parts of 

the cycle. The historic capital structure fluctuates with the industry-cycle. This is because the share 

price obviously increases in the cycle-tops, making market capitalization fluctuate with the cycle. 

This means that neither GSF nor MHG are rebalancing according to the cycle to maintain a certain 

constant level. As a proxy for the target capital structure, the historic average of the last full cycle is 

obtained. Calculations of the capital structure are to be found in appendix 14 and appendix 15.  

 

8.2.7.1. Marine Harvest 

Based on the argumentation in section 8.2.7, the target capital structure of MHG is set to be 27% 

debt and 73% equity. The calculations are found in appendix 15. Further analysis of the capital 

structure is provided in section 8.5. 

 

8.2.7.2. Grieg Seafood 

Based on the argumentation in section 8.2.7, the target capital structure of GSF is set to be 57% 

debt and 43% equity. The calculations are found in appendix 14. The high level of leverage 

compared to MHG is in-line with the liquidity analysis provided in section 8.5. GSF made a 

statement in 2012 (Grieg Seafood - A, 2012), where they stated that they were to maintain at least 

30% in equity, which are in-line with the estimates based on historic average. 

 

8.2.8. Summary of WACC 

As a result of the previous computations and argumentations, the WACC associated with GSF is 

estimated to 8,36% and 9,00% for MHG (appendix 14 and 15). Figure 8.2.3 illustrates the different 

components of the WACC. 
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Figure 8.2.3 – WACC break-down of GSF and MHG  
(Source: Own contribution) 

 

 

 
 

8.3. Cash flow-based vs. earnings-based earnings ratios 

Sub-question to be answered in this section:  

Should cash-flow based or accounting-based key ratios be applied in the financial 

analysis? 

 

In order to assess the profitability of MHG, GSF and the peer group a set of key ratios are defined 

and analyzed. A profitable operation is an indication of economic strength, and is an important 

topic of corporate finance in order to maintain relationships with customers, lenders, shareholders 

and stakeholders.   

 

With regards to selection of ratios, a discussion of earnings-based ratios and cash flow-based 

ratios is necessary. Intuitively, cash flow-based ratios may seem appealing as they capture the 

source of earnings, and serve as a more reliable measure of investment returns. However, 

according to Damodaran (2007) this is not necessarily true because cash flow-based ratios make 

non-sustainable assumptions regarding cash flows and investments. 

 

Cash return on invested capital (CROIC) assume operating cash flow to be perpetual in relation to 

existing invested capital, which is unrealistic as there will be nothing left to depreciate (Damodaran, 

2007, p. 18). Additionally, cash flow measures require estimations of assets’ lifetime which is 

difficult to provide for firms with multiple asset classes (Damodaran, 2007, p. 18). Since 

depreciation and amortization (D&A) are accounting-based expenses, not cash flow-based 

expenses, the level of D&A influences the choice of ratios. 
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Empirical evidence indicates that for firms with D&A as percentage of EBITDA less than 30%, 

cash-flow based earnings and accounting-based earnings differ by only 0,5%. However, if the level 

of D&A exceeds 30% of EBITDA, the difference increases to 5% on average (Damodaran, 2007, p. 

16). The average across the peer group is 27% (<30%) as shown in appendix 16. 

 

As a result, the cash-flow based ratios are dismissed, and accounting-based ratios are used to 

assess the profitability. It is acknowledged that since the average is border-line 30%, it could be 

interesting to investigate the difference between accounting-based and cash-flow based ratios 

across the sample. However, this is excluded from the thesis. Advocates of cash flow based 

returns will argue that cash flow-based ratios are more meaningful, but adding D&A to the assets 

base is a risky adjustment, as firms with significant D&A requirements often are prone to 

reinvestment in terms of capex to generate long-term returns (Damodaran, 2007, p. 16). 

 

8.4. Profitability analysis 

Sub-question to be answered in this section:  

What is the benchmarked historical profitability of GSF and MHG? 

 

In the following section, profit margin and operating margin, as well as return on equity (ROE), 

return on invested capital (ROIC) and return on assets (ROA) will be evaluated and analyzed. In 

addition, the liquidity cycle will be addressed to research the firms’ ability to capitalize on their 

assets. All financial ratios are based on the analytical financial statements where the financials are 

normalized for non-core and non-recurring activities in order to yield a true picture of the 

profitability of the firm. Calculations are found in appendix 17 to appendix 20. 

 

8.4.1. EBITDA-margin 

As a general approach to the profitability of the firms, the EBITDA-margin (%) is analyzed in figure 

8.4.1. A clear cyclical pattern is detected, which is explained by the fluctuations of the salmon spot 

price, as described in section 4.2. 

 

The findings indicate that neither MHG nor GSF are amongst the most effective producers in the 

peer group. SalMar is far superior in terms of EBITDA-margin, and is expected to outperform in the 

following analyses. Their efficiency is explained by their strong vertical integration and effective 

distribution, as described in section 4.4. Additionally, NRS has the poorest margins in the peer 

group, which may be explained by lack of economies of scale due to their firm size, as described in 
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section 4.4. MHG and GSF are marginally outperforming the peer group average, except for in 

2012, where MHG was on par with the average and GSF was a bottom-performer with negative 

margins.  

 

Figure 8.4.1 – Peer group EBITDA-margin in percentage (’08-’13)   

(Source: Own contribution) 

 

 

 

8.4.2. Return on invested capital (ROIC) 

Return on invested capital is an important financial ratio in relation to valuation, because a higher 

ROIC will, ceteris paribus, lead to a higher valuation estimate.  Additionally, a greater ROIC will 

reduce the cost of debt capital when financing further. When assessing if the ROIC is satisfactory, 

both trend and level should be addressed. Trend refers to the general development in time – on 

whether the firm is experiencing an increasing trend curve or a diminishing return over the 

analyzed historical period. In addition, peer benchmarking may be useful to analyze if the change 

in return is firm-specific or industry-specific. 

 

The level of the ROIC is crucial, and may be addressed by the spread between ROIC and WACC 

(Plenborg & Petersen, 2012, p. 96). The benchmarking approach analyses the level of ROIC to the 

selected peers, and will give an indication of the firm’s relative ability to yield returns, compared to 

other firms facing the same market conditions. The spread between ROIC and the weighted 

average cost of capital (WACC) is defined as economic value added (EVA). If ROIC is the nominal 

yield on invested capital, and the WACC is the nominal cost of invested capital, the spread equals 

economic rent to be pocketed. ROIC is calculated as: 
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The peer group ROIC performance is presented in figure 8.4.2. As expected, based on the 

EBITDA-margin, SalMar is the peer top performer, and both GSF and MHG are mid-performers. 

While both MHG and GSF were above average in EBITDA-margins, they are struggling to yield an 

above average ROIC. 2011 is the only year MHG is outperforming the peer average, and GSF 

outperforms the peer average only in 2008 and 2011. The unexpected result is NRS’ strong ROIC 

performance. It points towards a possible hypothesis of generating a high ROIC by employing a 

low level of invested capital. 

 

Figure 8.4.2 – Peer group ROIC in percentage (’08-’13)  
(Source: Own contribution) 

 

 

As mentioned, the spread between ROIC and WACC represents the economic value added (EVA). 

Positive EVA indicates value creation, and negative EVA indicates value destruction. Figure 8.4.3 

indicates the value creation of MHG and GSF from 2008-2013. 

 

Figure 8.4.3 – MHG and GSF spread between ROIC and WACC (’08-’13)  
(Source: Own contribution) 
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As indicated, there are several years of negative EVA, and few years with positive EVA. In general, 

MHG is only generating value creation in 2010 and 2011, while GSF only generates value creation 

in 2008 and 2011. 

 

8.4.3. Return on equity (ROE) 

While ROIC is a measurement of the return on all invested capital, return on equity (ROE) aims to 

assess only the returns of the equity component. Invested capital is the sum of net interest-bearing 

debt (NIBD) and total equity. The ROE ratio is a measurement of the return attributable to equity 

holders, after costs of debt are serviced (Damodaran, 2007, p. 12). 

 

When assessing ROE, the same principles as with ROIC applies: Trend and level has to be 

analyzed, and benchmarked with the selected peers and the respective cost of equity. The cost of 

equity is estimated by the Capital Asset Pricing Model (CAPM), which was introduced in section 

8.2.1. One main difference between ROE and ROIC is that the effect of cash is not netted out, as 

net income includes the effects of interest income from cash and book value of equity. ROE is 

calculated as: 

 

    
          

                    
 

 

However, to get a cleaner measure of the actual return on equity derived from operations, 

Damodaran (2007) suggest adjusting for cash holdings and cash effects. In order to do so, non-

cash return on equity could be calculated as: 

 

             
                                                   

                               

 

 

Both measures provide useful outputs to analyze. However, the benchmark differs across the two 

approaches. When comparing to the cost of equity as defined by CAPM, the traditional ROE is to 

be used. However, if the purpose is to compare the ratio to the riskiness of only the operating 

assets of the firm, non-cash ROE is superior. For further analysis and valuation-purpose, the 

conventional ROE is sufficient, and will be applied as the analysis is conducted to support the 

valuation in section 11. 
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Figure 8.4.4 – Peer group ROE in percentage (’08-’13)  
(Source: Own contribution) 

 

 

 

Figure 8.4.4 presents the ROE across the peer group. Again, it is found that MHG and GSF are 

performing below peer average, while SalMar is the best-performing competitor. In simple terms, 

this indicates that GSF and MHG do not manage to generate satisfactory levels of net income 

which is attributable to the shareholders. 

 

8.5. Liquidity risk analysis 

Sub-question to be answered in this section:  

What is the benchmarked historical liquidity risk associated with of GSF and MHG? 

 

Liquidity risk refers to the firms’ ability to meet their current (short-term risk) and non-current 

liabilities (long-term risk), and is influenced by the ability to generate net positive cash flows 

(Plenborg & Petersen, 2012, p. 150). This ability is crucial in order to maintain long-run operations 

and expand over time, as opportunities arise. Additionally, poor liquidity will increase the cost of 

capital, and result in a self-enforcing spiral of negative effects. 

 

Selected ratios are analyzed in order to assess the short- and long-term liquidity risk of MHG and 

GSF. As in the profitability analysis in section 8.4, the ratios are to be benchmarked against the 

peer group, as well as analyzed over time. 
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8.5.1. Short-term ratios 

1. Current ratio 

The current ratio yields an explanation of the likelihood that the current assets covers the 

current liabilities in the event of liquidation, and is defined as: 

 

               
              

                   
 

 

In general, the larger the ratio is, the lower short-term liquidity risk there is. A general rule of thumb 

is that a current ratio greater than 2 is satisfactory. However, the satisfactory level of the ratio will 

differ across industries. Looking at the peer group average as presented in figure 8.5.1, the 

industry average lies between 2 and 3. 

 

Figure 8.5.1 – Peer group Current Ratio (’08-’13)  
(Source: Own contribution) 

 

 

 

In terms of short-term liquidity risk, the current ratio highlights MHG as one of the less risky firms. 

However, GSF’s credit risk is fluctuating, and in general not highly satisfactory. The bottom-

performer is again NRS, which may suffer from high credit spreads on their debt financing as a 

result of the implied risk.  

2. Quick ratio 

The quick ratio follow the same principle as the current ratio, but exclude the effect of less 

liquid current assets, such as inventory and accounts receivables (which, in the case of 

insolvency, probably not will be liquidated at book value). The quick ratio is defined as:  
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As the quick ratio exclude some current assets, the measurement is a more conservative ratio, and 

will yield a lower nominal value than the current ratio. As indicated by figure 8.5.2, MHG is no 

longer a top-performer in the peer group, and suffers from a below-average quick ratio across the 

entire time period. 

 

Figure 8.5.2 – Peer group Quick Ratio (’08-’13)  
(Source: Own contribution) 

 

 

The conclusion of the difference between MHG’s current ratio and quick ratio is that while their 

current assets are large in relation to their current assets, their current assets are composed of a 

great deal of less liquid current assets such as inventory. This is negative as inventory represents 

unsold products, while current receivables represent future cash-flows. Additionally, GSF is also 

under-performing compared to the peer group, which is negative, but their performance does not 

differ significantly from the findings when analyzing the current ratio. 

 

3. Turnover rate of net working capital and liquidity cycle 

The liquidity refers to the firms’ ability to turn working capital into cash, measured in number of 

days. The turnover rate of NWC is defined as revenue in relation to net working capital: 
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The general idea is that a low number of days in the liquidity cycle reduce the short-term liquidity 

risk. Again, the appropriate level is industry-specific and must be reviewed in relation to the peer 

group, as well as development over time. An overview of the peer group NWC turnover rate are 

found in appendix 20, while figure 8.5.3 presents the respective liquidity cycle across the peer 

group. 

 

Figure 8.5.3 – Peer group Liquidity Cycle (’08-’13)  
(Source: Own contribution) 

 

  

 

As shown in figure 8.5.3, GSF is the overall worst performer in terms of liquidity cycle, implying that 

GSF is the firm that uses the longest time to convert inventory into cash. This may be explained by 

their distribution, as described in section 7.8.1, where their main sales channel are through a 

separate company called Ocean Quality where GSF holds 60% ownership. The structure may not 

be as efficient as the peers, and may cause a low NWC turnover rate. This implies that it is a 

relatively high short-term liquidity risk associated with GSF. MHG and SalMar are on par with the 

industry average, and imply a moderate short-term liquidity risk. 

 

Note that 2013 figures for SalMar are not available. NRS is the top performer, closely followed by 

Lerøy, and represent a low level of short-term liquidity risk. Even though NRS are a bottom 

performer in terms of operating margins, as described in section 8.4, they are the best in turning 

net working capital into cash, which would be highly valued by both investors and creditors. This 

may be explained by their size, and the fact that it is easier for a smaller producer to be flexible 

and adjust to changing market conditions. 
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8.5.2. Long-term ratios 

1. Financial leverage 

Financial leverage provides information on the long-term liquidity risk of the firm, and is defined 

as: 

                   
                 

      
 

 

The higher leverage, the higher long-term liquidity risk, as the firm has a larger debt to cover. 

When calculating financial leverage, it is crucial that “off-balance” items such as financial 

obligations and other contractual obligations are included, as well as all equity components 

(Plenborg & Petersen, 2012, p. 158). The financial leverage across the peer group is presented in 

figure 8.5.4. 

 

Figure 8.5.4 – Peer group Financial Leverage (’08-’13)  
(Source: Own contribution) 

 

 

The first observation is that GSF has a significantly higher leverage than MHG, which was 

discovered by the equity-ratio when calculating the WACC in section 8.2. However, GSF has done 

a satisfactory job of reducing the debt-level from 2008, down to a current level which is just slightly 

above peer group average. MHG has always been well below the average leverage level, and this 

may be a result of their strong ownership structure as described in section 4.5, and their ability to 

accumulate cash in profitable periods. 

 

The current level of financial leverage is not critical for any of the peers, and does not imply any 

dramatic long term liquidity risk. However, it should be mentioned that MHG has proven a sound 

leverage policy over time, which is regarded as positive. 
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2. Interest coverage ratio 

The interest coverage ratio is a measurement of the firms’ ability to meet the net financial 

expenses by the operating profit (EBIT). The higher ratio, the lower liquidity risk, as it is realistic 

that the firm will meet their liabilities. The interest coverage ratio is calculated as:  

 

                        
                       

                     
 

 

In general, a liquidity ratio below 1 indicates that the firm will have problem serving their interest 

expenses, and ideally the ratio should exceed 1,5. However, as with the other ratios, appropriate 

levels are industry specific and need to be benchmarked across the peer group. The findings from 

estimation of the peer group interest coverage ratio are presented in figure 8.5.5. 

 

Figure 8.5.5 – Peer group Interest Coverage ratio (’08-’13)  
(Source: Own contribution) 

 

 

 

When investigating the interest coverage ratio, the findings is both ambiguous and inadequate. 

This is due to lack of separation of net financials in some interim 2013 reports as well as the cyclic 

industry pattern due to fluctuation in operating-margins. In unprofitable periods, more or less all 

peers (including MHG and GSF) are close to the critical line of interest coverage ratio equal to 1. 

 

However, Lerøy stands out as a top performer, and this must be prone to low levels of financial 

expenses. This is in line with the findings from the previous section, regarding the financial 

leverage, where Lerøy is the lowest leveraged firm in the peer group. This implies that Lerøy is 

associated with a low level of long term liquidity risk. As mentioned, the ability to accumulate cash 

in profitable parts of the industry cycle is essential to stay competitive. All other companies than 
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Lerøy are associated with a moderate to high level of long-term liquidity risk, as they are close to 

being forced to consume accumulated (where interest coverage ratio equals 1) cash reserves in 

unprofitable parts of the cycle. 

9. SWOT 
 

Previous sections have offered insights that will be important when evaluating the future of GSF 

and MHG. This section will compile the most important findings and divide them between 

strengths, weaknesses, opportunities and threats to present them in an orderly manner.  

 

9.1. Strengths 

Both GSF and MHG have ownership structures that serve as strengths. GSF is family-owned, as 

described in section 4.6.4, which implies a long term mindset and a fundamental desire to see 

GSF succeed. MHG’s largest shareholder is John Fredriksen, and as discussed in section 4.5.4 he 

is aggressive in terms of growth and serves a resourceful owner – both in terms of capital and 

business experience. The fact that both GSF and MHG have a single dominant majority owner with 

a long term investment horizon becomes visible through the strength of dedication to sustainability, 

which was discussed in section 4.5.3 for MHG and 4.6.3 for GSF. As there is an important 

interrelation between this strength and an industry-wide threat in terms of political factors, this 

strength will be further elaborated in section 9.4 about threats.  

 

MHG’s most important strength is the degree of vertical integration relative to the rest of the peer 

group, which was discussed in the peer group section (section 4.4) and the value chain analysis 

(section 7.1). By analyzing the value chain in section 7.1 it was established that MHG’s effort to 

bring 60% of the company’s fish feed in-house is of great significance. When evaluating this 

resource with the VRIO framework, in section 7.2.1.2, the resource is found to be valuable, rare, 

difficult for competitors to imitate, and well exploited by the organization. This makes the resource 

a possible source of competitive advantage, and will allow MHG to keep focus on sustainability, 

which will be further explained in section 10 about forecasting.  

 

Both MHG and GSF are diversified in terms of production locations as discussed in section 4.5.2 

and 4.6.2 about operations overview for MHG and GSF respectively. This is also emphasized in 

the value chain analysis in section 7.1.5 about fish farming. This represents a strength for GSF and 

MHG as diversified production limits the possible losses in the case of disease outbreaks, and thus 



 

72 | P a g e  

 

reduces biological risks. This strength will help GSF and MHG avoid major drops in harvested 

volume during the forecasting period which will be described in section 10.  

 

9.2. Weaknesses 

An important weakness for GSF was discovered when analyzing what was believed to be a VRIO 

resource for MHG in section 7.2.1.1. Self-sufficiency in smolt was found to be a non-rare resource 

possessed by all members of the peer group except GSF. This made self-sufficiency in smolt a 

lacking competitive parity for GSF. GSF also suffers from high bargaining power of suppliers, as 

discussed in section 7.4. This bargaining power is related to suppliers of fish feed, and arises due 

to a weakness in the value chain. MHG has been able to partly mitigate this bargaining power, as 

described in the previous section, but GSF will face pressure in the market when acquiring fish 

feed. These factors will be reflected in the forecast of the change in inventories for GSF, which 

represents the majority of future production costs. 

 

Section 8.4 presents the profitability analysis, and highlights a common weakness for GSF and 

MHG relative to the peer group. By first observation, MHG’s and GSF’s EBITDA margin, ROIC and 

ROE have low deviations from the peer average for each year, implying good performance. 

However, after closer examination of section 8.4, section 8.4.1, and section 8.4.2 it becomes 

evident that MHG and GSF are consistently outperformed by SalMar in terms of profitability. 

Especially SalMar’s ROIC in 2013, as described in section 8.4.1, outperformed MHG’s and GSF’s 

by a great magnitude. By comparing WACC and ROIC, section 8.4.1 describes that MHG have 

only generated Economic Value Added (EVA) in 2010 and 2011, while the same is true for GSF in 

2008 and 2011. These shared weaknesses imply that there are room for improvement in the 

profitability of both GSF and MHG.  

 

9.3. Opportunities 

The most important opportunity identified by the previous analyses, is GSF’s excess capacity. As 

described in section 7.2.2.1, where the excess capacity is evaluated as a resource in the VRIO 

framework, it is valuable, rare and difficult for competitors to imitate. However, the reason the 

resource is considered an opportunity and not a strength is the fact that it is unexploited by GSF. 

As described in section 5.2.1 about supply, this gives GSF potential for organic growth. In a market 

that is expected to grow, this is an important factor and makes GSF an attractive acquisition target 

– which represents an opportunity for MHG. Additionally, the market shows an important 

opportunity described in section 5.2.2 about demand. The section concludes that global demand 
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for salmon has increased in recent years, and that this growth is expected to continue in the future. 

The strong demand side holds great promise for the industry, and is important knowledge when 

the salmon price is forecasted in section 10.1. 

 

9.4. Threats 

The first threat related to MHG and GSF is the threat of substituting products discussed in section 

7.1. With salmon being significantly more expensive than other sources of animalistic protein, this 

threat is considered to be high. However, as discussed in section 7.1, salmon has substantial 

health benefits that are assumed to justify a higher price. Thus, this threat will not negatively affect 

the increasing demand in the forecasting section.  

 

The industry-wide threat mentioned in the section about strengths is related to political factors, 

which were discussed in section 6.3.1. The industry is vulnerable to the public opinion, and by 

extension vulnerable to policy makers and politics. In order to mitigate the political risk of increased 

restrictions on the industry, the long-term owners of MHG and GSF have initiated strong emphasis 

on sustainability, which was previously described as a strength. This SWOT analysis concludes 

that these two factors even each other out and that the political threat is thus eliminated as a result 

of the sustainability strengths previously described. Hence, these two factors will not affect the 

forecasting section.  

 

The final threat is that of bargaining power of customers, as discussed in section 7.3. MHG has 

been able to mitigate this risk through an extensive portfolio of processed products, while GSF 

does not possess these capabilities. This can potentially damage GSF under less favorable market 

conditions. 

 

Figure 9.4.1 – Findings from SWOT  
(Source: Own contribution) 
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10. Forecasting 
 

Sub-question to be answered in this section:  

How will the key value drivers develop in the forecasting period? 

 

The forecasting section will be based on knowledge from both the strategic and financial analysis. 

This section will combine a qualitative and quantitative approach to obtain realistic forecasts on the 

most crucial input factors in estimating the value of the respective companies. In order to provide 

the best estimates, a forecasting horizon of six years is applied before reaching the steady state in 

the terminal period, thus capturing the entire cycle of the industry, as described in section 8.2.3 by 

figure 8.2.1  

 

The strategic analysis concluded that the three most important determinants for fish farming 

company’s success are the salmon price, harvested volumes and feed costs (Change in 

inventories etc.). As analyzed in section 5.2 about supply and demand and in section 8.4 about 

profitability ratios, the salmon price is the most crucial factor in determining the performance of 

MHG and GSF. Harvested volumes represent the respective companies’ ability to exploit salmon 

prices, and must be forecasted in order to determine future revenue streams. Feed costs are the 

most crucial input factor, as determined in section 6.4 about bargaining power of suppliers and 

section 7.1.6 about feed costs in the value chain analysis. With salmon price being a shared factor 

for MHG and GSF, the forecasts will apply for both companies, while harvested volumes and feed 

costs are firm-specific, and will thus be separately forecasted for each respective company. 

 

There are additional items that need forecasting to make the valuation operation possible. These 

items are less crucial than the ones previously mentioned, and it is assumed that attempting 

complex forecasting of them would not reduce the margin for error in the valuation or the forecasts. 

For that reason, the historical average of the items percentage of revenue will serve as a forecast. 

The marginal tax rate is assumed to be 28%, as all companies are traded on Oslo Stock 

Exchange, and the corporate tax rate in Norway is 28%. 

 

10.1. Salmon Price 

In section 5.2 about supply and demand, the importance of market equilibrium between supply and 

demand is analyzed. In order to create the best possible model of supply and demand, Real GDP 

Growth in the Euro zone and Global Supply Growth are used as proxies. Real GDP Growth in the 

Euro zone is the best measure for customer’s purchasing power in the most important market for 



 

75 | P a g e  

 

farmed salmon. Global Supply Growth of harvested salmon represents the volumes available in 

the market each year. To determine the strength of the relationship between the proxies for supply 

and demand, and changes in the salmon price, a linear regression model is applied.  

 

Figure 10.4.1 – Output from regression analysis  
(Source: Own contribution) 

 

 

As seen in figure 10.4.1, Real GDP Growth Euro Zone has a P-value of 0,9420. The P-value can 

be interpreted as the probability that the coefficient is equal to zero, implying a 94,2% probability 

that Real GDP Growth in the Euro Zone does not affect changes in the salmon price. Global 

Supply Growth has a P-value of 0,0049, yielding a probability of 99,51% that the parameter affects 

changes in the salmon price. With Global Supply Growth being statistically significant and Real 

GDP Growth Euro Zone being statistically insignificant, the latter is rejected and the former is 

accepted as tools for forecasting the salmon price. 

 

Global Supply Growth and Growth in Salmon price are investigated further by regression analysis. 

By inserting a trend-line it becomes evident that the 2012 observation is a statistical outlier 

(Appendix 21). Hence, the observation is omitted in order to obtain the best estimates possible 

(Gujarati & Porter, 2009, pp. 496-498). By this operation, the following equation expresses the 

linear relationship between Global Supply Growth and changes in the salmon price: Y=-

3,379X+0,2204. With a goodness of fit (R2) equal to 83,52%, the description of the relationship 
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possesses a high degree of explanatory power. To forecast the salmon price, estimated future 

changes in supply is plugged into the equation (Aarskog, 2013, p. 17). Figure 10.4.1 shows the 

forecasted yearly average salmon price, and further detail can be found in appendix 21. In the 

terminal period and the steady state, it is assumed that the salmon price will stabilize at the level of 

the last forecasting year – at 59,02NOK. This is a high level compared to historic levels, but in 

relation to section 5.2 about supply and demand, the demand is expected to increase due to the 

health benefits of salmon and the global increasing demand for protein. 

 

Figure 10.4.1 – Historical and estimate salmon price development  
(Source: Own contribution) 

 

 

 

 

Compared to the historic development, the industry cycle presented by figure 8.2.1 in section 

8.2.3.1, is estimated to converge to a shorter interval, while facing an upwards trend in the spot 

market. This is coinciding with the strategic analysis of a consolidated industry with more focus on 

sustainability, in order to mitigate biological risk of production. 

10.2. Forecasts: Marine Harvest 

10.2.1. Harvested Volumes 

Due to MHG’s focus on sustainability, the company wants to limit the growth in MAB to 3-5% a 

year for the next ten years (Marine Harvest - D, 2014, p. 20). This is to ensure that the biological 

risks of production, as discussed in section 5.2 about supply and demand, is under control before 

commencing more aggressive growth. For that reason, MHG will have a constant growth of 4% in 

harvested volume in the forecasting period. However, in the terminal period, the growth should 

represent the future development of the economy the firm operates in (Damodaran). With the 

salmon price in the terminal period being equal to that of the last period in the forecasting period, 

the growth rate of the terminal period is determined by growth in harvested volumes. As a proxy for 
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economic development, the historical average CPI inflation level according to MHG’s geographical 

presence of 2,01% is applied, as shown in appendix 22.  

10.2.2. Cost of Materials 

In the six years of historical data included in the sample, cost of materials differ between 64,17% 

and 50,92% of revenues, with an average of 57%. The item was 62,51% of revenues in 2012, 

before being reduced to 52,10% of revenues in 2013. The reduction is assumed to be closely 

linked to the new fish feed factory that started production in 2013, and as discussed in section 

7.1.6 about fish feed brought 60% of MHG’s fish feed needs in-house. Consequently, cost of 

materials percentage of revenue in 2013 is used as a forecast as it gives a better indication on 

future cost of materials than the average of the historical period. This also applies to the terminal 

period. All MHG forecast assumptions are found in appendix 24.  

 

10.3. Forecasts: Grieg Seafood 

10.3.1. Harvested Volumes 

As discussed in section 7.1.5 about farming in GSF’s value chain, the company has production 

capacity of 102.000 tons. This capacity is related to operations in current production facilities, and 

organic growth is thus needed to reach the production capacity. It is assumed that the capacity will 

be reached in the last year of the forecasting period6, before settling at a lower growth rate in the 

terminal period.  

 

This implies that harvested volumes will increase linearly throughout the forecast period, but the 

starting point for the growth in 2014 requires additional effort. When comparing GSF managements 

guiding on next years harvested volume with realized harvested volumes it is evident that the 

guiding has a margin for error. On average, the guiding communicated by GSF overestimates next 

year’s harvested volume by 12% (appendix 23). 

 

Applying this knowledge to GSF’s guiding for 2014 of 69.000 tons (Marine Harvest - H, 2013) 

implies a harvested volume in 2014 of 60.422 tons. This will be the starting point for the linear 

growth, which is shown in figure 10.3.1. By the same argumentation as MHG, the terminal period 

growth should represent the future development of the economy the firm operates in. As a proxy 

for economic development, the historical average CPI inflation level according to GSF’s 

geographical presence of 1,76% is applied, as shown in appendix 22. The spread between the 

                                                
6
 2019 – the year before the terminal period 
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growth rates of GSF and MHG is due to the difference in geographical presence, and the weighted 

expected CPI inflation, as indicated. 

 

Figure 10.3.1 – GSF Forecast for harvested volumes  
(Source: Own contribution) 

  

 

10.3.2. Raw materials, Consumables used and Changes in Inventories 

Like the case of MHG, GSF’s cost of materials (change in inventories) are highly fluctuating in the 

forecasting periode. As assumed for MHG in section 10.2.2, cost of materials as a percentage of 

revenue for 2013 is expected to give the best reflection of future cost levels. For that reason, the 

cost level of 2013 amounting to 40,30% of revenues are applied throughout the forecasting periode 

and the terminal periode. M&A theory suggests that overoptimistic estimates is an important 

source of value leakage in M&A’s, which will be discussed in section 13.1.4. The mentioned 

estimates are applied in order to reflect the lacking competitive parity and bargaining power of 

suppliers of fish feed, as discussed in the section 6.4 about weaknesses. All GSF forecast 

assumptions are found in appendix 25. 

11. Valuation 
 

Sub-question to be answered in this section:  

What is the fair stand-alone value of GSF and MHG according to the present value 

approach? Is this valuation backed-up by the relative valuation-approach? 

 

The present value approach offers the theoretically most correct share value, as it measures the 

company’s ability to generate a positive cash flow. The modelling requires a high level of 
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understanding related to the industry value drivers, as well as the companies’ strategic situation 

influencing the future cash flows. 

 

11.1. DCF valuation 

When applying the DCF-model in order to obtain the enterprise value (EV), the value is calculated 

based on forecasts of free cash flow to the firm (FCFF), rather than free cash flow to equity 

(FCFE). All forecasts are based on the findings from the financial and strategic analysis, and are 

carried out according to section 10. Forecasted financial statements for MHG and GSF are 

attached in appendix 26 to appendix 29. The cash flows are forecasted over a budget period and 

Gordon’s growth model is used to capture the terminal value, as presented in section 3.6.1. These 

values are discounted by the proper discount rate – the weighted average cost of capital (WACC), 

as estimated in section 8.2. FCFF is derived by the following formula from Petersen and Plenborg 

(2012, p. 180)  

 



FCFF  NOPAT Depreciation& amortisation  NWC  CAPEX 

 

Where NOPAT is the net operation profit after tax, NWC is the change in net working capital, and 

CAPEX refers to the change in capital expenditure or the net investments in fixed assets. Further, 

the forecasted values for FCFF are incorporated in the two-stage model to forecast enterprise 

value (Plenborg & Petersen, 2012, p. 216): 
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The second stage of the model is what is referred to as Gordon’s growth model, where “g” refers 

the constant growth rate in the terminal period. The concept of the terminal period is to capture the 

future value creation that lies beyond the forecasting period, and occurs as the firm enters “steady-

state” (Plenborg & Petersen, 2012, p. 217). The output from the DCF-model for GSF is presented 

in figure 11.1.1, the output from the DCF-model for MHG is found in figure 11.1.2. All intermediary 

calculations are found in appendix 30 and appendix 31. 

 

As indicated by figure 11.1.1, the FCFF are only positive for GSF in 2017. However, as presented 

in figure 11.1.2, the FCFF are positive for MHG across the entire forecasting period, except in 

2015. The fluctuations in future cash flows are mainly due to the continuous cyclical pattern in the 
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spot price, as described in the forecasting section. Additionally, the estimations indicate than MHG 

will outperform GSF in less profitable parts of the cycle, which is in line with the financial analysis 

in section 8.4. In conclusive terms, it is believed that the spot market will face a supply-driven 

market equilibrium, which will shift spot-prices upwards in the long run, while still facing exposure 

towards the cyclic pattern in the short run. 

 

Figure 11.1.1 – DCF Valuation of GSF (NOKm)  
(Source: Own contribution) 

 

 

 

The DCF-calculations implies an adjusted enterprise value for GSF of 4.670 NOKm. Based on the 

estimated net interest-bearing debt (NIBD), this implies an equity value of 2.854 NOKm. With the 

current amount of outstanding shares, the DCF-model yield a theoretical share price of 25,09 NOK 

per GSF share. 

 

A sound way to test the DCF-valuation and its forecasts is to check how much of the estimated 

value that lies in the forecasting period, and how much is designated to the terminal period. 

Naturally, the majority of the value will lie in the terminal period, as Gordon’s Growth Model 

assumes perpetual growth. However, the greater percentage of the value designated to the 

terminal period, the more uncertainty is related to the estimates. If a low percentage of the value 

lies within the forecast period, the estimates indicate that value will be created in the long-term, 

rather than short-term. 

 

With the current estimates from figure 11.1.1, the value of all FCFF in the forecast period yields a 

negative value, while  110% of the value lies in the terminal period. This seems reasonable as the 

estimates are based on negative margins expect for in 2017, and then facing a short down-turn. 
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Following, the performance is estimated to bounce back at a higher, more stable level in the 

“steady-state” as the spot market shifts. 

 

The same assumptions and approach are applied when valuing MHG, as presented in figure 

11.1.2. 

 

Figure 11.1.2 – DCF Valuation of MHG (NOKm)  
(Source: Own contribution) 

 

 

 

The DCF-calculations implies an adjusted enterprise value for MHG of 30.117 NOKm. Based on 

the estimated net interest-bearing debt (NIBD) of 9,533 NOKm, this implies an equity value of 

20.584 NOKm. With the current amount of outstanding shares, the DCF-model yield a theoretical 

share price of 58,00 NOK per GSF share. 

 

When performing the same investigation as with GSF, the value-split between the forecasting 

period and the terminal period indicates that   27% of the FCFF occurs in the forecast period, and 

the remaining   73% in the terminal period. This is in-line with the forecast related to the 

development of the spot-price. Additionally, this supports the hypothesis that GSF is believed to be 

outperformed by MHG in the less profitable part of the cycle, which is in-line with the profitability 

analysis from section 8.4. 

 

11.2. EVA valuation 

The EVA model suggests that the value of a company equals the initial invested capital, plus the 

present value of all future economic added value. Invested capital is defined as the sum of net 

interest bearing debt (NIBD) and the book value of equity. Economic value added is derived from 



 

82 | P a g e  

 

the spread between NOPAT ultimo and invested capital primo when multiplied by WACC 

(Plenborg & Petersen, 2012, p. 220): 

 



EVAt  NOPAT tWACC  investedcapitalt1  

 

As the EVA model is also a present value approach, the enterprise value is derived from the same 

two-stage structure as the DCF model (Plenborg & Petersen, 2012, p. 220): 
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The output from the EVA-model for GSF is presented in figure 11.2.1, and the output from the 

EVA-model for MHG is found in figure 11.2.2. All intermediary calculations are found in appendix 

30 and appendix 31. The main purpose of applying the EVA-model is to ensure that there are not 

any errors in the DCF model. As previously described, both EVA and DCF are present value 

approaches and should thus yield equal results. As indicated by figure 11.2.1 and figure 11.2.2, the 

EVA estimates for both GSF and MHG yield the same implied equity value and enterprise value as 

the DCF-model 

 

Figure 11.2.1 – EVA Valuation of GSF (NOKm)  
(Source: Own contribution) 
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Even though the estimates from the DCF-model yielded negative FCFF for GSF in the forecast 

period, the EVA-model indicates that GSF should be able to engage in value creation for its 

shareholders over the entire period, as the cost of capital is less than the NOPAT, as indicated by 

figure 11.2.2. 

 

Figure 11.2.2 – EVA Valuation of MHG (NOKm)  
(Source: Own contribution) 

 

 

 

Unlike GSF, MHG is not able to create value over the entire period. In 2014 and 2017, MHG 

engages in value destruction as the spread between cost of capital and return on invested capital 

is negative. This is mainly related to estimation of capital expenditures based on historical levels 

which leads to unfavorable increases in invested capital. This in turn prevents MHG from creating 

value through two profitable parts of the cycle across the forecast period. 

 

11.3. Relative valuation 

As described in section 3.6.3, an alternative approach to valuing companies, is by relative 

valuation. The main advantage of the approach is the low level of complexity and the rapid 

execution of a relative valuation, compared to a present value approach. In addition, a multiple 

valuation may serve as a sound quality check of a PV based model in order to stress test the 

assumptions such as the forecasts. Multiples may be equity based such as P/E or P/B, or EV-

based such as EV/EBIT, EV/EBITDA and EV/Sales. Equity-based multiples require that the 

compared companies have identical expected growth rates, cost of capital and profitability. 
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A valuation based on EV/NOPAT items requires that the expected tax rate is identical across the 

compared companies. This is a challenge if cross-country multiples are applied. A valuation based 

on EV/EBIT requires in addition that the expected depreciation rate remains identical across 

companies that are compared. Finally, a valuation based on EV/EBITDA requires an identical 

expected EBITDA margin across the comparable transactions, which is more or less likely to be 

found across the peer group. 

 

In addition, the use of EV/EBITDA is in-line with the best-practice approach when performing 

relative valuation according to Koller, Goedhart & Wessels (2005). Further, an industry-practice is 

to use kg-based multiples, where kg refers to total harvested volume. EV/kg is a good metric as it 

is free of accounting bias. Hence, EV/kg is used as a supplemental metric in the relative valuation. 

 

11.3.1. EV/EBITDA and EBITDA/kg 

Trading multiples across the peer-group is obtained to calculate the implied enterprise value of 

MHG and GSF, if they were priced equally as their peers. As presented in figure 11.3.1, the peer-

average EV/EBITDA multiple is 6,6x and the average EV/kg multiple is 94,6x. Input-data and 

intermediary calculations for the relative valuation are found in appendix 32. 

 

Figure 11.3.1 – Implied EV by EV/EBITDA and EBITDA/kg  
(Source: Own contribution, Capital IQ, Annual Reports, Interim Reports) 

 

 

 

The first observation is that by using EV/EBITDA, which is both heavily used in corporate finance 

and is a theoretical correct valuation-multiple, the implied enterprise value differs from the DCF-
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result by respectively -45,0% and -16,9%. However, when applying the industry best-practice 

approach of using the EV/kg multiple, this difference is significantly reduced, and the EV/kg 

multiple supports the output from the DCF-model. Especially for MHG, the EV/kg valuation only 

differs by 7,4% from the DCF-output. For GSF, the difference is slightly larger at 14,9%. However, 

common for both GSF and MHG is that the average enterprise value across the two multiples is 

also aligned with the estimates from the DCF-model. This may also support the fact that the EV/kg 

multiple is heavily relied on by investors in the fish farming sector. 

 

As a result, the DCF-models seem to yield a reasonable and reliable estimate, when compared 

against trading-multiples of comparable companies. 

 

11.4. Sensitivity analysis an scenario analysis 

One of the main weaknesses of the DCF-model is the large impact on the output as a result of 

small changes in input variables. Especially input variables in the terminal period are sensitive due 

to the assumption of perpetual growth. It is assumed that the equity value is the most volatile 

component of the enterprise value under fluctuations in input-variables. Hence, for illustrational 

purposes the sensitivity of the share price is investigated, rather than the enterprise value. 

 

To test the robustness of the estimated share prices, a sensitivity and scenario analysis is 

conducted on changes in selected forecasting assumptions from the model. Figure 11.4.1 and 

figure 11.4.2 presents sensitivity-matrices for both GSF and MHG with respect to changes in the 

WACC and the terminal growth rate. 

 

Figure 11.4.1 – GSF Sensitivity Matrix with respect to changes in WACC and growth rate   
(Source: Own contribution) 
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The terminal growth rate of GSF is set at 1,76% as described in section 10.3. As presented in 

figure 11.4.1, ceteris paribus, a 0,25% change in this growth rate will not change the output 

drastically – However, as the applied growth rate is a ballpark estimate, it is important to be aware 

of this sensitivity. 

 

Figure 11.4.2 – MHG Sensitivity Matrix with respect to changes in WACC and growth rate   
(Source: Own contribution) 

 

 

 

The terminal growth rate of MHG is set at 2,01% as described in section 10.2, based on MHG’s 

geographical presence. As presented in figure 11.4.2, ceteris paribus, a 0,5% change in this 

growth rate will change the output significantly.  

 

Additionally to changes in the terminal growth rate, a key assumption for the DCF-valuation is the 

forecasted spot price for salmon. Figure 11.4.3 and figure 11.4.4 presents different scenarios in the 

salmon spot market, and the relative sensitivity to changes in the spot market. 

 

Figure 11.4.3 – GSF Scenario Matrix with respect to changes in WACC and spot price   
(Source: Own contribution) 
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As the estimates project a structural upwards shift in the long term spot market, a great part of the 

value of the companies are related to this assumption. If the estimates should prove wrong, this 

will have impact on the estimated enterprise values.  

 

Figure 11.4.4 – MHG Scenario Matrix with respect to changes in WACC and spot price   
(Source: Own contribution) 

 

 

 

Both GSF and MHG are highly sensitive in fluctuations in the spot market for salmon. As described 

in section 4.3, the spot market is volatile and a historic cyclic pattern is evident. Recent trend has 

indicated that the cycle is shrinking, and the main assumption for the DCF-model implies that the 

cycle should keep shrinking though the forecast period, and stabilize at a higher level in the 

terminal period. Figure 11.4.3 and 11.4.4 displays that small differences in the “steady-state” spot 

price will have a huge impact on the firm value of GSF and MHG. Hence, it is critical to re-evaluate 

and adjust the DCF-model if these predictions deviate from future market development. 

 

Additionally, both GSF and MHG will be highly sensitive to changes in realized harvested volumes 

and fluctuations in feed prices. The sensitivity matrices for these factors are found in appendix 33 

and appendix 34, and support the findings that the share prices are highly sensitive to the forecast 

assumptions. 

 

11.5. Findings from stand-alone valuations 

The present value approach yields a theoretical enterprise value of 4.670 NOKm for GSF and 

30.117 NOKm for MHG. These EVs yield respective share prices of 25,09 NOK and 58,00 NOK 

per share. At the day of the valuation (25.03.2014), GSF was trading at 23,20 and MHG was 

trading at 65,10 (Oslo Børs). These results imply that the equity of GSF is undervalued in the 
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market by 8,15% and that the equity of MHG is overvalued in the market by 10,91%, as presented 

in figure 11.5.1.  

 

Figure 11.5.1 – Summary of findings from valuation  
(Source: Own contribution) 

 

 

 

The findings from this analysis again verify the high degree of uncertainty when valuing GSF and 

MHG, as the estimated share price fluctuate widely by small changes in the parameters described 

by the sensitivity matrices. However, as highlighted by Damodaran (2005), even with a high level 

of uncertainty – the valuation approach provides a unique and thorough understanding of the key 

value drivers. 

 

As the stand-alone valuation of GSF and MHG is conducted, the first step of Damodaran’s 

framework is completed. The second step of the framework is to calculate the enterprise value of 

the merged firm without synergies. This is simply done by adding the stand-alone enterprise 

values. Based on this, the enterprise value of MHG post-transaction, without synergies, is 

estimated to be (4.670+30.117) 34.787 NOKm. The next step is to identify synergies through a 

strategic assessment, and quantify these synergies in a merger-scenario. 

12. Synergy analysis 

12.1. Literature study: Value creation in M&A transactions 

The obvious reason for engaging in M&A-activity is the famous equation of 1+1=3, where some 

nominal gain is designated to a strategic purpose between the companies. Synergies may be such 

a strategic purpose. Before analyzing the two companies for potential synergies, a literature-study 

is carried out to fully grasp the concept of mergers and acquisition, as well as how synergies arise. 

 

12.1.1. Rationale for engaging in M&A 

Sub-question to be answered in this section:  

What is the rationale for engaging in M&A activity? 
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“Mergers and acquisitions (M&A) represent a popular strategy used by firms for many years, but 

the success of this strategy has been limited. In fact, several reviews have shown that, on average, 

firms create little or no value by making acquisitions” (Hitt, et al., 2009, p. 1).  

 

This quote represents a common and popular view within the academic literature on M&A, but the 

strategy of non-organic growth continues to be widely applied. In order to assess the case of MHG 

and GSF correctly, the underlying motives behind such a transaction has to be fully 

comprehended. There are several important motives encouraging M&A activity, and they can have 

both internal and external origins. This section will offer a review of the most important motives, 

their theoretical significance and the relevance in relation to the case of MHG and GSF.  

 

12.1.1.1. Internally originated motives 

Growth is highly valued by shareholders and is an important measurement when managers’ 

performance is evaluated. This creates an incentive amongst top executives to pursue growth, 

which can be realized organically or through M&A activity. With organic growth being time 

consuming and difficult to sustain, its absence can lead to desperation to grow in the alternative 

and more risky way (Kim, Haleblian, & Finkelstein, 2011). The study states the following: 

 

“Firm growth plays a key role in explaining acquisition behavior, including the magnitude of 

acquisition premiums that acquirers are willing to pay”  

(Kim, Haleblian, & Finkelstein, 2011, p. 26). 

 

The findings of Kim, Haleblian & Finkelstein are important in understanding why executives 

engage in M&A activity. The article identifies two conditions that facilitate desperation to grow 

through M&As. The first condition is when a firm underperforms their historical organic growth rate 

or is experiencing a significantly lower growth rate than their peers. The second condition is when 

a firm has had a substantially higher reliance on acquisitions to realize growth than their peers, or 

compared to their own historical dependence. A higher degree of desperation increases the 

willingness to pay excessive premiums, and hence increases the probability for M&A 

underperformance. With high premiums being considered the most important reason for M&A 

failure (Hitt, et al., 2009), desperation to grow through acquisitions will be an important factor in 

analyzing the possible merger between MHG and GSF, as the fish farming industry could be 

characterized as a low organic growth industry. The heavy requirements to infrastructure, R&D and 
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capacity needed to expand production in addition to regulatory limitations, could make acquisition-

driven growth fairly attractive to ensure a steady growth rate. 

 

Another important internal motivation behind M&A activity is cost savings through synergies. The 

objective behind cost saving mergers is to increase economies of scale by handling a larger 

volume with a lower marginal cost and hence increase profit margins. In the case of MHG and 

GSF, such cost savings and synergies could involve increasing the harvested volume and 

decreasing processing costs. The added volume, from GSF, could be transported to existing MHG 

locations and the GSF location that were previously handling the volume could be shut down. 

Another example would be combining logistics and transporting a larger volume for the same 

costs. As is the case with growth, potential synergies are often used to justify premium payments 

in M&A cases (Krishnan, Hitt, & Park, 2007). Cost synergies often seem to be a very tangible and 

accessible benefit from M&A transactions, and this can be part of the explanation why higher 

premiums are justified. However, realizing synergies is a complex issue and the desired results 

can be challenging to reach, which in turn creates a problem between premium justification and 

results.  

 

The need to acquire technology and skills is another important motivation behind M&A’s, since 

these are often patented and difficult to acquire through other channels. However, this is more 

common in high-tech industries (Rossi, Tarba, & Raviv, 2012), which the fish farming industry 

cannot be characterized as. However, the benefit of technology in the fish farming industry relates 

to vertical integration in the value chain, and specialized know-how. Previous findings provide 

evidence that MHG is far more integrated than GSF, additionally to the fact that GSF does not 

possess any sustained competitive advantage, rather than excess capacity. As MHG have no 

obvious motivational factor related to technology for acquiring GSF, this motivational factor is 

excluded from further discussion.  

 

12.1.1.2. Externally originated motives 

The previously presented motives for M&As can be traced back to an opportunity identified 

internally by the acquiring firm, based on a combination of own resources and the target firms 

resources. However, the external motivation of high market valuation is important to address, as 

empirical findings indicate a high correlation between M&A activity and market valuations (Rhodes-

Kropf & Viswanathan, 2004). MHG and GSF has experienced a significant increase in market 

valuations, as discussed in section 5.1, which, by the support of the theories of Rhodes-Kropf & 

Vaswanathan, should lead to increasing M&A activity. Evidence also suggests that shares are 
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more commonly used as method of payment in periods of high market valuation and M&A activity. 

Intuitively, this means that shares are attractive as payment method because they are valued at a 

higher price than the true value. The same must be true for the shares of the target firm, 

consequently limiting the acquiring firm’s potential upside in the transaction.  

 

In Rhodes-Kropf and Wiswanathan’s model, executives of the target firm have information about 

the real value of their firm, while executives of the acquiring firm have information about the true 

value of their firm and the potential value of the merged entity. The source of mispricing for both 

firms can be divided in firm specific factors and industry wide factors; individual and shared factors. 

The target firm knows whether their own firm is fairly priced or not, but cannot identify the source of 

misevaluation as a firm specific factor or an industry wide factor. By extension, the asymmetric 

information limits the target firm’s ability to assess the mispricing and potential synergies with the 

acquiring firm. The acquiring firm’s bid has a positive correlation with market wide mispricing, and 

the target will try to adjust for the market wide valuation error, but will also focus on synergies. In 

situations with high market wide mispricing, the synergy estimation error is also high which in turn 

increases the likelihood of the offer being accepted. Conclusively, targets are likely to estimate 

synergy values to highly in overvalued markets, despite being aware that their own price is subject 

to the same misevaluation. The reason is that the target firm underestimates the market wide, and 

thereby shared, part of the valuation error. According to Rhodes-Kropf and Viswanathan, the 

external motivation to engage in M&A activity with shares as method of payment is triggered by 

high market values. This is important to account for and will be further discussed in section 

12.1.4.1. 

 

12.1.2. Valuing different types of synergies 

Sub-question to be answered in this section:  

What are the different types of synergies and how are they valued? 

 

While the quest for synergies is an important driver for engaging in M&A activity – academic 

research point towards weak evidence of increased value as a result of M&A activity. Damodaran 

(2005) points towards the fact that many participants in M&A activity fail to value the synergies of 

an M&A transaction correctly. Synergies are defined as additional value generated by combining 

two firms, and creating opportunities that would have been unavailable as independent entities. 

Additionally, synergies may be categorized either as operational or financial synergies. Operating 

synergies may refer to economies of scale, market power or growth potential, and will have direct 
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impact on the cash flow generated by the merged entity. Financial synergies are focused on cost 

of capital, tax benefits, debt capacity and diversification (Damodaran, 2005, p. 3). 

 

There are different opinions on how to value these types of synergies. Some may argue that a 

valuation will require too many assumptions and hypothetical scenarios to obtain a true value of 

the synergies. However, Damodaran points towards the argument that a proprietary best estimate 

is favorable before entering a synergy-driven acquisition process. Further, he argues that the true 

value of synergies could be obtained by answering the two following questions (Damodaran, 2005, 

p. 6): 

 

What form is the synergy expected to take? 

When will the synergy start affecting cash flows? 

 

There are two ways to analytically assess the impact of the synergies, and attach a fair value to 

these synergies; the DCF framework and the real-options framework. For this thesis, the former is 

chosen, based on the assumption that the DCF framework will yield an unbiased estimate, as long 

as the forecasts are unbiased. 

 

As the applied framework of this thesis suggests, Damodaran (2005) states that the only way to 

value the synergies in an unbiased matter is to first value the two firms independently, by 

discounting cash flows according to a proper discount rate. The DCF approach was described in 

section 3.6.1. Secondly, the merged entity is to be valued by adding the findings from the 

independent valuations. In this step, there was no adjustments for any synergies between the 

companies. Finally, the synergies are built into forecast after performing a strategic assessment of 

how the synergies will affect the future cash flow. The difference between the combined firm with 

synergies and without synergies will represent the true value of the synergies (Damodaran, 2005, 

p. 7). 

 

12.1.3. The integration process 

Sub-question to be answered in this section:  

How are synergies unlocked in the event of a merger or acquisition? 

 

When an M&A deal have been closed, the acquiring firm starts the process of realizing the 

projected synergies. In order to deliver shareholder value, the merging companies’ processes must 

be carefully integrated. In the case of MHG and GSF, this would include merging the value chains 
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and optimize logistics to save costs. Realizing synergies means minimizing value leakage in the 

post-merger state, and simultaneously create value based on recombination of the two firms 

existing resources. M&A theory suggests that integration control and an integration plan is an 

important tool in the pursuit of realizing synergies (Gates & Very, 2003). The article goes on to 

state that the acquirer needs to analyze the synergies and the critical points of value creation and 

value leakage. Additionally, clear milestones and measures related to both value creation and 

leakage are important. A strategy as to how these measures will be used to guide the process is 

also of great importance (Gates & Very, 2003). This is to simplify internal communication regarding 

the goals of the process, and help align efforts. It also makes it easier to highlight problems at an 

early stage, thereby making it possible for executives to address bottlenecks. Finally, these efforts 

can offer a reference point for employees in a time that can be characterized as confusing for 

many of those involved.  

 

In relation to post merger integration, a common opinion is that time is of the essence. Especially 

the first 100 days has been established as critical for integration success in a merger (Angwin, 

2004). Related to M&A’s, speed can be viewed in one of two ways: the amount of progress per 

time or the time left to completion of the integration process. Most studies have focused on the first 

view of time, presumably due to the complexity in classifying an integration process as completed 

(Angwin, 2004). The first and most obvious reason why time and speed is important in integration 

processes is that from a financial perspective, that time costs money. The longer the integration 

process, the higher the opportunity cost and lost revenues associated with it. In an integration 

process with high speed, the investment returns can be materialized earlier, thereby making it 

more profitable than a slow integration process. From the perspective of organizational change, a 

short and quick integration process would mean less time spent in a transformation period, and 

thereby reduce uncertainty (Angwin, 2004). The conclusion of Angwin’s paper is that the 

perception of M&A success among top executives seems to be decreasing over time. This 

supports the 100-day rule and explains why it has been established as best practice within the field 

of M&A integration. However, when examined closer by Angwin, no strong support for the theory 

can be found. Thereby, suggesting that the timeframe of 100 days are more convenient than of 

substance.  

 

Finally, evidence suggests that financial markets appreciate swift integration processes and in 

determining the degree of M&A success, this factor is crucial (Angwin, 2004). When assessing the 

possible merger between MHG and GSF, the integration speed of the value chains can be an 
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important factor in making the merger successful, and ensuring that the theoretical value of the 

synergies are realized.  

 

12.1.4. Common pitfalls and sources of value leakage 

Sub-question to be answered in this section: 

What are the common pitfalls and sources of value leakage in M&A-transactions? 

 

12.1.4.1. Pitfalls and value leakage related to motivation 

One of the main reasons for M&A failure is the payment of an excessive premium (Hitt, et al., 

2009) that the deal fails to justify in the post-merger state. High premiums are often related to the 

internal M&A motivations of growth and synergies which can be partly explained by the hubris 

hypothesis (Roll, 1986). The hubris hypothesis states that managers in acquiring companies pay 

too much for their targets and that the reason for this is overconfidence in own abilities and what 

can be achieved post-merger. In considering a target, managers overemphasize the possible gains 

from synergies and the growth a merger can generate. This raises questions in relation to 

assumptions of market efficiencies. If a participant in the market is acting irrationally, the degree of 

market efficiency will decrease. Hence, the hubris hypothesis implies that financial markets and the 

field of corporate takeovers are not perfectly efficient, and that managerial overconfidence is part 

of the reason behind excessive premiums. In turn, this means that hubris amongst managers is an 

important factor behind M&A failure and suggests practicing cautiousness when valuating possible 

synergies and growth opportunities. The theory highlights the need for a conservative approach 

when estimating the possible synergies between MHG and GSF. 

 

To benefit from an overvalued market, as discussed as an external motivation for M&A in section 

12.1.1.2, shares must be the method of payment. Method of payment in M&A is a popular topic for 

research as the fourth most studied M&A variable in the period 1984-2009 (Hitt, et al., 2009). The 

topic was covered in 18% of the papers surveyed and it is worth noting that the frequency 

increased after 2004, giving it more attention since. Empirical evidence suggests that M&A’s where 

cash was used as method of payment outperform transactions that were settled with shares (Linn 

& Switzer, 2001). Consequently, the pitfalls and sources of value leakage of externally motivated 

M&A’s differ from those of internally motivated M&A’s. This requires different measures to avoid 

failure and represents important knowledge when working with M&A cases like the one involving 

MHG and GSF. 
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12.1.4.2. Other sources of value leakage  

There are other sources of value leakage than hubris and the wrong method of payment. Rent 

seeking employees and managers can severely affect M&A performance (Meyer, 2008). Managers 

can extract shareholder value by both completing and resisting M&A deals. Empire building has 

been established as an important phenomenon within corporate governance and is central in the 

field of M&A. The theory states that managers are inclined to go through with M&A’s destroying 

shareholder value to maximize their private utility (Trautwein, 1990). The manager’s private utility 

can take both monetary and non-monetary forms, but the social status of being in charge of a large 

company in growth is central. On a similar note, managers of target firms can resist otherwise 

profitable takeovers if it can lead to loss of power, thereby retaining private utility at the expense of 

shareholders.  

 

Rent seeking employees are concerned with maintaining their employment, and thereby securing 

work hours and compensation. In doing so they will attempt to slow down and oppose downsizing 

initiatives (Meyer, 2008). Horizontal M&A’s, where downsizing is an essential factor, makes 

employees especially vulnerable. Employees will in such cases unionize and enter into 

negotiations with the management. Such negotiations can lead to less drastic downsizing or more 

generous severance packages, consequently inhibiting the mergers ability to realize the estimated 

synergies and eroding shareholder value. If management was affected by hubris in estimating 

possible gains from synergies, rent seeking employees further increases the possibility of M&A 

failure.  

 

Additionally, reduced effort is a possible source of value leakage. Reduced effort can take the 

shape of loss of identity, stress and demotivation etc. Another critical factor is found in the 

intersection between severance packages and reduced effort. In the case of generous severance 

packages, the employees most prone to accepting such deals are the most talented ones. The 

reason being that they are likely to find new jobs quickly, that may seem more attractive as they 

are in companies not undergoing restructuring and thereby comes without the associated stress. 

This implies a loss of shareholder value at two ends: paying expensive severance packages and 

losing the most talented employees, which amplifies the threat towards estimated synergies and 

an improved organization. 

 

A final source of value leakage is what Meyer (2008) refers to as reallocation effort. It could be 

argued that employees work longer hours during an M&A integration to facilitate the process. 

However, Meyer states that in reality time spent on the process reduces time spent on day-to-day 
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tasks, consequently leaking shareholder value. These findings are highly relevant to the merger 

between MHG and GSF as they give insights to how synergies can be overvalued, and hence be a 

tool in avoiding excessive premiums. 

 

The literature study has provided a theoretical background for engaging in M&A activity, in terms of 

motivation, pitfalls and other relevant aspects. The study is important as relevant parameters have 

been further investigated, but it will also yield an understanding of the sensitivity of realizing the 

gains from a merger. In the following section, the focus is shifted towards applying these findings 

from the literature study in the GSF/MHG case. 

 

12.2. Financial synergies 

Sub-question to be answered in this section:  

What are the financial synergies and their impact on the post-transaction valuation? 

 

As mentioned in section 12.1.2, Damodaran (2005) divides synergies in two categories – 

operational synergies and financial synergies. When assessing the operational synergies, they will 

be divided into cost synergies and growth synergies. Operational synergies will be the main focus, 

according to the problem statement formulated in section 2. However, a brief discussion regarding 

the financial synergies is provided to enlighten the reader, as well as ensure that a proper 

separation of financial and operational synergies is conducted before applying the findings in the 

financial modelling. 

 

12.2.1. Identifying financial synergies 

Financial synergies may take two different forms when occurring – cash-flow effects or change in 

cost of capital. Lower cost of capital may be obtained as a result of a merger, as earnings may 

increase and cash-flows may stabilize. Additionally, the systemic risk may be affected. More stable 

cash-flows could also increase the debt capacity, as this will help the merged firm to increase their 

leverage above the levels they could obtain separately. Higher leverage will also reduce the cost of 

capital in terms of lower WACC7 due to a greater tax shield (Damodaran, 2005, p. 5). The ability to 

obtain capital at a lower cost will not have any direct cash-flow effect, but will lead to a higher 

enterprise value in the DCF-model. The ability to obtain cheaper capital will be further elaborated 

in section 12.2.1.1. 

                                                
7
 Under the assumption that rd< re  
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Other tax benefits are also a part of the financial synergies, as unprofitable firms may utilize 

operating losses to reduce tax burdens. Additionally, if a firm would manage to change 

depreciation charges post-acquisition, this could increase firm value by tax savings (Damodaran, 

2005, p. 5). Both GSF and MHG are currently operating with net positive results, and there should 

not be any tax-related motivation to engage in a merger. However, in non-profitable parts of the 

cycle, this could be a relevant topic to discuss further. Furthermore, MHG has overlapping 

activities in all countries GSF is present in, and additional facilities in Chile. Hence, there are not 

any obvious tax-planning purposes or profit-shifting motivation to seek an acquisition. 

 

The final financial synergy is related to the benefit of diversification. This is a highly controversial 

source of synergies, as investors in public firms would be able to acquire the diversification effect 

at a lower cost than the firm itself, and by this implying that diversification should not yield a 

positive value for financial synergies (Damodaran, 2005, p. 5). For private firms, however, the 

diversification effect could be discussed. As both GSF and MHG are publicly traded, this topic is 

not discussed any further. 

12.2.1.1. Post-acquisition WACC 

As the merged entity will be associated with a different risk than the two previous entities, a new 

cost of capital must be calculated. If the WACC of the merged entity differs from the pre-acquisiton 

WACC of 9,0% found in section 8.2, this may be identified as a financial synergy according to 

section 12.2.1. 

 

i) The first step is obtaining the unlevered betas for each company, as described in 

section 8.2.3. 

ii) Second, the unlevered beta of the merged firm is computed by weighing the respective 

unlevered betas by enterprise value of each respective firm. 

iii) Finally, the unlevered beta of the merged firm is re-levered by the estimated capital 

structure of next fiscal period (Damodaran, 2005, p. 18). 

 

The computations are found in appendix 35. With a post-merger debt/equity ratio of 35,4% and an 

unlevered beta of 0,3449, the new beta of the merged entity is calculated to be 0,9751. This 

implies that the systematic risk of MHG has been reduced as a result of the acquisition. This may 

be explained by a lower volatility as a result of more stable cash flow generation, as to be seen in 

the forecasts in appendix 39. Additionally, as the debt/equity ratio has increased compared to 

MHG’s pre-acquisition ratio, the tax shield is utilized to decrease the cost of capital. 
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Following, the new WACC is computed in the same approach as in section 8.2. The same input 

variables for the CAPM model is applied as with the calculations of MHG’s cost of equity in section 

8.2.1. With the new beta-value, the CAPM yield a cost of equity equal to 9,43%. This implies that 

MHG shareholders required a lower required rate of return post- acquisition. Additionally, it is 

assumed that there are no changes in the cost of debt as a result of the acquisition. This 

assumption seems reasonable as there are few differences between MHG’s and GSF’s cost of 

debt capital. With the new capital structure, seen in appendix 35, the estimated WACC of MHG is 

estimated to be reduced from 9% (pre-acquisition) to 7,94% (post-acquisition). 

 

In extension to section 12.2.1, the reduction in cost of capital is regarded as a financial synergy of 

the transaction. The result will not have any direct cash-flow effect, but the reduction in cost of 

capital implies a lower discount rate, which in turn will result in a higher enterprise value. 

 

12.3. Operational synergies 

Sub-question to be answered in this section:  

What are the operational synergies and their impact on the post-transaction valuation? 

 

Operational synergies allow firms to increase the utilization of assets in order to experience growth 

or efficiency. In horizontal mergers, where businesses in the same industry merge, economies of 

scale are the most obvious synergy-effect. In the case of GSF and MGH, combining distribution 

and reduce overlapping production facilities may be an example of such economies of scale. 

Further, a consolidation impacts the market competition in the industry. By acquiring GSF, MGH 

may be able to obtain a higher degree of market power, and gain a greater impact on the 

equilibrium of supply and demand in order to influence the market price. This effect is referred to 

as greater pricing power in the literature. However, as Atlantic salmon is traded in a spot market, 

MGH will not be able to quote higher prices – only gain greater control of supply (Damodaran, 

2005, p. 4). The degree of market power is to be discussed in section 12.3.1 

 

In vertical mergers, different skill-sets across core activities are combined in order to increase the 

firms’ functional strengths. This is not relevant to the acquisition of GSF, as MGH is already 

present in the same parts of the value chain as GSF. The last form of operational synergy is 

increased growth in new or existing markets (Damodaran, 2005, p. 4). This is an interesting aspect 

of the GSF/MGH case in terms of excess capacity, and will be discussed further on in section 

12.3.1.2. 
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Figure 12.3.1 – Sources of operational synergies   
(Source: Own contribution, Damodaran 2005) 

 

 

 

In short, Damodaran (2005) differentiate between cost and revenue synergies when discussing 

operational synergies, as presented by figure 12.3.1. This will lay the foundation when explicitly 

analyzing GSF and MHG for operational synergies. 

 

12.3.1. Identifying operational synergies 

12.3.1.1. Increased market power 

As mentioned in section 12.3, a major operational synergy is market power and the ability to 

influence prices. By definition, a firm is said to have market power if they possess the ability to 

earn profits by charging prices above marginal costs. By implication, this means that if market 

participants earn profit, the market structure is not perfect competition, as the prices under perfect 

competition equal the marginal cost. By obtaining market power, consumer surplus is transformed 

to producer surplus, and profits are increased. Profits will be maximized under monopoly, as the 

market power under monopoly is maximized. However, higher prices may result in inefficient 

resource allocation and create a deadweight loss, as some customers willing to pay additional cost 

are excluded. When firms invest with the purpose to increase or protect their market power, they 

are said to engage in rent-seeking. 

 

MHG may regard the possibility of acquiring GSF as a way of reducing competition and influencing 

the prices by controlling a larger part of the global supply. The degree of market power is highly 

dependent on the switching costs and threat of substituting products. Substitution may arise in the 

form of supply-side or demand-side substitution. Supply-side substitution is when customers switch 

to other suppliers of the same product, and demand-side substitution is when customers switch to 

substituting products. The threat of demand-side substitution was described in section 6.1, and this 

threat is highly significant as customers may choose substituting protein sources. Additionally, 
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supply-side substitution was discussed in section 6.3, and the bargaining power of customers is 

high as the production output of GSF is homogenous, as to be discussed further in this section. 

 

The Lerner Index is a measure of the degree of market power (Richards, Norman, & Pepall, 2008, 

p. 44). The Lerner Index describes the relationship between elasticity and price margins for a 

profit-maximizing firm. The Lerner Index range from 0 to 1, where 0 implies perfect competition and 

1 implies monopolistic pricing. To test the pre-acquisition market power of GSF and MHG, the 

Lerner Index is computed and compared according to the following equation, and presented in 

figure 12.3.2: 

   
    

 
 

 

 

Figure 12.3.2 – Level of market power by Lerner Index  
(Source: Own contribution) 

 

 

 

As presented in figure 12.3.2, both firms have a very low level of market power according to the 

Lerner Index. It should be noted that the findings are in line with the findings from the previous 

strategic analysis. 

 

A firm with homogenous products should have a Lerner Index equal to zero, indicating that MHG 

delivers less homogenous products than GSF. If MHG choose to utilize their increased output from 

the acquisition to expand within the VAP-segment of processed products, the acquisition may be a 

source of increased market power, as differentiated products will ease the ability to gain market 

power. The VAP-segment is based on retailers, and a general assumption of the thesis is that 

salmon is regarded as a homogenous product as all estimations are based on development in the 

spot market where salmon is traded as a commodity. By bridging the academic theory to a 

practical point-of-view, the assumption of homogeneity is supported by the low level of market 

power. 
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When assessing market structure and competition, one of the most cited models is the Bertrand-

model. The model illustrates competitive forces in an oligopoly with homogenous products, where 

market participants face equal marginal costs and a linear market demand (Richards, Norman, & 

Pepall, 2008, p. 193). 

 

By the Lerner Index, salmon has been established as being a homogenous product. In the 

Bertrand-model, the firms choose prices simultaneously. Salmon is quoted according to a spot 

market, implying that market efficiency will detect price-deviations from market participants 

immediately. Hence, the Bertrand model should be applicable to the farming industry. The 

following equation indicates the firm-specific demand for firm i when firm i and j produces 

homogenous products: 
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 with       and     

 

Accordingly, the profit of firm i can be derived in the following way: 
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with       and     

 

When determining pricing, the Nash Equilibrium should be obtained. Each firm’s best-response 

function is determined by the optimal response, no matter the choices made by the rivaling firm. If 

firm i expects firm j to set the price above monopoly-price,      , then the best response of firm i 

is to claim monopoly-pricing,   
 (  )    . If firm i expect firm j to set prices below monopoly price 

and above marginal cost,          , then firm i is best off by setting price slightly below the price 

of firm j, and supply the entire market,                        . If firm i expects firm 2 to 

dump prices below marginal costs,     , then the best firm i can do is charging a price equal to 

the marginal cost,     . By deriving the best-response functions of both firms and inserting them 
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into each other, the Nash-equilibrium is found, and implies that both firms will set their price equal 

to the marginal cost: 

(     )        

 

The Bertrand-model derives what is called the Bertrand-paradox, and shows that competition 

amongst firms with homogenous products leads to the same market outcome as perfect 

competition. This implies that reducing the number of competitors should not affect pricing, as long 

as the product is homogenous. Inserting the theoretical findings from the Bertrand-model into the 

formula for the Lerner Index, this yields a Lerner Index equal to zero. Conclusively, as salmon is 

assumed to be a homogenous product, there will not be any market power, as the competitive form 

in the oligopoly will resemble perfect competition. As a result, market power is dismissed as a 

synergy in the potential acquisition, as the market structure of the industry will still be an oligopoly 

even if MHG acquired GSF. 

 

12.3.1.2. Increase in harvested volumes 

The value chain analysis in section 7.1 identified an excess capacity in GSF’s production. This 

capacity was analyzed in section 7.2.2.1 using the VRIO framework, and was found to be valuable, 

rare, and difficult for competitors to imitate. However, the resource is unexploited by GSF which 

makes it an unexploited source of competitive advantage. Further, the SWOT analysis in section 

9.3 concludes that this makes GSF an attractive acquisition target. Section 5.2.1 about supply 

describes that a single company in the industry was previously not allowed to produce more than 

25% of the market output. MHG’s growth was capped by this restriction, and the company 

produced 24% of the market output for several years. However, this limit was increased to 40% as 

of December 2012, allowing further growth for MHG. Combining the resource with changing 

market characteristics yields an attractive strategic fit between MHG and GSF. 

 

Pursuing the acquisition of GSF originates from the internal motivation for growth, as discussed in 

section 12.1.1.1. By acquiring GSF, MHG would first experience increased volumes from the level 

of output currently generated by GSF. Secondly, based on the strength discussed in the SWOT 

analysis in section 9.1, majority shareholder John Fredriksen and MHG is likely to have a more 

aggressive attitude to the growth potential than what has been displayed by GSF. Additionally, the 

strength of the MHG system – both financially and operationally, is greater than that of GSF, 

making realization of the growth more likely. As described in section 12.1.2, Damodaran (2005) 

states that it is not only relevant to identify the form of the synergy, but also when it is expected to 

affect cash flows. To avoid hubris, which was discussed as an important source of M&A value 
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leakage in section 12.1.4, conservative growth estimates are related to this synergy. In the stand-

alone valuation of GSF, the growth potential is expected to be realized in the long run. However, 

based on MHG’s discussed characteristics, it is assumed that MHG will be able to realize the 

growth potential of GSF in the short-run, which means in the period 2014-2016. This contradicts 

the 100-day rule, which was discussed in section 12.1.3. However, the rule is suggested to be 

more of convenience than of substance, and the asset-heavy nature of the industry is an 

explanation as to why this synergy cannot be realized within 100 days. 

 

For estimation purposes, the growth is assumed to be linear, starting from 58.061 tons in 2013 and 

increasing to 102.000 in 2016. From that point, the overall growth in harvested volume for the 

merged entity is assumed to be 4% in the medium-run, based on the same argumentation as in 

section 10.2.1 In the terminal period, the steady-state growth rate is estimated to remain 

unchanged from the pre-acquisition level of 2,01% as the merged firm will have the same 

geographical exposure as MHG pre-acquisition. The acquisition is in line with their current strategy 

and will not affect the future growth rate. By first association, the discussed growth rates might 

seem to exceed the desired growth level stated by CEO Alf-Helge Aarskog of 3-5% yearly increase 

in Maximum Allowed Biomass (MAB) (Marine Harvest - D, 2014). However, as an increase in MAB 

refers to increases in licenses and GSF holds licenses for the potential growth volume, the volume 

is already accounted for in the total MAB. This implies that realizing the potential growth in GSF 

will not affect the mentioned growth of 3-5% in MAB. Additionally, it is assumed that MHG will be 

able to produce the additional output at the same margins displayed in the stand-alone valuation 

from section 11.1. 

 

12.3.1.3. Overhead costs (SG&A) 

This section will describe possible synergies related to selling, general and administrative 

expenses. The section will focus solely on salary synergies as these are the only ones that are 

described in detail in the annual reports. As annual reports for 2013 has not been published before 

the information cut-off date of this paper, annual reports for 2012 will be investigated under the 

assumptions that it is likely that SG&A for 2013 will be in-line with 2012. Salary and personal 

expenses will be divided between compensation to executives and compensation to employees, 

both of which can be reduced post-acquisition. 

 

Rent seeking executives are described as a possible source of value leakage in section 12.1.4.2. It 

is assumed that executives will not display any form of rent seeking by resisting a profitable 

takeover to retain control. Based on this assumption, it is possible to terminate both the 
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management and the board of GSF, as retaining two boards and top managements post-

acquisition will be redundant. 

 

As a result, remuneration to senior officers and board members can be extracted from GSF’s 

costs. Additionally, auditor fees are also subtracted. The latest costs available are from 2012, and 

future costs are estimated based on growth in revenues in the estimation- and terminal period. 

Furthermore, it is assumed that the mentioned costs will have to be paid for in 2014, and they are 

thus excluded from calculations of synergies. It could be argued that senior officers’ severance 

packages would be extensive and that they might erode any synergies associated with letting 

management and board members go. According to the discussion about rent seeking employees 

as a source of value leakage in section 12.1.4, severance packages are excluded from 

consideration. 

 

Even though employees are expected to resist downsizing, this is dismissed based on the fact that 

the allocation of personnel costs are not disaggregated. Hence, estimation of the potential cost 

savings from downsizing will be highly inaccurate. They are however expected to be positive, and 

larger than the negative effects of the excluded severance packages. Consequently, the net effect 

of the two excluded factors related to overhead cost synergies are assumed to be positive, making 

the estimate a conservative one.  

 

12.3.1.4. Sales, marketing and distribution costs 

Overlapping activities such as sales, distribution and marketing are natural sources of synergy as 

economies of scale allows the merged entity to gain more efficient access to markets. As 

described in section 4.5 and section 4.6, MHG has production activities in Norway, Canada, Chile 

and Scotland, while GSF are present in the same regions except Chile. The market for farmed 

salmon is global and follows the trade flow illustrated in section 5.2 by figure 5.2.1. By default, it 

should be possible to realize cost synergies by combining sales and distribution from Norway, 

Canada and Scotland, to the global market. General for the industry, sales and marketing, as well 

as other operating expenses such as distribution accounts for 13-36% of all costs, depending on 

the geographical location of production (Marine Harvest - Q, 2012). As this is significant amounts 

of the total cost components, savings from reduced operational expenses is expected to contribute 

to post-transaction value creation. This will be further elaborated in section 12.5. 
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12.4. Valuation of the merged entity 

Sub-question to be answered in this section:  

What is the value of all the synergies related to the acquisition? 

 

When estimating the fair value of the merged entity, the identified financial synergy from section 

12.2.1.1 and the identified operational synergies from section 12.3 are added to the stand-alone 

valuation of MHG. This is done in order to identify the total change in enterprise value following the 

merger and synergies, and section 12.5 will offer more detailed descriptions on the value of 

different synergies. The synergies included in the valuation are decreasing WACC, increased 

harvested volumes, production at MHG’s margins, and overhead synergies.  

 

The fundamental assumption of this section is that MHG will implement the added volume to their 

current structure, and the merged firm thus produces at MHG’s margins. This assumption could be 

subject to criticism, but stands out as the most realistic and applicable approach. Section 12.3.1 

establishes that the merged entity will not obtain the ability to influence prices following increased 

market power, and the same salmon prices as the stand-alone valuations will thus be applied. 

 

The DCF and EVA valuation approach is applied according to the description in section 11, and 

appendix 37-39, shows increasing profitability in the merged entity relative to the sum of the stand-

alone valuations. Consequently, figure 12.4.1 and figure 12.4.2 both conclude that the enterprise 

value of the merged entity including synergies is equal to 40.949 NOKm, as of March 25th 2014. 

 

 

Figure 12.4.1 – DCF-valuation of the merged entity  
(Source: Own contribution) 
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Figure 12.4.2 – EVA-valuation of the merged entity  
(Source: Own contribution) 

 

 

 

Figure 12.4.1 and figure 12.4.2 displays that the merged entity will also face negative FCFF in the 

downturn in the market in 2015, but value will be created through positive EVA. Note that 15,3% of 

the value of FCFF lies in the forecast period, which is natural according to findings from the stand-

alone valuations in section 11.1.  

 

12.4.1. Valuation of all synergies 

With all steps of the Damodaran-framework carried out, the equation presented in section 3.5 is 

used to compute the net present value of all synergies. The findings from section 11.1 through 

section 12 yield the findings summarized in figure 12.4.3: 

 

 

Figure 12.4.3 – Findings from Damodaran’  
(Source: Own contribution) 

 

 

 

The presented findings imply that the value of all synergies is estimated to be 6.162 NOKm based 

on Damodaran’s framework. 
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12.5. Breakdown of synergies 

Sub-question to be answered in this section:  

What is the value contribution of the different synergy sources? 

 

The total value of all synergies has been identified according to section 12.4.1, and the focus is 

turned to the break-down of the synergy value in order to determine what value drivers is the main 

motivation for engaging in the transaction. Such a break-down will provide useful information 

regarding the uncertainty of the synergy-source and determine whether the value-source is 

something investors might regard as attractive. Additionally, the break-down will provide an 

important contribution when answering the problem statement formulated in section 2. 

 

Volumes cannot be increased without increasing the associated costs. For that reason, this section 

will review the analytical income statement following such an increase in volume, and the merged 

entity is expected to produce at MHG’s margins, as stated in section 12.3.1.2. As MHG and the 

merged firm is expected to maintain the same growth throughout the forecasting and terminal 

period – the associated revenue and costs of MHG’s volume (without GSF’s volume contribution) 

will remain the same in the stand-alone valuation of MHG as in the merged firm. Consequently, the 

increase in revenue/costs in the merged valuation relative to the stand-alone valuation of MHG is 

attributable to the increased volume from GSF. By extension, this post should be compared to that 

of the stand-alone valuation of GSF, in order to allocate revenue increases and changes in costs 

following the merger. This operation will be executed for revenues, cost of materials, salaries and 

personal expenses, and other operating expenses. Related to depreciation and amortization, it is 

assumed that the lifetime of the underlying assets of each respective firm will remain unchanged. 

Hence, these posts will be consistent with that of the stand-alone valuations. The investigation 

yields annual synergies as described in figure 12.5.1. 

 

Figure 12.5.1 – Overview of annual operational synergies  
(Source: Own contribution) 
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Immediately, the negative cash-flow effect from synergies related to cost of materials might seem 

surprising. However, as discussed in section 6.2, vertical integration does not need to be desirable 

solely due to improved margins. Vertical integration is also a tool in limiting biological risk, focusing 

on quality and thus improves sustainability and long term performance at the expense of short term 

gains. This is proven to be the case when comparing MHG’s and GSF’s cost of materials. MHG’s 

in-house fish feed facility increases cost of production, in order to maintain long term growth. The 

remaining effects are within the expected levels, and will thus not be discussed further. The 

calculations of savings on overhead costs were sufficiently described in section 12.2.1.3 when the 

synergy was identified and figure 12.5.2 shows the annual value related to this synergy. 

  

Figure 12.5.2 – Overview of annual overhead cost savings  
(Source: Own contribution) 

 

 

 

Note that 2013 is included in the figure as it is used as the base-year in estimating future overhead 

costs. Additionally, the synergy is assumed not to be realized for 2013 and 2014, and the total 

value of the synergy will thus not contain the cost savings from these years. 

 

12.5.1. Findings 

In order to evaluate the present value of the operational synergies and the overhead synergy, they 

are discounted with the WACC of the merged firm according to section 12.2.1.1. As shown in 

figure 12.5.3, the operational synergies amount to 2.819 NOKm. The main sources of the 

operational synergies are increased production volume and reduced overhead costs from 

overlapping managerial functions. Figure 12.5.3 also shows that the financial synergies have a 

value of 3.343 NOKm, which is related to the reduction in cost of capital. 

 

Note that effects from input-materials and salaries will yield a negative synergy, as MHG’s fish feed 

is more expensive than the fish feed used by GSF. Additionally, the salary level is higher in MHG, 

and it is expected that former GSF employees that are integrated in MHG will receive equal 

compensation as former MHG employees. Reduction in overhead costs is related to terminating 
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the current top management and directors of GSF. The cost reduction equals a net present value 

of 346 NOKm. 

 

Figure 12.5.3 – Breakdown of synergies in net present values (NOKm)  
(Source: Own contribution) 

 

 

 

The financial synergies are calculated as the difference between the enterprise value of the 

merged entity and the sum of the stand-alone enterprise values, subtracted by the operational 

synergies (incl. overhead cost savings). 

 

As addressed in section 12.5 and 5.2.1, a high degree of vertical integration is not only a tool for 

obtaining improved margins, but also has a strategic aspect in focusing on quality and 

consequently decrease biological risk and secure long term profitability. The findings presented in 

figure 12.5.3 describe the impact of producing a larger volume at MHG’s margin, relative to the 

costs in GSF’s stand-alone valuation. The figure shows that costs related to materials and salaries 

will significantly increase as a result of the merger, implying better margins for GSF than MHG 

related to these costs. However, other operational expenses (OPEX) are expected to decrease 

following the merger, implying improved OPEX margins for MHG and a positive effect from the 

merger. Materials and salaries should be considered to be input factors in production, while OPEX 

contains factors such as sales, marketing and distribution, as described in section 12.3.1.4. 

 

When working with mergers and synergies, distribution is a common and popular factor to 

consider. The described approach includes distribution synergies as part of OPEX by applying 

MHG’s margins rather than taking an arbitrary percentage of OPEX as synergies. The former is 

expected to bring more credibility to the synergy estimates, and supports the choice of assuming 

MHG’s margins can be applied on the merged entity. 
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Further, the positive post-merger effect shown in OPEX describes the strength of MHG’s value 

chain, in other stages than materials and salaries, relative to that of GSF. This is in line with the 

value chain analysis in section 7.1. In the OPEX stages, value chain integration is reflected in 

stronger margins, while it should be viewed as a strategic tool in the stages of materials and 

salaries. As shown in figure 12.5.3, the positive effects from increased revenues and OPEX are of 

a magnitude that neutralize the negative effects of materials and salaries, and creates a positive 

operational effect of 2.819 NOKm.  

 

Note that of the total expected synergies, 54% are sourced from financial synergies. With respect 

section 12.2 no financial synergies from tax advantages or depreciation policies have been 

included due to the argumentation in section 12.2.1. The only financial synergy applied to the 

model is the effect from lower cost of capital. Again, according to section 12.2 the reduction in cost 

of capital is related to reduction in required return on equity derived from the CAPM-model. Such a 

reduction will not have any direct cash flow effect, but rather imply that investors would regard the 

merged entity as an investment with lower risk than MHG pre-transaction. Even though the CAPM-

model is the most cited source for deriving the required return on equity, the uncertainty of the 

estimate must be addressed. 

 

Computing the WACC is not exact science, but provides a useful proxy for the return investors 

require in order to take on the risk by investing in the company. As indicated by the sensitivity 

analysis in section 11.4, the computed share price of MHG is highly sensitive to changes in the 

WACC. Different investors’ preference curves may be prone to different requirements to return on 

equity. Based on this argumentation, it is unsure whether MHG shareholders will be willing to pay 

for non-cash-flow affecting financial synergies. Additionally, the problem statement of this thesis 

targets the isolated net effect from operational synergies, in order to assess the attractiveness of 

an acquisition. Hence, the total expected synergies for further consideration will only stem from 

reduction in overhead costs and operational synergies, at a total of 2.819 NOKm. 

 

12.6. Cost of realization of synergies and integration 

Sub-question to be answered in this section:  

What is the cost of realizing the estimated synergies? 

 

Section 12.1.3 describes the importance of the integration process in order to create value in M&A 

deals. The literature-study implies that time is of the essence when executing a successful post-
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M&A integration. An assumption is that in order to gain the full potential of the estimated synergies, 

MHG needs to be able to execute and integrate rather quickly. In order to do so, identifying critical 

points of value creation and value leakage is essential. This has been reflected in the forecast 

when valuing the merged entity, as the timing of full utilization of the production capacity has been 

set to occur in the short-run. Furthermore, it is assumed that in order to realize the identified 

synergies, MHG must formulate an efficient integration plan, and commit to this plan during the 

integration process. 

 

Additionally, negative synergies play a pivotal role in many M&A transactions. Negative synergies 

are often overlooked or under-estimated, and may i.e be related to high costs of integration (PwC, 

2010). This hypothesis of opportunistic behavior is supported by research on hubris, as discussed 

in section 12.1.4.1 However, costs related to the acquisition process, such as legal fees, advisory 

fees related to due diligence, and managerial time allocation is regarded as a sunk cost as it is not 

related to the execution of the transaction, meaning that they would occur even if MHG decided to 

pull out of the acquisition-process before closing. By this matter, these costs are not factored in as 

synergy-reducing cash flows, as only synergies that occur from the time of closing should affect 

the synergies (Johnson, 2002). 

 

Relevant negative synergies have been described in section 12.5, which arise due to the 

differences across GSF and MHG in terms of margins, operational expenses and salaries. 

Additional post-acquisition costs related to realizing synergies could relate to aspects as system 

integration, training of employees, etc. Additionally, reduced effort amongst employees is a 

common problem, as discussed in section 12.1.4.2. 

 

Several professional advisors, such as Boston Consulting Group and McKinsey stress the 

importance of post-merger-integration (PMI) to secure value creation in M&A deals. PMI-costs may 

arise in terms of hard, quantifiable data such as merging IT systems or accounting practices, or 

more soft challenges such as employee retention, corporate culture and effects on marginal 

efficiency as a result of a merger. As described in section 12.1.3, the first 100 days are crucial in 

terms of successful integration, and even though a quick implementation might increase the PMI 

costs, it will be important in order to ensure value creation. 

 

The prominent management consultant, organizational expert and author Peter Drucker once 

proclaimed that culture eats strategy for breakfast, a quote that has later become the mantra for 

Ford Motors’ CEO Mark Fields. The explanation of the quote is that no matter how good the plan 
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is, it will not be successful until the culture of the organization allows the plan to succeed. This is 

supported by further research on integration, as described in section 12.1.3. 

 

Soft issues like culture may destroy all theoretical synergy value, as exemplified by the billion-

dollar merger of HP and Compaq in 2001 (Hewlett-Packard Company Press Release). Even 

though the transaction was regarded as a horizontal merger of equals, the engineer-driven culture 

of HP did not fit well with the sales-driven culture of Compaq. What was supposed to generate 2,5 

billion dollars in cost savings, resulted in a 13 billion dollar decline in market capitalization. 

 

In the case of GSF and MHG, a transaction should be regarded as a horizontal acquisition, as they 

are both integrated fish farming companies producing farmed salmon, with a partly geographical 

overlap. Even though MHG is a bigger firm, they share common characteristic, such as long-term 

majority owners and a strong focus on sustainability, as described in section 4.5 and 4.6. 

 

An evaluation of the cultural fit between the companies is outside the scope of this thesis. 

However, it is an interesting aspect of a potential acquisition, which could be discussed in future 

research on the case. Culture is one of these deal-breaking factors that could be analyzed to 

pieces. The problem of predicting the outcome is that an analysis would have to assume a rational 

behavior amongst the employees, which does not hold in real-life. 

By default, culture is an aspect that cannot be controlled, forecasted or assigned a nominal value. 

As the soft-issues would be hard to quantify with full disclosure and access to top management, it 

would be nearly impossible to model from an external-perspective. The strategic fit between GSF 

and MHG does not raise any obvious difficulties, as their corporate culture stress long-term growth 

and sustainability over short-term gains. Based on this assumption, and with respect to the scope 

of the thesis, PMI costs related to soft issues will not be discussed any further than being flagged 

in this section. 

 

In regards to the potential acquisition of GSF, negative synergies must be accounted for. However, 

as the thesis is written from an external perspective, it is challenging to quantify these synergies as 

they are mainly related to internal, non-public aspects. There are several integration aspects to 

consider. Figure 12.6.1 describes the typically addressed negative synergies, integration costs and 

opportunity costs. The frequency refers to how many of the PwC roundtable participants that 

identified the synergy as typically addressed. On the positive side, it should be mentioned that both 

GSF and MHG applies IFRS as accounting practice, and reports their financial statements very 

similar. In that matter, there should not be any major difficulties of merging their accounting 
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practices. It is nearly impossible to provide a reliable estimate without full information disclosure in 

terms of a due diligence, and assumption has to be made in order to investigate the cost of 

integration further. 

 

Figure 12.6.1 – Typically addressed negative synergies  
(Source: Own contribution, PwC Roundtable 2010) 

 

 

 

Calculating a reliable firm-specific estimate is not possible, given the available information. Hence, 

the approach is rather focused on average realization costs in M&A deals. 

 

EY and Mergermarket have conducted an extensive survey with more than 200 top executives 

participating. The survey covered a broad range of firm sizes, geographical locations and 

industries. The main finding from the survey was that the average synergy realization cost was 

14% of the total deal value (EY, 2013). The result from the survey is presented in figure 12.6.2. 

 

Figure 12.6.2 – Cost of realization as % of deal value applied by number of executives in survey    
(Source: Own contribution, EY Survey) 
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Based on these findings, an above-average estimate has been applied to estimate the integrations 

cost of GSF. The reason to apply an above average estimate is mainly to avoid hubris in the 

estimate based on research findings that costs are often undervalued. Additionally, as the salmon 

farming industry is capital intensive, asset heavy and requires skilled labor, it is assumed that 

integration costs will be higher than average as i.e. unskilled production would require less capital 

intensive integration. Hence, an estimate of 20% of the deal value as budget for integration costs is 

assumed to be sufficient to avoid hubris. 

 

The deal value of the transaction equals the enterprise value of GSF plus a premium MHG has to 

pay to the market when proposing a tender acquisition offer to the shareholder of GSF. According 

to data from Mergermarket, the average bid premium for comparable transactions is 14,4%. An 

overview of the comparable transactions is presented in appendix 40. Given the estimated 

enterprise value of 4.670, and a bid premium of 14,4%, the deal value should amount to 5.604 

NOKm8. The deal value implies that the integration costs should amount to 1.068 NOKm. 

 

12.7. Disclaimer of pitfalls 

According to the findings from the literature-study in section 12.1, and the previous analysis, two 

factors related to value-leakage must be addressed. These factors are considered the most 

relevant sources of value leakage, which may prevent MHG from executing a profitable acquisition. 

 

12.7.1. Desperation to grow 

MHG satisfies the second condition presented by Kim, Haleblian & Finkelstein (2011) in section 

12.1.1.1 related to when a firm is likely to become desperate for growth. The presented condition is 

when a firm has had a substantially higher reliance on acquisitions to realize growth than their 

peers, or compared to their own historical dependence. Section 4.3 established MHG to be a 

leading company in the industry consolidation wave, but has according to section 5.2.1 not been 

able to continue this growth due to the governmental restriction that has recently been increased. 

Consequently, theory from section 12 suggests that MHG might be desperate for growth, and 

prone to a higher willingness to pay excessive premiums. This thesis has been consistent in 

applying conservative estimates, and the value of synergies should thus display the same 

characteristic. When MHG are to evaluate a possible tender offer for GSF, the estimated synergies 

                                                
8
 Note that MHG already holds 25,81% equity in GSF. However, the implementation costs are calculated as a percentage of the deal 

value of a 100% acquisition. Since MHG currently is a passive owner, it is assumed that no synergies have been realized. 
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from this thesis should be regarded when determining the bid premium. A tender offer in-line with 

these estimates will secure a profitable acquisition, and decrease the value leakage related to 

desperation to grow. 

 

12.7.2. Structure of payment 

The findings in section 11.5 conclude that GSF is underpriced by 8,15% as of 25/03/2014, and 

thus be regarded as an interesting investment opportunity. Additionally, MHG is overpriced in the 

market by 10,91%, which may be a motivational factor for seeking an acquisition. As presented in 

section 12.1.1.2 about externally originated motivation for M&A activity, there is a positive 

correlation between high market valuations and M&A activity. Evidence suggests that shares are 

more common as method of payment in cases of overvaluation, such as MHG is according to the 

findings in section 11. The reason for this is that the acquiring firm capitalizes on their own 

overvalued shares in acquisitions, as their method of payment is perceived as being more valuable 

than what the firm knows is true. Further, section 12.1.4.1 suggests that M&A deals where cash 

was used as method of payment outperforms acquisitions where shares were used to settle the 

deal. 

 

Based on the previous analyses, it is suggested that the acquisition of GSF has a positive outlook 

if MHG would seek to acquire the entire company. Furthermore, it is suggested that the possible 

acquisition might stem from the internally originated motivation for growth, as described in section 

12.1.1.1. However, if the acquisition-case was driven by the externally originating motivation of 

overvaluation of own stock, it is preferable to use cash as method of payment as evidence 

suggests that this would lead to better M&A performance.  

 

12.8. Sub-conclusion: The value of synergies 

Sub-question to be answered in this section:  

What is the net value of synergies from the perspective of MHG shareholders? 

 

In section 12.4.1 the total synergy value of the merger was estimated to be 6.162 NOKm. The 

breakdown of synergies in section 12.5 concludes that the operational synergies equals 2.473 

NOKm, the overhead synergies equals 346 NOKm, and the financial synergies amount to 3.343 

NOKm. Section 12.5 also argues that the financial synergies obtained by a decreasing WACC, 

have no real cash-flow effect. 
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The formulated problem statement in section 2 seeks to investigate the value of the operational 

synergies. Hence, the financial synergies are excluded from any further analysis according to the 

discussion in section 12.5.1, on whether investors are willing to pay for a synergy without effect on 

cash-flow. 

 

Consequently, the present value of the operational synergies following the merger of MHG and 

GSF are estimated to be 2.819 NOKm. The cost of realizing these synergies is estimated to be 

1.068 NOKm in section 12.6, based on empirical averages. Hence, the implied net value of 

synergies is estimated to be 1.751 NOKm. By extension, the acquisition of GSF will be profitable 

for MHG as long as the acquisition premium does not exceed 1.751 NOKm. By combining this 

knowledge and the findings from the stand-alone valuation of GSF in section 11.1 and section 

11.2, figure 12.8.1 is compiled to address the profitable premium capacity.  

 

Figure 12.8.1 – Estimation of premium capacity  
(Source: Own contribution) 

 

 

 

MHG is currently a passive owner of GSF, and none of the synergies are currently realized. It 

should be noted that MHG has already acquired 28.826 million of GSF’s outstanding shares, and 

the estimated synergies should thus be allocated to the shares that have to be acquired in order to 

trigger the synergies. Consequently, synergy per floating shares is calculated by the following 

equation:  

 

                                                   
      

          
    

              
           

 

Figure 12.8.1 displays that the acquisition will be profitable for MHG as long as the acquisition cost 

per share is lower than 40,99 NOK. Compared to the theoretical share value from the stand-alone 

DCF framework where each share is valued at 25,09 - MHG will break-even at an acquisition 

premium of 63,38%. With respect to the disclaimed pitfalls of value leakage in section 12.7, the bid 

premium in a potential offer on GSF should comply with the premium threshold at 63,38%. 
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12.9. Sanity-check of estimates 

Sub-question to be answered in this section:  

How does the findings from the previous analysis compare to empirical evidence? 

 

Both academic research (Damodaran, 2005) and advisory professionals (Boston Consulting 

Group, 2013) agree that the identification and quantification of synergies are tremendous 

challenges, even with full disclosure and access to top management. Addressing these synergies 

from an external perspective is even harder, and it is acknowledged that there might be deviations 

from the estimate to the real world case. However, as highlighted by Damodaran (2005) the best-

practice approach is better than no approach at all, and the importance of addressing the value 

creation in M&A deals is significant. With the weaknesses of the estimates in mind, a sanity check 

against statistical metrics is in order. 

 

Boston Consulting Group (BCG) has conducted a thorough investigation of the realized synergies 

post-transaction, and computed an industry-specific applicable metric for estimating synergies as 

presented in appendix 42. The metric indicates the annual realized synergies as a percentage of 

combined sales of both acquirer and target. For all industries, the average is 1,5%. As the BCG 

analysis does not cover the fish farming industry explicitly, a range of industries which is 

considered the most comparable is selected to calculate a more accurate average. As presented in 

figure 12.9.1, the average annual synergies amounts to 1,63% of the combined sales. 

 

Figure 12.9.1 – Total synergies per year as percentage of combined sales  
(Source: Own contribution, BCG Analysis) 
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When applying the average of 1,63% annually of combined sales to calculate annual synergies 

based on the combined sales of MHG and GSF, the sanity-check yield a net present value of all 

synergies of 7.827 NOKm. All calculations are found in appendix 41 

 

According to section 12.5.1 the net present value of realized synergies estimated by the 

Damodaran-framework equals 6.162 NOKm unadjusted for realization costs. Compared to the 

estimate implied by the average-metric for realized synergies, the estimation from section 

difference from the findings in 12.5.1 is -1.664 NOKm. This implies that the estimate from section 

12.5.1 is 21,3% below the average realized annual synergies, which must be considered to be 

realistic. 

 

Based on the findings from BCG, the estimated synergies between GSF and MHG seem highly 

reasonable as the nominal value yield annual synergies equal to 1,28% of the combined sales, 

which is well below the average presented in figure 12.9.1. 

13. Conclusion 
 

In order to value the operational synergies in an acquisition of Grieg Seafood by Marine Harvest, 

the Damodaran-framework required carrying out stand-alone valuations of the two companies. In 

order to estimate the fair enterprise values, a comprehensive analysis of the fish farming industry 

and firm-specific factors has been conducted. The strategic and financial analysis identified the 

main cost and value drivers, which has been estimated over the forecasting period. The analysis 

concluded that feed cost is the main cost component, indicating that profitability is highly sensitive 

to changes in feed prices. All peer farming companies are vertically integrated in the value-chain in 

order to maximize control of input variables, consequently mitigating biological risk of production. 

While self-supplied fish feed may reduce short-term operating margins, it is still an important 

strategic tool to ensure long-term sustainability. 

 

Furthermore, the main value driver is the development of the spot price for farmed salmon. Due to 

biological risk and production cycle, the spot price is fluctuating and volatile. Compared to 

substituting products, farmed salmon is an expensive source of protein. However, the health 

beneficial characteristics of salmon reduce the threat of substituting products, and imply a more 

inelastic demand. Additionally, an increasing population growth will secure a long-term growing 

demand for farmed salmon, as protein is a scarce resource. 
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Marine Harvest is currently the world’s largest producer of farmed salmon. However, strict industry 

regulations have previously restrained their growth. As of ultimo 2012, the regulations were 

revised, and Marine Harvest was allowed to pursue further expansion. Grieg Seafood is currently 

not utilizing their full production capacity. As farming licenses are limited, an acquisition of Grieg 

Seafood would allow Marine Harvest to increase their annual production significantly. The industry 

structure has gone from fragmented to consolidated, and Marine Harvest has been an active 

participant in the consolidation-wave. As non-organic growth remains a core strategy for Marine 

Harvest, and the value-chain analysis identified a strong strategic fit, a future full-on acquisition is 

both plausible and realistic. 

 

Since Marine Harvest acquired 25,81% of the share capital of Grieg Seafood in 2013, they have 

remained a passive investor. The hypothesis of this thesis is that a full-on acquisition of Grieg 

Seafood should yield profitable net present synergies for Marine Harvest as a result of the 

unexploited operational synergies between the companies. Based on the findings from 

Damodaran’s framework, the operational synergies in the hypothetical acquisition of Grieg 

Seafood are valued at a net present value of 1.751 NOKm, adjusted for realization costs. The 

estimation yields a profitable bid premium threshold of 63,38% compared to the current stand-

alone valuation of Grieg Seafood at 25,09 NOK per share, as of 25/03/2014. This implies that even 

if Marine Harvest excludes effects from financial synergies, they could still pay up to 40,99 NOK 

per the remaining floating GSF shares, and break-even on the investment. 

14. The thesis in perspective 
 

The applied frameworks and analyses throughout the thesis have provided a deep understanding 

of the fish farming industry. As our knowledge-base has expanded, a range of new perspectives on 

how to address such a dynamic industry has been raised. 

 

The main motivation for analyzing a potential full-on acquisition of GSF by MHG was originated by 

the acquisition of a 25,81% minority stake in November 2013. Public statements from MHG 

executives proclaimed that the company was seeking non-organic growth, and that they are 

targeting the remaining shares of GSF. These facts made the problem statement of the thesis 

relevant, interesting and realistic. However, the thesis is based on an academic approach on how 

to value synergies in M&A transactions. The main purpose has never been to provide any exact 

science on the future share price development of MHG if they were to seek a full-on acquisition, 
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rather than bridging an academic framework to a real-life case in order to provide the reader with a 

broad understanding on how synergies arise and are valued. 

 

Throughout the thesis, synergies are divided into operational and financial synergies. As there was 

no obvious deal-rationale tied to cash-flow affecting financial synergies, the focus was mainly 

focused on the operational synergies. The purpose was to highlight where the value creation was 

sourced, in order to answer the formulated problem statement. Further research and analysis of 

the financial synergies should complement the findings from this thesis, and provide a new 

perspective on how synergies arise. 

 

Furthermore, a more equity-oriented perspective would have shed light on several interesting 

aspects of M&A deals. As the conclusive remarks provide an estimation of the premium capacity 

on the theoretical share price, a relevant discussion could be centered on how shareholders would 

be affected by the transaction besides the nominal values reflected in the share price. A 

transaction would change some characteristics of the firm, and current shareholders could face 

share dilution, change in corporate governance mechanisms or other negative consequences. 

 

Additionally, capital structure in the fish farming industry could be an interesting topic to explore 

further. As GSF is highly levered, and MHG has a low-leverage ratio, there could be conducted 

supplementary research on what is the optimal capital structure. As an addition to this, a strategic 

evaluation of all peer-companies could be conducted in order to determine which one is the most 

suitable target for MHG. Such an analysis would be extensive, but is likely to yield great knowledge 

on what MHG should consider when seeking non-organic growth. 

 

Finally, the topic of payment structure is briefly discussed in the thesis, where high market 

valuations drive M&A activity, due to the use of overvalued stocks as payment. Payment structure 

would be a natural topic to elaborate further in future analyses on the MHG/GSF case, especially 

as the thesis provides estimates that implies that MHG is overvalued.  
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Announced 

Date
Target Company Target Description Bidder Company

Implied Equity 

Value (EURm)

Enterprise 

Value (EURm)

Deal Value 

EUR(EURm)

27/03/2014
Meridian Salmon Farms 

Limited
UK based salmon farming company

Cooke Aquaculture 

Inc.
148 148

26/01/2014
Marine Harvest Rolmer 

S.A.S.

France based seafood processing 

company

Laurent Mauray 

(Private Investor)

02/09/2013 Denofa AS (49% Stake)

Norway based producer and supplier of 

soybean oils, proteins, and lecithin to 

food manufacturing and animal feed 

industries

Amaggi 

Exportacao e 

Importacao

25 25 12

18/07/2013 EWOS AS

Norway based supplier of feed and 

nutrition for the international aquaculture 

industry

Bain Capital LLC; 

Altor Equity 

Partners AB

822 822

25/06/2013
Cermaq ASA (15.63% 

Stake)

Norway based company engaged in fish 

farming and fish feed production

Government of 

Norway
1.260 1.676 197

30/04/2013
Cermaq ASA (95.3% 

Stake)

Norway based company engaged in fish 

farming and fish feed production
Marine Harvest ASA 1.301 1.716 1.635

31/01/2013

Norway Seafoods AS 

(Trout farming activity in 

France)

France based trout farming activity of 

Norway Seafoods AS

Groupe Aqualande 

SA
7 7 7

02/01/2013
Aqua Gen AS (42.6% 

Stake)

Norway based breeding company which 

develops, produces and delivers genetic 

material to the global sea-farming industry

EW Group GmbH 75 75 32

20/10/2011 Norway Seafoods AS

Norway based company specialized in 

harvesting, processing and selling 

seafood products

Aker Seafoods 

ASA (Shareholders)

17/09/2010
Marine Farms ASA 

(67.05% Stake)

Norway based company which operates 

as an aquaculture company
Morpol ASA 86 163 135

18/08/2010
Mainstream Scotland 

Limited
UK based producer of farmed salmon Morpol ASA 44 44 44

13/07/2009 Denofa AS (51% Stake)

Norway based producer and supplier of 

soybean oils, proteins, and lecithin to 

food manufacturing and animal feed 

industries

Amaggi 

Exportacao e 

Importacao

24 46 34
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Pro Forma Income Statement

Analytical Income Statement (NOK 1000) 2008 2009 2010 2011 2012 2013

Core Operations

Sales revenue 1.477.029 1.612.619 2.446.490 2.046.991 2.050.065 2.404.215

Share of profit/loss from associated companies 700 1.608 7.590 25.165 -913 2.244

Share of profit from associated companies and joint ventures 0 377 4.747 13.704 12.744 5.645

Other income 10.474 8.746 10.161 16.568 28.217 20.827

Net revenue 1.488.203 1.623.350 2.468.988 2.102.428 2.090.113 2.432.931

Raw materials and consumables used -903.678 -900.581 -932.118 0 0 -1.102.239

Changes in inventories 51.637 158.085 -10.412 -889.677 -1.202.314 133.261

Gross Profit 636.162 880.854 1.526.458 1.212.751 887.799 1.463.953

Other operating expenses -332.645 -410.541 -592.752 -603.585 -642.374 -675.155

Salaries and personnel expenses -165.148 -193.300 -238.409 -238.382 -276.103 -302.223

EBITDA 138.369 277.013 695.297 370.784 -30.678 486.575

Depreciation -106.144 -118.300 -115.912 -136.984 -157.075 -133.468

Amortisation of l icenses and other intangible assets -4.378 -3.282 -3.662 -3.222 -4.270 -2.569

EBIT 27.847 155.431 575.723 230.578 -192.023 350.538

Tax on core operations 228.980 -132.023 -305.699 191.288 58.064 -168.375

NOPAT 256.827 23.408 270.024 421.866 -133.959 182.163

Non-Core Operations

Other gains and losses 0 80 -763 201 -53 0

Impairment of fixed assets -38.012 0 0 0 0 0

Impairment of goodwill  and licenses -161.988 0 72.385 0 0 0

Fair value adjustment of biological assets -35.747 115.276 207.629 -395.180 98.063 267.450

Financial income 37.207 136.333 54.675 31.141 3.173 0

Financial expenses -271.172 -89.606 -51.882 -61.963 -111.520 0

Net financial profit/loss -233.965 46.727 2.793 -30.822 -108.347 -73.057

Net Non-Core Operations -469.712 162.083 282.044 -425.801 -10.337 194.393

Corporate Tax Rate 0 0 0 0 0 0

Tax Non-Core Operations (Tax Shield at 28%) -131.519 45.383 78.972 -119.224 -2.894 54.430

Net Income -344.404 230.874 631.040 -123.159 -147.190 430.986
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Pro Forma Balance Sheet

Invested Capital (NOK 1000) 2008 2009 2010 2011 2012 2013

Current assets

Inventories 44.592 49.180 58.409 67.356 65.693 74.015

Biological assets 1.073.341 1.367.061 1.564.041 1.404.934 1.310.142 1.766.332

Accounts receivable 157.876 188.052 265.350 223.682 124.657 177.815

Other current receivables 48.488 57.051 43.265 64.581 51.299 54.015

Total current assets 1.324.297 1.661.344 1.931.065 1.760.553 1.551.791 2.072.177

Current, Non-interest-bearing debt

Accrued salary expense and public tax payable 13.611 13.869 25.104 22.514 19.720 0

Accounts payable 214.687 233.443 253.305 303.196 246.119 317.753

Other current l iabilities 23.702 72.400 41.674 48.452 53.982 76.587

Total current, non-interest-bearing debt 252.000 319.712 320.083 374.162 319.821 394.340

Operating Working Capital 1.072.297 1.341.632 1.610.982 1.386.391 1.231.970 1.677.837

Non-current assets

Property, plant and equipment 794.346 819.110 923.546 1.126.699 1.141.317 1.204.207

Investments in associated companies and joint ventures 11.579 13.619 33.456 37.387 49.229 41.190

Other non-current receivables 1.790 0 1.958 311 53 2.667

Total non-current assets 807.715 832.729 958.960 1.164.397 1.190.599 1.248.064

Non-current, Non-interest-bearing debt

Other non-current l iabilities 5.882 691 3.292 0 0 0

Pension obligations 4.161 1.927 2.051 1.557 1.110 0

Cash-settled share options 0 1.351 5.845 194 9.267 10.177

Deferred tax l iabilities 251.069 331.995 531.498 486.702 426.781 558.821

Total non-current, non-interest bearing debt 261.112 335.964 542.686 488.453 437.158 568.998

Invested Capital (Net Operating Assets) excluding intangibles 1.618.900 1.838.397 2.027.256 2.062.335 1.985.411 2.356.903

Goodwill 87.665 87.583 90.540 105.373 105.108 107.310

Licences 831.921 818.340 926.170 987.596 976.740 994.066

Other intangible assets 8.205 5.578 3.160 4.618 3.800 4.545

Invested Capital (Net Operating Assets) including intangibles 2.546.691 2.749.898 3.047.126 3.159.922 3.071.059 3.462.824
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INVESTED CAPITAL

Total equity 928.603 1.374.421 1.982.405 1.690.150 1.513.230 1.988.558

Interest-bearing debt

Subordinated loans 13.517 13.548 14.581 0 0 22.598

Long-term borrowings 8.065 711.419 646.686 613.673 975.844 1.022.354

Financial leasing liabilities 213.117 198.167 168.856 179.670 156.150 0

Short-term loan facil ities 496.702 482.989 260.000 700.000 500.000 582.209

Current portion of long-term borrowings 807.827 85.295 79.000 79.983 109.542 0

Current portion of financial leasing liabilities 35.305 37.383 41.726 44.662 44.730 0

Financial instruments 122.532 9.672 1.605 7.887 13.805 11.535

Interest-bearing debt 1.697.065 1.538.473 1.212.454 1.625.875 1.800.071 1.638.696

Interest-bearing assets

Loans to associated companies 2.410 1.923 3.449 996 1.020 0

Available-for-sale financial assets 178 945 557 1.307 1.337 0

Financial instruments 8.243 20.350 0 1.178 0 518

Cash and cash equivalents 68.146 139.778 143.727 152.622 239.885 163.913

Interest-bearing assets 78.977 162.996 147.733 156.103 242.242 164.431

NIBD 1.618.088 1.375.477 1.064.721 1.469.772 1.557.829 1.474.265

Invested Capital 2.546.691 2.749.898 3.047.126 3.159.922 3.071.059 3.462.823

Pro Forma Balance Sheet
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Pro Forma Income Statement

Analytical income statement (NOK 1000) 2008 2009 2010 2011 2012 2013

Core operations

Revenue 13.486.900 14.500.200 15.281.200 16.132.800 15.463.500 19.199.400

Income/loss from associated companies 5.800 69.500 202.000 -8.500 88.300 221.800

Net Revenue 13.492.700 14.569.700 15.483.200 16.124.300 15.551.800 19.421.200

Cost of materials -8.654.400 -8.690.900 -7.780.700 -8.398.600 -9.666.500 -10.002.600

Gross Profit 4.838.300 5.878.800 7.702.500 7.725.700 5.885.300 9.418.600

Other operating expenses -1.393.800 -1.448.200 -1.453.800 -2.063.200 -2.163.600 -2.481.043

Salary and personnel expenses -2.139.800 -2.167.400 -2.202.500 -2.177.800 -2.418.600 -2.773.457

EBITDA 1.304.700 2.263.200 4.046.200 3.484.700 1.303.100 4.164.100

Depreciation and amortisation -685.300 -687.700 -653.000 -666.700 -677.200 -762.500

EBIT 619.400 1.575.500 3.393.200 2.818.000 625.900 3.401.600

Tax on core operations -677.296 -334.500 -903.352 -663.528 -330.776 -993.676

NOPAT -57.896 1.241.000 2.489.848 2.154.472 295.124 2.407.924

Non-Core operations

Fair value adjustment on biological assets -278.800 301.200 1.091.700 -1.514.000 350.200 1.825.400

Provision for onerous contracts 0 0 -14.300 -5.800 -6.100 -124.700

Restructuring costs -241.000 -169.500 -4.400 -21.800 -800 -272.800

Impairment losses -1.579.400 -373.100 -5.000 -67.000 -500 -65.000

Interest expenses -485.400 -392.900 -380.300 -405.800 -382.800 -608.500

Net currency effects -844.600 690.600 366.700 236.400 523.300 -311.900

Other financial items -451.500 28.700 -195.300 342.900 -320.000 -284.200

Net financial profit/loss -1.781.500 326.400 -208.900 173.500 -179.500 -1.204.600

Net Non-Core operations -3.880.700 85.000 859.100 -1.435.100 163.300 158.300

Corporate tax rate 0 0 0 0 0 0

Tax non-core operations (tax shield at 28%) 1.086.596 -23.800 -240.548 401.828 -45.724 -44.324

Net Income -2.852.000 1.302.200 3.108.400 1.121.200 412.700 2.521.900

Harvest Volume (tons) 326.623 327.100 295.683 343.685 392.306 343.772
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Analytical Balance Sheet

Marine Harvest

Invested Capital (NOK 1000) 2008 2009 2010 2011 2012 2013

Current assets

Inventory 1.074.500 742.700 775.800 783.000 819.700 1.751.100

Biological assets 5.620.600 5.351.100 7.278.100 6.285.200 6.207.900 9.567.400

Trade receivables 1.903.400 1.672.100 1.844.900 1.914.900 1.782.000 0

Other receivables 532.400 551.600 817.200 609.800 592.700 4.188.300

Total Current assets 9.130.900 8.317.500 10.716.000 9.592.900 9.402.300 15.506.800

Current, non-interest bearing debt

Current tax l iabilities 0 50.800 49.700 86.600 26.200 0

Trade payables 1.729.200 1.339.800 1.450.200 1.481.800 1.452.500 0

Other current l iabilities 2.419.800 1.048.600 1.112.200 1.180.300 1.475.400 4.653.700

Total current, non-interest bearing debt 4.149.000 2.439.200 2.612.100 2.748.700 2.954.100 4.653.700

Operating working capital 4.981.900 5.878.300 8.103.900 6.844.200 6.448.200 10.853.100

Non-current assets

Property, plant and equipment 4.243.600 3.518.100 3.885.100 4.167.500 4.111.900 6.677.200

Investments in associated companies 513.500 520.100 678.900 624.400 647.300 900.400

Deferred tax assets 230.500 54.500 118.600 160.100 73.900 135.000

Other non-current assets 0 0 0 25.800 73.200 0

Total non-current assets 4.987.600 4.092.700 4.682.600 4.977.800 4.906.300 7.712.600

Non-current, non-interest bearing debt

Other non-current l iabilities 116.700 99.800 571.100 99.300 414.700 681.800

Total Non-current, non-interest bearing debt 116.700 99.800 571.100 99.300 414.700 681.800

Invested capital (net operating assets), excluding intangibles 9.852.800 9.871.200 12.215.400 11.722.700 10.939.800 17.883.900

Licenses 5.766.600 5.409.500 5.442.500 5.577.500 5.435.400 6.036.100

Goodwill 2.239.900 2.142.600 2.111.600 2.146.100 2.115.500 2.385.500

Other intangible assets 160.000 136.000 132.900 123.100 114.200 188.400

Invested capital (net operating assets), including intangibles 18.019.300 17.559.300 19.902.400 19.569.400 18.604.900 26.493.900

Invested Capital (NOK 1000) 2008 2009 2010 2011 2012 2013

Total equity 9.624.600 11.460.500 12.570.700 10.842.200 11.688.700 16.371.900

Net-interest bearing debt

Deferred tax liabilities 732.900 1.142.600 2.237.900 2.351.900 2.543.700 3.329.500

Non-current interest-bearing debt 6.747.700 5.116.900 5.107.300 6.589.400 5.338.500 7.710.200

Liabilities held for sale 0 0 0 0 0 187.700

Current interest-bearing debt 1.365.500 130.300 429.700 157.000 377.800 666.100

Interest bearing debt 8.846.100 6.389.800 7.774.900 9.098.300 8.260.000 11.893.500

Other shares 78.900 118.800 124.200 92.100 1.008.600 145.900

Asset held for sale 0 0 0 0 0 1.046.100

Cash 372.600 172.200 319.000 279.100 335.300 579.200

Interest bearing assets 451.500 291.000 443.200 371.200 1.343.900 1.771.200

Net interest bearing debt (NIBD) 8.394.600 6.098.800 7.331.700 8.727.100 6.916.100 10.122.300

Invested Capital (Net Operating Assets) including goodwill etc. 18.019.200 17.559.300 19.902.400 19.569.300 18.604.800 26.494.200
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Tax Adjustments (NOK 1000) 2007 2008 2009 2010 2011 2012 2013

Marginal Tax Rate 28% 28% 28% 28% 28% 28% 28%

Reported Tax 3.531 5.696 -4.189 -36.798 15.548 -9.130 -80.487

Tax Non-Core Operations (Tax Shield at 28%) -1.870 5.445 -9.864 -7.382 17.566 14 -31.208

Tax on Core Operations 5.401 251 5.675 -29.416 -2.018 -9.144 -49.279

Analytical Income Statement 2007 2008 2009 2010 2011 2012 2013

Revenue 1.157.757 1.349.232 1.602.502 2.002.085 1.734.022 1.744.266 2.603.712

Income from associates 0 0 6.145 19.772 -1.689 10.464 28.834

Cost of materials 1.107.968 1.256.540 1.478.884 1.748.681 1.549.263 1.540.290 2.137.934

Personnel expenses 16.669 24.602 33.980 47.443 60.595 71.764 85.627

Other operating expenses 16.710 30.200 37.810 51.765 50.865 71.428 90.422

EBITDA 16.410 37.890 57.973 173.968 71.610 71.248 318.563

Depreciation & write-downs 1.554 4.633 12.475 31.406 26.043 30.449 33.728

EBIT 14.856 33.257 45.498 142.562 45.567 40.799 284.835

Tax % 28% 28% 28% 28% 28% 28% 28%

Tax 5.401 251 5.675 -29.416 -2.018 -9.144 -49.279

NOPAT 9.455 33.006 39.823 171.978 47.585 49.943 334.114

Non-recurring items 0 0 0 0 -2.500 -9.919 0

Gain on realisation of associates and financial assets 5.655 -3.284 0 18.121 41.608 0 49.449

Other interest income 1.503 2.868 2.047 704 338 422 0

Fair value adjustments 0 0 43.573 26.339 -70.627 49.428 94.725

Other financial income 7.743 1.930 10.097 3.295 1.407 244 0

Other interest expenses -8.204 -16.887 -16.127 -19.466 -28.363 -35.928 0

Other financial expenses -20 -3 -4.362 -2.630 -4.597 -4.298 -32.718

Write downs on financial assets - -4.070 0 0 0 0 0

Net financials 6.677 -19.446 35.228 26.363 -62.734 -51 111.456

Tax  shield, financial items -1.870 5.445 -9.864 -7.382 17.566 14 -31.208

Net Income 4.648 47.007 14.459 152.997 92.753 49.980 253.866
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Anlytical Balance Sheet 2007 2008 2009 2010 2011 2012 2013

Operational assets

Licences 136.907 353.875 397.543 498.287 502.887 502.887 502.887

Total property, plant and equipment 7.460 43.023 59.068 113.937 177.311 178.899 210.554

Investments in associates 104.940 97.424 105.013 114.136 96.087 110.860 132.596

Other long-term receivables 13.631 7.248 10.782 3.760 3.766 4.673 4.684

Total inventory 66.242 141.446 265.756 401.194 406.730 546.556 666.276

Total short-term receivables 166.521 180.332 233.936 294.723 270.922 318.463 480.883

TOTAL 495.701 823.348 1.072.098 1.426.037 1.457.703 1.662.338 1.997.880

Operational Liabilities

Deferred tax liabilities 47.713 111.412 107.352 173.610 153.784 161.981 231.640

Accounts payables 92.912 110.501 180.726 254.338 219.868 292.655 382.944

Pension liabilities 222 1.052 8.130 7.719 8.480 9.040 10.320

Tax payable 2.985 - 0 1.136 0 780 8.313

Other current l iabilities 5.135 28.371 16.189 17.499 14.560 27.371 41.792

TOTAL 148.967 251.336 312.397 454.302 396.692 491.827 675.009

Invested Capital 346.734 572.012 759.701 971.735 1.061.011 1.170.511 1.322.871

Anlytical Balance Sheet 2007 2008 2009 2010 2011 2012 2013

Total equity 157.267 332.985 400.320 579.796 532.662 607.769 868.989

Financial Liabilities

Non-current interest bearing debt 114.752 185.044 190.730 282.481 320.884 328.292 323.084

Current interest bearing debt 83.400 84.956 179.582 148.259 217.054 247.637 184.530

TOTAL  198.152 270.000 370.312 430.740 537.938 575.929 507.614

Financial Assets

Investments in shares and shareholdings 7.444 8.442 9.121 34.053 3.385 3.335 0

Cash and cash equivalents 1.239 22.531 1.810 4.748 6.205 9.854 53.732

TOTAL 8.683 30.973 10.931 38.801 9.590 13.189 53.732

NIBD 189.469 239.027 359.381 391.939 528.348 562.740 453.882

Invested Capital 346.736 572.012 759.701 971.735 1.061.010 1.170.509 1.322.871
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Tax Adjustments (NOK 1000) 2007 2008 2009 2010 2011 2012 2013

Marginal Tax Rate 28% 28% 28% 28% 28% 28% 28%

Reported Tax -129.431 -65.874 -163.217 -302.667 -13.106 -127.062 -427

Tax Non-Core Operations (Tax Shield at 28%) 7.241 -3.508 -6.374 -91.741 -53.155 -76.667 -105

Tax on Core Operations -136.672 -62.366 -156.843 -210.926 40.049 -50.395 -321

Analytical Income Statement 2007 2008 2009 2010 2011 2012 2013

Total operating revenues 1.677.687 1.714.256 2.377.305 3.429.432 3.833.502 4.204.791 6.246

Cost of goods sold -836.652 -922.016 -1.162.445 -2.013.312 -2.373.168 -2.715.056 -3.051

Salaries and payroll costs -217.808 -240.393 -265.517 -313.290 -391.745 -483.215 -623

Other operating costs -191.270 -253.701 -311.973 -402.453 -705.891 -885.983 -1.086

Income from investments in associated companies31.600 12.248 56.769 147.365 97.999 93.909 158

EBITDA 463.557 310.394 694.139 847.742 460.697 214.446 1.643

Depreciation -50.671 -55.225 -66.578 -93.962 -132.000 -169.621 -226

Fair value adjustment of the biomass 94.234 -32.996 -4.624 181.023 -368.098 290.417 528

Write downs of PP&E and intangible assets 0 0 -11.600 -1.668 -543 -547 0

EBIT 507.120 222.173 611.337 933.135 -39.944 334.695 1.946

Tax on core operations -136.672 -62.366 -156.843 -210.926 40.049 -50.395 -321

NOPAT 370.448 159.807 454.494 722.209 105 284.300 1.624

Non-recurring gains on acquisitions 0 0 0 0 0 62.390 162

Change in stocks of unfinished and finished products (fair value adjustment)47.750 103.844 25.567 401.629 395.900 390.297 0

Excess value of inventory from acquisitions -17.641 -9.303 0 -33.587 -20.259 0 0

Particular biological events 0 0 0 0 -60.070 -54.614 0

Financial income & Interest income 5.070 3.849 30.396 24.134 8.050 53.133 215

Financial expenses & Interest expenses -61.039 -85.861 -33.197 -64.528 -133.783 -177.397 0

Net financials -25.860 12.529 22.766 327.648 189.838 273.809 377

Corporate tax rate % 28% 28% 28% 28% 28% 28% 28%

Tax  shield, financial items 7.241 -3.508 -6.374 -91.741 -53.155 -76.667 -105

Net Income 351.829 168.828 470.886 958.116 136.788 481.442 1.895
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Analytical Balance Sheet 2007 2008 2009 2010 2011 2012 2013

Operational assets

Licences, patents, etc 845.178 914.116 935.916 1.406.483 1.483.752 1.702.152 0

Goodwill 0 0 205.458 306.999 433.348 433.348 0

Deferred tax 197.965 196.932 0 0 0 0 0

Land, buildings and other real property 58.342 66.864 102.624 179.364 206.409 233.732 0

Plant, equipment and operating consumables 273.569 319.847 403.979 636.720 845.581 947.824 0

Vessels, vehicles, etc 16.311 29.374 26.684 55.951 74.455 87.247 0

Investments in associates 258.203 257.615 268.508 866.809 918.868 948.575 0

Biological assets 905.675 971.454 1.011.518 1.580.934 1.420.788 1.986.213 0

Other inventory 63.979 97.768 103.176 128.973 227.935 303.682 0

Trade receivables 147.193 148.596 252.155 409.707 505.280 660.944 662

Pension fund assets 1.766 1.637 4.904 3.901 2.023 2.492 0

Parent company receivables 165 552 84 0 0 0 0

Other receivables 37.785 33.604 73.163 136.266 144.993 245.501 218

TOTAL 2.806.131 3.038.359 3.388.169 5.712.107 6.263.432 7.551.710 880

Operational liabilities

Deferred tax l iabilities 460.067 481.813 498.508 787.188 738.475 872.398 0

Trade payables 98.713 133.022 204.394 351.042 412.802 762.765 0

Tax Payable 89.867 46.271 146.293 148.088 66.399 7.008 0

Pension Liabilities 4.507 5.233 5.784 1.714 1.213 528 0

Public charges payable 22.076 19.137 19.710 48.023 52.980 43.192 0

Other current l iabilities 44.652 59.837 43.627 106.845 126.195 153.515 0

TOTAL 719.882 745.313 918.316 1.442.900 1.398.064 1.839.406 0

Invested capital 2.086.249 2.293.046 2.469.853 4.269.207 4.865.368 5.712.304 880

Analytical Balance Sheet 2007 2008 2009 2010 2011 2012 2013

Total equity 1.287.326 1.315.112 1.699.806 2.469.367 2.214.610 2.967.713 5.053

Financial liabilties

Debt to credit institutions 687.336 758.171 746.071 1.760.567 2.028.537 2.098.240 0

Leasing liabilities 77.319 65.764 68.070 108.606 173.460 125.188 0

Current Debt to credit institutions 88.394 183.999 118.073 51.431 501.754 596.288 397

TOTAL 853.049 1.007.934 932.214 1.920.604 2.703.751 2.819.716 397

Financial Assets

Investments in shares and other securities 1.001 975 1.025 1.426 762 15.760 0

Bank deposits, cash & cash equivalents 47.809 23.541 148.424 107.062 47.621 55.336 1.071

Other financial receivables 5.316 5.485 12.720 12.276 4.609 4.029 0

TOTAL 54.126 30.001 162.169 120.764 52.992 75.125 1.071

NIBD 798.923 977.933 770.045 1.799.840 2.650.759 2.744.591 -674

Invested capital 2.086.249 2.293.045 2.469.851 4.269.207 4.865.369 5.712.304 4.379
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Tax Adjustments (NOK 1000) 2007 2008 2009 2010 2011 2012 2013

Marginal Tax Rate 28% 28% 28% 28% 28% 28% 28%

Reported Tax -89.262 -36.994 -257.137 -510.952 -156.311 -182.749 -593.981

Tax Non-Core Operations (Tax Shield at 28%) 15.091 52.325 7.174 -65.034 195.342 -65.123 -187.009

Tax on Core Operations -104.353 -89.319 -264.311 -445.918 -351.653 -117.626 -406.972

Analytical Income Statement 2007 2008 2009 2010 2011 2012 2013

Operating revenues 6.290.898 6.057.053 7.473.807 8.887.671 9.176.873 9.102.941 10.818.519

Cost of materials 4.698.675 4.279.152 5.177.492 5.479.869 6.184.793 6.499.768 6.781.433

Change in inventories 0 0 -135.068 132.291 -318.613 -57.449 0

Salaries and other personnel costs 579.004 664.377 690.477 777.845 967.789 1.031.872 1.094.464

Other operating costs 472.158 579.295 586.743 691.791 858.107 853.884 1.004.148

EBITDA 541.061 534.229 1.154.163 1.805.875 1.484.797 774.866 1.938.474

Depreciation 153.846 197.023 204.007 219.624 271.899 291.768 307.175

EBIT 387.215 337.206 950.156 1.586.251 1.212.898 483.098 1.631.299

Tax on core operations -104.353 -89.319 -264.311 -445.918 -351.653 -117.626 -406.972

NOPAT 282.862 247.887 685.845 1.140.333 861.245 365.472 1.224.327

Impairment loss 0 0 0 0 0 33.000 5.500

Adjustment of biomass to fair value 15.838 -36.369 60.483 298.538 -615.767 294.735 764.229

Net financial expenses -69.736 -150.507 -86.105 -66.272 -81.884 -95.153 -101.840

Net financials -53.898 -186.876 -25.622 232.266 -697.651 232.582 667.889

Corprate tax rate 28% 28% 28% 28% 28% 28% 28%

Tax  shield, financial items 15.091 52.325 7.174 -65.034 195.342 -65.123 -187.009

Net income 244.055 113.336 667.397 1.307.565 358.936 532.931 1.705.207
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Analytical Balance Sheet 2007 2008 2009 2010 2011 2012 2013

Operational assets

Deferred tax asset 0 0 4.461 3.697 6.546 21.545 0

Buildings, real estate, operating accessories 1.149.128 1.294.818 1.225.399 1.586.334 1.836.384 2.094.539 2.377.012

Licences, rights and goodwill 2.832.305 2.959.927 2.959.611 3.847.760 3.878.873 3.972.053 0

Shares in associated companies 289.474 277.455 272.970 338.864 329.168 331.056 0

Pension funds 535 469 0 0 0 0 0

Long-term receivables 681 6.274 11.928 8.129 8.453 8.607 0

Biological assets 1.494.133 1.676.164 1.858.562 2.706.733 2.370.938 2.724.941 3.727.361

Other inventories 265.008 223.158 236.311 290.379 328.045 326.225 358.482

Accounts receivable 690.800 772.440 876.127 1.013.932 934.443 995.289 1.802.620

Other receivables 219.885 159.844 130.734 176.282 148.395 199.083 0

TOTAL 6.941.949 7.370.549 7.576.103 9.972.110 9.841.245 10.673.338 8.265.475

Operational liabilities

Deferred tax 643.529 669.327 834.877 1.260.028 1.083.693 1.230.458 0

Other long-term liabilities 0 0 0 0 7.168 44.788 0

Accounts payable 508.294 544.757 615.996 638.213 705.165 826.677 0

Public duties payable 37.743 49.014 55.671 74.312 62.386 66.915 0

Pension liabilities 12.012 13.211 14.990 9.025 7.812 7.646 0

Taxes payable 76.154 16.631 93.551 395.233 322.105 88.925 0

Other short-term liabilities 158.242 206.081 240.228 323.976 285.410 230.400 0

TOTAL 1.435.974 1.499.021 1.855.313 2.700.787 2.473.739 2.495.809 0

Invested capital 5.505.975 5.871.528 5.720.790 7.271.323 7.367.506 8.177.529 8.265.475

Analytical Balance Sheet 2007 2008 2009 2010 2011 2012 2013

Total equity 3.778.843 3.764.343 4.300.256 5.994.274 5.797.766 5.963.956 7.548.945

Financial liabilities

Long-term interest-bearing debt 1.724.699 1.672.761 1.504.707 2.221.701 2.429.365 2.402.770 2.356.803

Other long-term debt 0 4.150 826 1.312 0 0 0

Short-term loans 566.594 841.921 646.105 434.121 760.977 911.887 682.575

TOTAL 2.291.293 2.518.832 2.151.638 2.657.134 3.190.342 3.314.657 3.039.378

Financial assets

Cash and cash equivalents 537.738 388.486 707.989 1.357.096 1.597.429 1.082.797 872.513

Shares available for sale 26.423 23.161 23.115 22.989 23.173 18.281 0

TOTAL 564.161 411.647 731.104 1.380.085 1.620.602 1.101.078 872.513

NIBD 1.727.132 2.107.185 1.420.534 1.277.049 1.569.740 2.213.579 2.166.865

Invested capital 5.505.975 5.871.528 5.720.790 7.271.323 7.367.506 8.177.535 9.715.810
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Beta Calculations

MHG GSF Food and Beverage Seafood

Company Beta Company Beta Industry Beta Sector Beta OSEBX 0

Reuters 0,91 1,52 0,61 0,5 MSCI 1

Financial Times

Bloomberg 0,88 0,76

McKinsey - page 320

Calculation of Raw Beta 1 GSF OSEBX Bloomberg Adjusted Beta

Variance of Returns 0,04 0,01 Adjustment 1 0,33

Standard Deviation of Returns 0,19 0,08 Adjustment 2 0,67

Correlation (GSF, OSEBX) 0,46

Raw Beta 1,1514

Calculation of Raw Beta 2 GSF MSCI Historical D/E ratio 57%

Variance of Returns 0,04 0,004 Unlevered Beta 0,7545

Standard Deviation of Returns 0,19 0,06 Current D/E ratio 43%

Correlation (GSF, OSEBX) 0,43 Levered Beta 1,754672562

Raw Beta 1,3349 Adjusted Beta 1,505630617

McKinsey - page 320

Calculation of Raw Beta 1 MHG OSEBX Bloomberg Adjusted Beta

Variance of Returns 0,02 0,01 Adjustment 1 0,33

Standard Deviation of Returns 0,15 0,08 Adjustment 2 0,67

Correlation (GSF, OSEBX) 0,38

Raw Beta 0,7455

Calculation of Raw Beta 2 MHG MSCI Historical D/E ratio 27%

Variance of Returns 0,02 0,004 Unlevered Beta 0,282807053

Standard Deviation of Returns 0,14 0,06 Current D/E ratio 21%

Correlation (GSF, OSEBX) 0,45 Levered Beta 1,352437223

Raw Beta 1,0335 Weighted Beta 1,236132939

McKinsey - page 320

Calculation of Raw Beta 1 SALM OSEBX Bloomberg Adjusted Beta

Variance of Returns 0,011 0,01 Adjustment 1 0,33

Standard Deviation of Returns 0,10 0,08 Adjustment 2 0,67

Correlation (GSF, OSEBX) 0,39

Raw Beta 0,5377 Adjusted Beta 1 0,6903

Adjusted Beta 2 0,729555266

Weighted Beta 0,729555266

Calculation of Raw Beta 2 SALM MSCI

Variance of Returns 0,01 0,004

Standard Deviation of Returns 0,11 0,06

Correlation (GSF, OSEBX) 0,35

Raw Beta 0,5964

SALM

Based against OSEBX

Based against MSCI World Index

MHG

Based against OSEBX

MHG Based against MSCI World Index

GSF Based against MSCI World Index

GSF

Based against OSEBX

Beta weights
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McKinsey - page 320

Calculation of Raw Beta 1 NRS OSEBX Bloomberg Adjusted Beta

Variance of Returns 0,02 0,01 Adjustment 1 0,33

Standard Deviation of Returns 0,14 0,08 Adjustment 2 0,67

Correlation (GSF, OSEBX) 0,28

Raw Beta 0,5094 Adjusted Beta 1 0,6713

Adjusted Beta 2 0,799189893

Weighted Beta 0,799189893

Calculation of Raw Beta 2 NRS MSCI

Variance of Returns 0,02 0,004

Standard Deviation of Returns 0,14 0,06

Correlation (GSF, OSEBX) 0,31

Raw Beta 0,7003

McKinsey - page 320

Calculation of Raw Beta 1 LSG OSEBX Bloomberg Adjusted Beta

Variance of Returns 0,011 0,01 Adjustment 1 0,33

Standard Deviation of Returns 0,11 0,08 Adjustment 2 0,67

Correlation (GSF, OSEBX) 0,45

Raw Beta 0,6341 Adjusted Beta 1 0,7549

Adjusted Beta 2 0,746444053

Weighted Beta 0,746444053

Calculation of Raw Beta 2 LSG MSCI

Variance of Returns 0,01 0,004

Standard Deviation of Returns 0,11 0,06

Correlation (GSF, OSEBX) 0,35

Raw Beta 0,6216

Based against MSCI World Index

NRS

Based against OSEBX

Based against MSCI World Index

LSG

Based against OSEBX

Beta Calculations
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(NOKm) 2008 2009 2010 2011 2012 2013 Avg.

Net financials, after tax -1.283 235 -150 125 -129 -867

NIBD 7.662 4.956 5.094 6.375 4.372 6.793

Cost of debt -16,7% 4,7% -2,9% 2,0% -3,0% -12,8% -4,8%

Appendix 14. – GSF Capital Structure 

GSF

Weighted Average Cost of Capital 2008 2009 2010 2011 2012 2013 Average

Tax

Corporate Tax Rate 28% 28% 28% 28% 28% 28% 28%

Capital Structure

Market Value of Net Interest Bearing Debt 1.622 1.379 1.073 1.472 1.568 1.484 1.433

Market Capitalization (Market Value of Equity) 252 1.139 2.088 483 1.379 2.705 1.341

Enterprise Value 1.875 2.518 3.161 1.955 2.947 4.190 2.774

D/EV 87% 55% 34% 75% 53% 35% 57%

E/EV 13% 45% 66% 25% 47% 65% 43%

Debt Cost of Capital

Net financial expenses (after tax) -168 34 2 -22 -78 -53 -66

Net Interest Bearing Debt (NIBD) 1.622 1.379 1.073 1.472 1.568 1.484 1.513

Debt CoC 4,94% 4,94% 4,94% 4,94% 4,94% 4,94% 4,94%

Equity Cost of Capital

Riks-free rate 4,47% 4,00% 3,52% 3,12% 2,10% 2,58% 2,58%

Adjusted Beta 1,5056 1,5056 1,5056 1,5056 1,5056 1,5056 1,5056

Market Risk Premium 6% 6% 6% 6% 6% 6% 6%

Liquidity Risk Premium 3% 3% 3% 3% 3% 3% 3%

Equity CoC 16,50% 16,03% 15,55% 15,15% 14,13% 14,61% 14,61%

Weighted Average Cost of Capital (WACC)

WACC 5,30% 9,20% 11,48% 6,42% 8,51% 10,70% 8,36%



Appendix 15. – MHG Capital Structure 
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MHG

Weighted Average Cost of Capital 2008 2009 2010 2011 2012 2013 Average

Tax

Corporate Tax Rate 28% 28% 28% 28% 28% 28% 28%

Capital Structure

Market Value of Net Interest Bearing Debt 7.662 4.956 5.094 6.375 4.372 6.793 5.875

Market Capitalization (Market Value of Equity) 3.653 14.719 21.465 8.996 17.812 25.692 17.500

Enterprise Value 11.315 19.675 26.559 15.372 22.184 32.484 23.347

D/EV 68% 25% 19% 41% 20% 21% 27%

E/EV 32% 75% 81% 59% 80% 79% 73%

Debt Cost of Capital

Net financial expenses (after tax) -1.283 235 -150 125 -129 -867 -345

Net Interest Bearing Debt (NIBD) 7.662 4.956 5.094 6.375 4.372 6.793 5.875

Debt CoC 5,15% 5,15% 5,15% 5,15% 5,15% 5,15% 5,15%

Equity Cost of Capital

Riks-free rate 4,47% 4,00% 3,52% 3,12% 2,10% 2,58% 2,58%

Adjusted Beta 1,2361 1,2361 1,2361 1,2361 1,2361 1,2361 1,2361

Market Risk Premium 6% 6% 6% 6% 6% 6% 6%

Liquidity Risk Premium 1% 1% 1% 1% 1% 1% 1%

Equity CoC 12,89% 12,42% 11,94% 11,54% 10,52% 11,00% 11,00%

Weighted Average Cost of Capital (WACC)

WACC 6,67% 10,22% 10,36% 8,29% 9,17% 9,77% 9,00%

Appendix 16. – Depreciation & Amortization as %of revenue (’13) 

Average ('07-'12) NSR MHG SALM LEROY GSF Avg. 

D&A as % of 

EBITDA 
25% 31% 16% 25% 40% 27% 



Appendix 17. – Peer Group Analysis Income Statement 

19 

(NOKm) 2008 2009 2010 2011 2012 2013

Net Revenue 1.349 1.609 2.022 1.732 1.755 2.633

EBITDA 38 58 174 72 71 319

EBITDA % 3% 4% 9% 4% 4% 12%

EBIT 33 45 143 46 41 285

EBIT % 2% 3% 7% 3% 2% 11%

NOPAT 33 40 172 48 50 334

Net Income 47 14 153 93 50 254

Net Revenue 13.493 14.570 15.483 16.124 15.552 19.421

EBITDA 1.305 2.263 4.046 3.485 1.303 4.164

EBITDA % 10% 16% 26% 22% 8% 21%

EBIT 619 1.576 3.393 2.818 626 3.402

EBIT % 5% 11% 22% 17% 4% 18%

NOPAT -58 1.241 2.490 2.154 295 2.408

Net Income -2.852 1.302 3.108 1.121 413 2.522

Net Revenue 1.727 2.434 3.577 3.932 4.299 6.404

EBITDA 310 694 848 461 214 1.643

EBITDA % 18% 29% 24% 12% 5% 26%

EBIT 222 611 933 -40 335 1.946

EBIT % 13% 25% 26% -1% 8% 30%

NOPAT 160 454 722 0 284 1.624

Net Income 169 471 958 137 481 1.895

Net Revenue 6.057 7.474 8.888 9.177 9.103 10.819

EBITDA 534 1.154 1.806 1.485 775 1.938

EBITDA % 9% 15% 20% 16% 9% 18%

EBIT 337 950 1.586 1.213 483 1.631

EBIT % 6% 13% 18% 13% 5% 15%

NOPAT 248 686 1.140 861 365 1.224

Net Income 113 667 1.308 359 533 1.705

Net revenue 1.488 1.623 2.469 2.102 2.090 2.433

EBITDA 138 277 695 371 -31 487

EBITDA % 9% 17% 28% 18% -1% 20%

EBIT 28 155 576 231 -192 351

EBIT% 2% 10% 23% 11% -9% 14%

NOPAT 257 23 270 422 -134 182

Net Income -344 231 631 -123 -147 431
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(NOKm) 2008 2009 2010 2011 2012 2013

Total Assets 854 1.083 1.465 1.467 1.676 2.052

Total equity 333 400 580 533 608 869

NIBD 239 359 392 528 563 454

Invested capital 572 760 972 1.061 1.171 1.323

Total Assets 22.736 20.389 23.529 22.789 23.317 33.601

Total equity 9.625 11.461 12.571 10.842 11.689 16.372

NIBD 8.395 6.099 7.332 8.727 6.916 10.122

Invested capital 18.019 17.559 19.902 19.569 18.605 26.494

Total Assets 3.068 3.550 5.833 6.316 7.627 9.932

Total equity 1.315 1.700 2.469 2.215 2.968 5.053

NIBD 978 770 1.800 2.651 2.745 -674

Invested capital 2.293 2.470 4.269 4.865 5.712 4.379

Total Assets 7.782 8.307 11.352 11.462 11.774 13.904

Total equity 3.764 4.300 5.994 5.798 5.964 7.549

NIBD 2.107 1.421 1.277 1.570 2.214 2.167

Invested capital 5.872 5.721 7.271 7.368 8.178 9.716

Total Assets 3.095 3.569 4.058 4.179 4.070 4.591

Total equity 929 1.374 1.982 1.690 1.513 1.989

NIBD 1.618 1.375 1.065 1.470 1.558 1.474

Invested capital 2.547 2.750 3.047 3.160 3.071 3.463
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(NOKm) 2008 2009 2010 2011 2012 2013 Average

EBIT Margin 2,5% 2,8% 7,1% 2,6% 2,3% 10,8% 4,7%

Profit margin 2,4% 2,5% 8,5% 2,7% 2,8% 12,7% 5,3%

Turnover Rate 2,4 2,1 2,1 1,6 1,5 2,0 194,6%

pre-tax ROIC 5,8% 6,0% 14,7% 4,3% 3,5% 21,5% 9,3%

after-tax ROIC 5,8% 5,2% 17,7% 4,5% 4,3% 25,3% 10,5%

ROE 14,1% 3,6% 26,4% 17,4% 8,2% 29,2% 16,5%

pre-tax ROA 3,9% 4,2% 9,7% 3,1% 2,4% 13,9% 6,2%

after-tax ROA 3,9% 3,7% 11,7% 3,2% 3,0% 16,3% 7,0%

EBIT Margin 4,6% 10,8% 21,9% 17,5% 4,0% 17,5% 12,7%

Profit margin -0,4% 8,5% 16,1% 13,4% 1,9% 12,4% 8,6%

Turnover Rate 0,7 0,8 0,8 0,8 0,8 0,7 0,8

pre-tax ROIC 3,4% 9,0% 17,0% 14,4% 3,4% 12,8% 10,0%

after-tax ROIC -0,3% 7,1% 12,5% 11,0% 1,6% 9,1% 6,8%

ROE -29,6% 11,4% 24,7% 10,3% 3,5% 15,4% 6,0%

pre-tax ROA 2,7% 7,7% 14,4% 12,4% 2,7% 10,1% 8,3%

after-tax ROA -0,3% 6,1% 10,6% 9,5% 1,3% 7,2% 5,7%

EBIT Margin 12,9% 25,1% 26,1% -1,0% 7,8% 30,4% 16,9%

Profit margin 9,3% 18,7% 20,2% 0,0% 6,6% 25,4% 13,3%

Turnover Rate 0,8 1,0 0,8 0,8 0,8 1,5 0,9

pre-tax ROIC 9,7% 24,8% 21,9% -0,8% 5,9% 44,4% 17,6%

after-tax ROIC 7,0% 18,4% 16,9% 0,0% 5,0% 37,1% 14,1%

ROE 12,8% 27,7% 38,8% 6,2% 16,2% 37,5% 23,2%

pre-tax ROA 7,2% 17,2% 16,0% -0,6% 4,4% 19,6% 10,6%

after-tax ROA 5,2% 12,8% 12,4% 0,0% 3,7% 16,4% 8,4%

EBIT Margin 5,6% 12,7% 17,8% 13,2% 5,3% 15,1% 11,6%

Profit margin 4,1% 9,2% 12,8% 9,4% 4,0% 11,3% 8,5%

Turnover Rate 1,0 1,3 1,2 1,2 1,1 1,1 1,2

pre-tax ROIC 5,7% 16,6% 21,8% 16,5% 5,9% 16,8% 13,9%

after-tax ROIC 4,2% 12,0% 15,7% 11,7% 4,5% 12,6% 10,1%

ROE 3,0% 15,5% 21,8% 6,2% 8,9% 22,6% 13,0%

pre-tax ROA 4,3% 11,4% 14,0% 10,6% 4,1% 11,7% 9,4%

after-tax ROA 3,2% 8,3% 10,0% 7,5% 3,1% 8,8% 6,8%

EBIT Margin 1,9% 9,6% 23,3% 11,0% -9,2% 14,4% 8,5%

Profit margin 17,3% 1,4% 10,9% 20,1% -6,4% 7,5% 8,5%

Turnover Rate 0,6 0,6 0,8 0,7 0,7 0,7 0,7

pre-tax ROIC 1,1% 5,7% 18,9% 7,3% -6,3% 10,1% 6,1%

after-tax ROIC 10,1% 0,9% 8,9% 13,4% -4,4% 5,3% 5,7%

ROE -37,1% 16,8% 31,8% -7,3% -9,7% 21,7% 2,7%

pre-tax ROA 0,9% 4,4% 14,2% 5,5% -4,7% 7,6% 4,6%

after-tax ROA 8,3% 0,7% 6,7% 10,1% -3,3% 4,0% 4,4%
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Appendix 20. – Peer Group Analysis Liquidity 
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(NOKm) 2008 2009 2010 2011 2012 2013 Average

Short-term
Current ratio 1,5 1,3 1,7 1,5 1,5 1,9 1,6

Quick ratio 0,9 0,6 0,7 0,6 0,6 0,9 0,7

NWC Turnover 17,4 8,1 8,2 6,1 4,6 5,5 8,3

Liquidity cycle 21 45 44 60 79 66 52

Long-term
Financial leverage 1,6 1,7 1,5 1,8 1,8 1,4 1,6

Interest coverage ratio 1,7 2,5 7,1 1,6 1,1 n.a. 2,8

Short-term
Current ratio 1,7 3,3 3,6 3,4 2,9 3,0 3,0

Quick ratio 0,2 0,3 0,4 0,3 0,3 0,3 0,3

NWC Turnover 3,3 3,1 2,9 3,7 4,5 2,8 3,4

Liquidity cycle 112 116 125 99 82 129 110

Long-term
Financial leverage 1,4 0,8 0,9 1,1 1,0 1,0 1,0

Interest coverage ratio 1,3 4,0 8,9 6,9 1,6 5,6 4,7

Short-term
Current ratio 2,9 3,0 3,3 2,0 2,1 4,2 2,9

Quick ratio 0,5 0,9 0,9 0,6 0,6 1,6 0,8

NWC Turnover 3,4 4,7 4,4 4,4 3,2 n.a. 4,0

Liquidity cycle 107 78 83 84 115 n.a. 93

Long-term

Financial leverage 1,3 1,1 1,4 1,9 1,6 1,0 1,4

Interest coverage ratio 2,5 9,6 10,5 n.a. 1,5 n.a. 6,0

Short-term
Current ratio 1,9 2,3 3,0 2,5 2,5 2,2 2,4

Quick ratio 0,8 1,0 1,4 1,3 1,1 0,9 1,1

NWC Turnover 4,5 5,9 5,9 7,0 5,2 1,8 5,1

Liquidity cycle 81 61 61 52 71 199 88

Long-term
Financial leverage 1,1 0,9 0,9 1,0 1,0 0,8 0,9

Interest coverage ratio 2,2 11,0 23,9 14,8 5,1 16,0 12,2

Short-term
Current ratio 0,8 1,9 3,0 1,6 1,8 2,3 1,9

Quick ratio 0,2 0,4 0,6 0,4 0,4 0,4 0,4

NWC Turnover 1,8 1,6 2,3 2,3 2,6 2,2 2,1

Liquidity cycle 200 227 159 156 141 168 175

Long-term
Financial leverage 2,3 1,6 1,0 1,5 1,7 1,3 1,6

Interest coverage ratio 0,1 0,7 5,4 2,5 n.a. n.a. 2,2
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Appendix 21. – Forecast: Salmon Price 
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Forecasting Salmon Price

Y-o-Y Global supply growth Average Price FCA Oslo growth Real GDP Euro Zone growth

2002 7% -8% 1%

2003 8% -4% 1%

2004 6% 11% 2%

2005 4% 18% 2%

2006 2% 24% 3%

2007 10% -21% 3%

2008 7% 3% 0%

2009 -2% 18% -4%

2010 -1% 24% 2%

2011 12% -19% 1%

2012 22% -13% -1%

E2013 6% 1,8%

E2014 2% 15,3%

E2015 -2% 28,8%

E2016 7% -1,6%

E2017 12% -18,5%

E2018 3% 11,9%

E2019 3% 11,9%

E2020 4% 7,1%

y = -2,0568x + 0,1672 
R² = 0,6487 
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Appendix 22. – Average CPI Inflation Levels 
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Average inflation (GSF) 2012 2013 2014 Average

Norway 0,71% 2,13% 2,13% 1,66%

Canada 1,52% 0,94% 1,39% 1,28%

Chile 3,02% 1,79% 3,43% 2,75%

UK 2,80% 2,50% 1,73% 2,34%

Average 1,68% 1,86% 1,75% 1,76%

Average inflation (MHG) 2012 2013 2014 Average

Norway 0,71% 2,13% 2,13% 1,66%

Canada 1,52% 0,94% 1,39% 1,28%

Chile 3,02% 1,79% 3,43% 2,75%

UK 2,80% 2,50% 1,73% 2,34%

Average 2,01% 1,84% 2,17% 2,01%

Source: inflation.eu

Appendix 23. – Spread: Guiding and Harvested Volumes 

Forecasting Harvest Volums GSF

Harvest Volumes 2007 2008 2009 2010 2011 2012 2013 2014 Average

Actual 40.461 51.731 48.747 64.214 60.082 70.000 58.061

Actual Growth 28% -6% 32% -6% 17% -17%

Guiding 47.500 60.000 60.000 68.000 64.800 71.000 69.000 69.000

Guiding Growth 48% 16% 39% 1% 18% -1%

Difference of Actual and Guiding -20% -22% -8% -7% -2% -16% -12%
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Appendix 24. – Forecast assumptions: Marine Harvest 
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Appendix 25. – Forecast assumptions : Grieg Seafood 
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Appendix 26. – Forecast: MHG Income Statement 
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Appendix 27. – Forecast: GSF Income Statement 
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Appendix 28. – Forecast: MHG Balance Sheet 

MHG Pro Forma Balance Sheet

Marine Harvest

TV

Invested Capital (NOK 1000) E2014 E2015 E2016 E2017 E2018 E2019

Current assets

Inventory

Biological assets

Trade receivables

Other receivables

Total Current assets

Current, non-interest bearing debt

Current tax l iabilities

Trade payables

Other current l iabilities

Total current, non-interest bearing debt

Operating working capital 7.374.120 9.877.627 10.107.033 8.565.880 9.968.896 11.601.714 11.834.908

Non-current assets

Property, plant and equipment

Investments in associated companies

Deferred tax assets

Other non-current assets

Total non-current assets 5.400.927 7.234.537 7.402.558 6.273.792 7.301.384 8.497.287 8.668.082

Non-current, non-interest bearing debt

Other non-current l iabilities

Total Non-current, non-interest bearing debt 330.122 442.198 452.468 383.474 446.284 519.382 529.821

Invested capital (net operating assets), excluding intangibles

Licenses

Goodwill

Other intangible assets

8346756,692 11180473,91 11440138,18 9695709,304 11283781,17 13131965,22 13395917,72

Invested capital (net operating assets), including intangibles 24.019.501 27.089.953 28.015.270 27.277.539 29.381.551 31.735.628 32.373.514

TV

Invested Capital (NOK 1000) E2014 E2015 E2016 E2017 E2018 E2019

Total equity 14.486.735 16.338.559 16.896.628 16.451.694 17.720.648 19.140.419 19.525.135

Net-interest bearing debt

Deferred tax l iabilities

Non-current interest-bearing debt

Liabilities held for sale

Current interest-bearing debt

Interest bearing debt

Other shares

Asset held for sale

Cash

Interest bearing assets

Net interest bearing debt (NIBD) 9.533.067 10.751.694 11.118.942 10.826.145 11.661.203 12.595.510 12.848.679

Invested Capital (Net Operating Assets) including goodwill etc. 24.019.801 27.090.253 28.015.570 27.277.839 29.381.851 31.735.928 32.373.814



30 

Appendix 29. – Forecast: GSF Balance Sheet 

GSF Pro Forma Balance Sheet

TV

Invested Capital (NOK 1000) E2014 E2015 E2016 E2017 E2018 E2019

Current assets

Inventories

Biological assets

Accounts receivable

Other current receivables

Total current assets

Current, Non-interest-bearing debt

Accrued salary expense and public tax payable

Accounts payable

Other current l iabilities

Total current, non-interest-bearing debt

Operating Working Capital 1.926.837 2.823.282 3.113.788 2.811.339 3.452.419 4.206.284 4.280.315

Non-current assets

Property, plant and equipment

Investments in associated companies and joint ventures

Other non-current receivables

Total non-current assets 1.435.717 2.103.673 2.320.134 2.094.774 2.572.453 3.134.170 3.189.331

Non-current, Non-interest-bearing debt

Other non-current l iabilities

Pension obligations

Cash-settled share options

Deferred tax l iabilities

Total non-current, non-interest bearing debt 595.382 872.378 962.143 868.688 1.066.778 1.299.718 1.322.593

Invested Capital (Net Operating Assets) excluding intangibles

Goodwill

Licences

Other intangible assets

1.441.271 2.111.811 2.329.110 2.102.878 2.582.405 3.146.295 3.201.670

Invested Capital (Net Operating Assets) including intangibles 3.781.144 4.737.739 5.275.626 5.403.777 6.183.913 7.041.984 7.165.923

INVESTED CAPITAL

Total equity 1.964.234 2.461.167 2.740.590 2.807.162 3.212.428 3.658.180 3.722.564

Interest-bearing debt

Subordinated loans

Long-term borrowings

Financial leasing l iabilities

Short-term loan facil ities

Current portion of long-term borrowings

Current portion of financial leasing l iabilities

Financial instruments

Interest-bearing debt

Interest-bearing assets

Loans to associated companies

Available-for-sale financial assets

Financial instruments

Cash and cash equivalents

Interest-bearing assets

NIBD 1.816.909 2.276.570 2.535.035 2.596.614 2.971.484 3.383.802 3.443.357

Invested Capital 3.781.143 4.737.738 5.275.625 5.403.776 6.183.912 7.041.983 7.165.922
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Appendix 30. – Valuation: Grieg Seafood calculations 

EQUITY E2014 E2015 E2016 E2017 E2018 E2019 TV

1.988.558 1.964.234 2.461.167 2.740.590 2.807.162 3.212.428 3.658.180

262.388 395.123 435.110 384.337 477.985 588.896 599.260

-286.712 101.811 -155.687 -317.765 -72.719 -143.144 -534.876

1.964.234 2.461.167 2.740.590 2.807.162 3.212.428 3.658.180 3.722.564

CAPEX (NOK 1000) E2014 E2015 E2016 E2017 E2018 E2019 TV

2.449.689 2.786.835 3.123.980 3.461.126 3.798.272 4.135.417 4.208.201

179.671 263.261 290.350 262.147 321.926 392.221 399.124

5.069 7.427 8.191 7.396 9.082 11.065 11.260

2.353.985 2.449.689 2.786.835 3.123.980 3.461.126 3.798.272 4.135.417

280.444 607.834 635.687 606.689 668.154 740.432 483.168

Equity Ultimo

Intangible and tangible assets end of period

Depreciation

Amortization

Intangible and tangible assets beginning of period

CAPEX

Dividends

Equity primo

Net income

Pro Forma Cash Flow Statement E2014 E2015 E2016 E2017 E2018 E2019 TV

TV

NOPAT 312.616 458.059 505.191 456.121 560.132 682.442 694.453

Depreciation 179.671 263.261 290.350 262.147 321.926 392.221 399.124

Amortization 5.069 7.427 8.191 7.396 9.082 11.065 11.260

Change in Net working capital -249.000 -896.446 -290.506 302.450 -641.081 -753.865 -74.031

Net Investments (non-current debt) 26.384 276.997 89.765 -93.455 198.090 232.940 22.875

CAPEX -280.444 -607.834 -635.687 -606.689 -668.154 -740.432 -483.168

FCFF -5.704 -498.536 -32.696 327.970 -220.004 -175.629 570.514

Change in NIBD 342.644 459.661 258.465 61.579 374.870 412.319 59.555

Net financial expenses after tax -50.229 -62.936 -70.081 -71.784 -82.147 -93.546 -95.192

FCFE 286.712 -101.811 155.687 317.765 72.719 143.144 534.876

Dividends -286.712 101.811 -155.687 -317.765 -72.719 -143.144 -534.876

Cash surplus 0 0 0 0 0 0 0

Discount Factor

TV

Year E2014 E2015 E2016 E2017 E2018 E2019

Date Today 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14

Fiscal Year End 25-apr-15 25-apr-16 25-apr-17 25-apr-18 25-apr-19 25-apr-20

Time coefficient 1 2 3 4 5 6 6

WACC 8,36% 8,36% 8,36% 8,36% 8,36% 8,36% 8,36%

Discount Factor 0,92 0,85 0,79 0,73 0,67 0,62 0,62

Short-run Medium-run

Short-run Medium-run
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Appendix 31. – Valuation: Marine Harvest calculations 

Pro Forma Cash Flow Statement E2014 E2015 E2016 E2017 E2018 E2019 TV

TV

2014 2015 2016 2017 2018 2019

NOPAT 2.067.183 2.768.990 2.833.299 2.401.269 2.794.575 3.252.302 3.317.673

Depreciation and Amortization 734.265 983.547 1.006.390 852.932 992.635 1.155.220 1.178.440

Change in Net working capital 3.478.980 -2.503.508 -229.406 1.541.153 -1.403.016 -1.632.817 -233.194

Net Investments (non-current debt) -351.678 112.076 10.270 -68.994 62.810 73.097 10.440

CAPEX -1.387.169 -1.662.567 -1.712.571 -1.587.360 -1.756.440 -1.949.577 -1.593.571

FCFF 4.541.581 -301.462 1.907.982 3.138.999 690.564 898.224 2.679.787

Change in NIBD -589.233 1.218.627 367.248 -292.797 835.058 934.307 253.170

Net financial expenses after tax -263.543 -297.232 -307.385 -299.291 -322.376 -348.205 -355.204

FCFE 3.688.805 619.933 1.967.845 2.546.912 1.203.246 1.484.326 2.577.753

Dividends -3.688.805 -619.933 -1.967.845 -2.546.912 -1.203.246 -1.484.326 -2.577.753

Cash surplus 0 0 0 0 0 0 0

Discount Factor E2014 E2015 E2016 E2017 E2018 E2019 TV

TV

Year 2014 2015 2016 2017 2018 2019

Date Today 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14

Fiscal Year End 25-apr-15 25-apr-16 25-apr-17 25-apr-18 25-apr-19 25-apr-20

Time coefficient 1 2 3 4 5 6 6

WACC 9,00% 9,00% 9,00% 9,00% 9,00% 9,00% 9,00%

Discount Factor 0,92 0,84 0,77 0,71 0,65 0,60 0,60

Short-run Medium-run

Short-run Medium-run

EQUITY E2014 E2015 E2016 E2017 E2018 E2019 TV

16.371.900 14.486.735 16.338.559 16.896.628 16.451.694 17.720.648 19.140.419

1.803.640 2.471.757 2.525.914 2.101.978 2.472.199 2.904.097 2.962.469

-3.688.805 -619.933 -1.967.845 -2.546.912 -1.203.246 -1.484.326 -2.577.753

14.486.735 16.338.559 16.896.628 16.451.694 17.720.648 19.140.419 19.525.135

CAPEX (NOK 1000) E2014 E2015 E2016 E2017 E2018 E2019 TV

16.975.504 17.654.524 18.360.705 19.095.133 19.858.939 20.653.296 21.068.427

734.265 983.547 1.006.390 852.932 992.635 1.155.220 1.178.440

0 0 0 0 0 0 0

16.322.600 16.975.504 17.654.524 18.360.705 19.095.133 19.858.939 20.653.296

1.387.169 1.662.567 1.712.571 1.587.360 1.756.440 1.949.577 1.593.571

Amortization

Equity primo

Net income

Dividends

Equity Ultimo

Intangible and tangible assets end of period

Depreciation

Intangible and tangible assets beginning of period

CAPEX
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Appendix 32. – Relative Valuation: Calculations 

(2013, NOKm) GSF MHG NRS Lerøy SalMar Average

EBITDA 487 3.891 319 1.938 1.938

NIBD 1.817 9.533 454 2.167 2.745

MarketCap 2.672 29.872 1.610 11.392 9.632

NIBD + mkt.cap 4.489 39.405 2.064 13.559 12.377

kg ('000 tons) 58 344 25 144 115

EV/EBITDA 9,2x 10,1x 6,5x 7,0x 6,4x 6,6x

EBITDA/kg 8,4x 11,3x 12,6x 13,4x 16,9x 14,3x

EV/kg 77,3x 114,6x 81,9x 94,0x 107,7x 94,6x

Avg. EV/EBITDA (6,6x) 6,6x 6,6x 6,6x

Avg. EBITDA/kg (14,3x) 14,3x 14,3x 14,3x

Avg. EV/kg (94,6x) 94,6x 94,6x 94,6x

Appendix 33. – Scenario Analysis: MHG 

Harvest Volum

WACC 58,00 430.545 434.894 439.287 443.724 448.162 452.643 457.170

7,50% 52,12 57,83 65,37 75,80 90,99 115,46 161,51

8,00% 48,81 53,76 60,19 68,88 81,14 99,97 132,56

8,50% 45,84 50,16 55,69 63,03 73,09 87,96 112,11

9,00% 43,17 46,96 51,76 58,00 66,39 78,37 96,89

9,50% 40,75 44,10 48,28 53,65 60,71 70,53 85,12

10,00% 38,54 41,51 45,18 49,83 55,84 64,01 75,74

10,50% 36,52 39,17 42,41 46,46 51,62 58,49 68,09

Change in Inventories

WACC 58,00 -12.928.527 -12.312.882 -12.960.929 -13.643.083 -14.325.237 -15.041.499 -15.793.574

7,50% 91,02 104,14 90,33 75,80 61,26 46,00 29,97

8,00% 82,79 94,78 82,16 68,88 55,60 41,66 27,02

8,50% 75,82 86,85 75,24 63,03 50,81 37,99 24,52

9,00% 69,85 80,05 69,31 58,00 46,70 34,83 22,37

9,50% 64,66 74,15 64,16 53,65 43,13 32,09 20,50

10,00% 60,12 68,99 59,66 49,83 40,01 29,69 18,86

10,50% 56,11 64,43 55,68 46,46 37,25 27,57 17,41

Pessimistic Realistic Optimistic

Optimistic

Pessimistic Realistic Optimistic

Optimistic

Pessemistic

Realistic

Realistic

Pessemistic
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Appendix 34. – Scenario Analysis: GSF 

Harvest Volum

WACC 25,09 87.327 88.209 89.100 103.795 90.900 91.809 92.727

6,86% 2,98 3,46 3,98 38,71 5,21 5,92 6,73

7,36% 2,41 2,85 3,34 33,36 4,47 5,13 5,86

7,86% 1,86 2,28 2,73 28,88 3,77 4,38 5,05

8,36% 1,34 1,73 2,15 25,09 3,11 3,67 4,29

8,86% 0,84 1,20 1,59 21,83 2,48 3,00 3,57

9,36% 0,37 0,70 1,06 19,00 1,89 2,36 2,89

9,86% -0,09 0,22 0,56 16,52 1,32 1,76 2,24

Change in Inventories

WACC 25,09 -2.221.949 -2.468.832 -2.468.833 -2.468.834 -2.715.717 -1.203.603 -1.203.603

6,86% 57,00 38,71 38,71 38,71 20,42 132,45 132,45

7,36% 49,98 33,36 33,36 33,36 16,73 118,53 118,53

7,86% 44,11 28,88 28,88 28,88 13,66 106,90 106,90

8,36% 39,13 25,09 25,09 25,09 11,05 97,03 97,03

8,86% 34,85 21,83 21,83 21,83 8,81 88,56 88,56

9,36% 31,14 19,00 19,00 19,00 6,86 81,20 81,20

9,86% 27,88 16,52 16,52 16,52 5,16 74,75 74,75
Pessemistic

Pessimistic Realistic Optimistic

Optimistic

Realistic

Realistic

Pessemistic

Pessimistic Realistic Optimistic

Optimistic

Appendix 35. – Beta and WACC of Merged Entity 

Unlevered beta D/E New beta

GSF 0,7545

MHG 0,2828

MHG* 0,3449 35,37% 0,9751

Beta calculations
rf 2,58%

market risk premium6,00%

Liquidity risk premium1,00%

re 9,43%

rd 5,15%

tax 28,00%

wacc 7,94%

WACC
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Appendix 36. – Valuation of Merged Entity: Forecast assumptions 

Forecasting Assumptions

TV

Forecasting Assumptions E2014 E2015 E2016 E2017 E2018 E2019

Financial Value Drivers

Growth Drivers

Salmon price (NOK) Yearly Average 45,64 58,78 57,83 47,13 52,74 59,02 59,02

Harvest Volume 357.523 371.824 386.697 402.165 418.251 434.981 443.724

Sales 16.316.709 21.856.218 22.363.825 18.953.717 22.058.169 25.671.103 26.187.092

Growth in Sales revenue 3% 34% 2% -15% 16% 16% 2,01%

Income/loss from associated companies % of revenue 0,59% 0,59% 0,59% 0,59% 0,59% 0,59% 0,59%

Net Revenue Margin 100,59% 100,59% 100,59% 100,59% 100,59% 100,59% 100,59%

Cost of materials % of revenue -52,10% -52,10% -52,10% -52,10% -52,10% -52,10% -52,10%

Other operating expenses in % of revenue -11,59% -11,59% -11,59% -11,59% -11,59% -11,59% -11,59%

Salaries and personnel expenses -14,80% -14,80% -14,80% -14,80% -14,80% -14,80% -14,80%

EBITDA margin 22,10% 22,16% 22,16% 22,17% 22,17% 22,18% 22,18%

Depreciation in % of tangible assets -13,60% -13,60% -13,60% -13,60% -13,60% -13,60% -13,60%

Interest rate 3,84% 3,84% 3,84% 3,84% 3,84% 3,84% 3,84%

Tax rate 28,00% 28,00% 28,00% 28,00% 28,00% 28,00% 28,00%

Intangible assets in % of revenue 64% 64% 64% 64% 64% 64% 64%

Tangible assets in % of revenue 41% 41% 41% 41% 41% 41% 41%

Operating NWC in % of revenue 55,79% 55,79% 55,79% 55,79% 55,79% 55,79% 55,79%

Non-current non-interest bearing debt in % of revenue 2% 2% 2% 2% 2% 2% 2%

NIBD in % of invested capital 40% 40% 40% 40% 40% 40% 40%

Short-run Medium-run
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Appendix 37. – Valuation of Merged Entity: Income Statement 

Pro Forma Income Statement

TV

Analytical income statement (NOK 1000) E2014 E2015 E2016 E2017 E2018 E2019

Core operations

Sales 19.634.942 26.990.964 28.262.788 23.953.188 27.876.509 32.442.436 33.094.529

Income/loss from associated companies 115.119 158.247 165.703 140.436 163.439 190.209 194.032

Net Revenue 19.750.061 27.149.211 28.428.492 24.093.624 28.039.948 32.632.645 33.288.561

Cost of materials -10.229.511 -14.061.888 -14.724.490 -12.479.252 -14.523.244 -16.902.024 -17.241.754

Gross Profit 9.520.550 13.087.323 13.704.002 11.614.372 13.516.704 15.730.621 16.046.807

Other operating expenses -2.275.644 -3.128.189 -3.275.591 -2.776.118 -3.230.822 -3.760.002 -3.835.578

Salary and personnel expenses -2.906.355 -3.995.190 -4.183.445 -3.545.540 -4.126.268 -4.802.115 -4.898.637

Overhead Synergies 17.261 19.037 17.188 21.107 25.716 26.169

EBITDA 4.338.551 5.981.204 6.264.004 5.309.902 6.180.721 7.194.221 7.338.761

Depreciation and amortisation -919.004 -1.254.235 -1.304.931 -1.122.475 -1.323.643 -1.558.506 -1.588.824

EBIT 3.419.547 4.726.969 4.959.073 4.187.427 4.857.078 5.635.715 5.749.937

Tax on core operations -957.473 -1.318.718 -1.383.210 -1.167.667 -1.354.072 -1.570.800 -1.602.655

NOPAT 2.462.074 3.408.251 3.575.863 3.019.760 3.503.007 4.064.915 4.147.282

Non-Core operations

Fair value adjustment on biological assets

Provision for onerous contracts

Restructuring costs

Impairment losses

Interest expenses

Net currency effects

Other financial items

Net financial profit/loss

Net Non-Core operations -418.294 -488.436 -509.535 -485.696 -529.227 -578.447 -590.074

Corporate tax rate

Tax non-core operations (tax shield at 28%) 117.122 136.762 142.670 135.995 148.184 161.965 165.221

Net Income 2.160.902 3.056.577 3.208.997 2.670.059 3.121.963 3.648.433 3.722.429

Harvest Volume (tons) 357.523 371.824 386.697 402.165 418.251 434.981 443.724

Short-run Medium-run
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Appendix 38. – Valuation of Merged Entity: Balance Sheet 

Pro Forma Balance Sheet

TV

Invested Capital (NOK 1000) E2014 E2015 E2016 E2017 E2018 E2019

Current assets

Inventory

Biological assets

Trade receivables

Other receivables

Total Current assets

Current, non-interest bearing debt

Current tax liabilities

Trade payables

Other current liabilities

Total current, non-interest bearing debt

Operating working capital 10.955.175 15.059.415 15.769.020 13.364.510 15.553.499 18.101.025 18.464.856

2,01%

Non-current assets

Property, plant and equipment

Investments in associated companies

Deferred tax assets

Other non-current assets

Total non-current assets 8.088.801 11.119.185 11.643.125 9.867.744 11.483.993 13.364.970 13.633.606

2,01%

Non-current, non-interest bearing debt

Other non-current liabilities

Total Non-current, non-interest bearing debt 481.697 662.160 693.361 587.635 683.884 795.899 811.896

2,01%

Invested capital (net operating assets), excluding intangibles

Licenses

Goodwill

Other intangible assets

12525838,1 17218510,1 18029852,4 15280602,8 17783431,12 20696200,64 21112194,3

Invested capital (net operating assets), including intangibles 27.448.982 32.051.780 33.436.365 31.872.008 34.728.553 37.958.423 38.721.387

2,01%

TV

Invested Capital (NOK 1000) E2014 E2015 E2016 E2017 E2018 E2019

Total equity 16.555.094 19.331.093 20.166.152 19.222.671 20.945.486 22.893.457 23.353.609

2,01%

Net-interest bearing debt

Deferred tax liabilities

Non-current interest-bearing debt

Liabilities held for sale

Current interest-bearing debt

Interest bearing debt

Other shares

Asset held for sale

Cash

Interest bearing assets

Net interest bearing debt (NIBD) 10.894.189 12.720.987 13.270.512 12.649.637 13.783.367 15.065.266 15.368.078

2,01%

Invested Capital (Net Operating Assets) including goodwill etc. 27.449.282 32.052.080 33.436.665 31.872.308 34.728.853 37.958.723 38.721.687
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Appendix 39. – Valuation of Merged Entity: Calculations 

EQUITY E2014 E2015 E2016 E2017 E2018 E2019 TV

16.371.900 16.555.094 19.331.093 20.166.152 19.222.671 20.945.486 22.893.457

2.160.902 3.056.577 3.208.997 2.670.059 3.121.963 3.648.433 3.722.429

-1.977.708 -280.578 -2.373.938 -3.613.540 -1.399.148 -1.700.462 -3.262.276

16.555.094 19.331.093 20.166.152 19.222.671 20.945.486 22.893.457 23.353.609

16.975.504 17.654.524 18.360.705 19.095.133 19.858.939 20.653.296 21.068.427

919.004 1.254.235 1.304.931 1.122.475 1.323.643 1.558.506 1.588.824

0 0 0 0 0 0 0

16.322.600 16.975.504 17.654.524 18.360.705 19.095.133 19.858.939 20.653.296

1.571.908 1.933.255 2.011.112 1.856.903 2.087.448 2.352.864 2.003.955

Equity primo

Net income

Dividends

Equity Ultimo

CAPEX (NOK 1000)

Intangible and tangible assets end of period

Depreciation

Amortization

Intangible and tangible assets beginning of period

CAPEX

Pro forma cashflow statement E2014 E2015 E2016 E2017 E2018 E2019 TV

TV

2014 2015 2016 2017 2018 2019

NOPAT 2.462.074 3.408.251 3.575.863 3.019.760 3.503.007 4.064.915 4.147.282

Depreciation and Amortization 919.004 1.254.235 1.304.931 1.122.475 1.323.643 1.558.506 1.588.824

Change in Net working capital -102.075 -4.104.240 -709.605 2.404.511 -2.188.989 -2.547.526 -363.831

Net Investments (non-current debt) -200.103 180.463 31.201 -105.726 96.249 112.014 15.998

CAPEX -1.571.908 -1.933.255 -2.011.112 -1.856.903 -2.087.448 -2.352.864 -2.003.955

FCFF 1.506.991 -1.194.547 2.191.278 4.584.117 646.462 835.046 3.384.317

Change in NIBD 771.889 1.826.798 549.526 -620.875 1.133.730 1.281.898 302.812

Net financial expenses after tax -301.172 -351.674 -366.865 -349.701 -381.043 -416.482 -424.853

FCFE 1.977.708 280.578 2.373.938 3.613.540 1.399.148 1.700.462 3.262.276

Dividends -1.977.708 -280.578 -2.373.938 -3.613.540 -1.399.148 -1.700.462 -3.262.276

Cash surplus 0 0 0 0 0 0 0

Discount Factor E2014 E2015 E2016 E2017 E2018 E2019 TV

TV

Year 2014 2015 2016 2017 2018 2019

Date Today 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14 25-apr-14

Fiscal Year End 25-apr-15 25-apr-16 25-apr-17 25-apr-18 25-apr-19 25-apr-20

Time coefficient 1 2 3 4 5 6 6

WACC 7,94% 7,94% 7,94% 7,94% 7,94% 7,94% 7,94%

Discount Factor 0,93 0,86 0,80 0,74 0,68 0,63 0,63

Medium-runShort-run

Short-run Medium-run
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Appendix 40. – Comparable transactions: Average bid premium 

Announced Date Target Company Target Description Bidder Company
Implied Equity 

Value (m)
Currency

Enterprise Value 

(m)

Bid Premia Share 

Price One Day 

Before

Deal Value 

EUR(m)

17/12/2012 Morpol ASA 

(87.1% Stake)

Norway based company engaged in 

purchasing, processing, packaging, 

sales and distribution of smoked, 

marinated, fresh and frozen salmon and 

other fish products

Marine Harvest 

ASA 

261 EUR 407,6 37,5% 408

14/10/2008 Leroy Seafood 

Group ASA 

(31.53% Stake)

Norway based producer and retailer of 

seafood products

Austevoll Seafood 

ASA

373,03 EUR 677,88 30,5% 118

30/04/2013 Cermaq ASA 

(95.3% Stake)

Norway based company engaged in fish 

farming and fish feed production

Marine Harvest 

ASA 

1301 EUR 1716,4435 24,7% 1635

30/04/2013 Cermaq ASA 

(95.3% Stake)

Norway based company engaged in fish 

farming and fish feed production

Marine Harvest 

ASA 

1301 EUR 1716,4435 24,7% 1635

06/06/2005 Marine Harvest 

ASA  (48% 

Stake)

Norway based seafood company 

engaged in fish farming, processing and 

sale of salmon and related processed 

products

Greenwich 

Holdings Limited 

208,6 EUR 450,4196 6,9% 100

25/06/2013 Cermaq ASA 

(15.63% Stake)

Norway based company engaged in fish 

farming and fish feed production

Government of 

Norway

1260 EUR 1675,5 5,3% 197

03/01/2002 Pan Pelagic ASA Norwegian supplier of fish and fish 

products.

Marine Harvest 

ASA 

44,57 EUR 44,5868 0,5% 43

26/04/2006 Fjord Seafood 

ASA (32.95% 

Stake)

Norway based global supplier of 

seafood.

Marine Harvest 

ASA 

630,3 EUR 791,2 0,2% 208

17/09/2010 Marine Farms 

ASA (67.05% 

Stake)

Norway based company which operates 

as an aquaculture company

Morpol ASA 85,827 EUR 163,296 -0,4% 135
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Appendix 41. – Sanity check: Annual Synergies as % of Deal Value 

Combined sales 2014 2015 2016 2017 2018 2019 2020

Sales 19.635 26.991 28.263 23.953 27.877 32.442 33.740

Time 1 2 3 4 5 6 6

Discount factor 0,926 0,858 0,795 0,737 0,682 0,632 0,632

Annual synergies 2014 2015 2016 2017 2018 2019 2020

1,6% 320 440 461 390 454 529 550

297 378 366 288 310 334

PV of forecast 1.973

PV of terminal 5.854

PV of synergies 7.827
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Appendix 42. – Average Syngergies: Findings from BCG 




