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EXECUTIVE SUMMARY 

The purpose of this thesis is to find out why MHG is traded at higher multiples than its competitors. 

Our method for answering our problem statement was to find the fair value of MHG’s share per 

31.12.2013. By choosing this approach we have examined whether the reason where mispricing of 

MHG’s stock or other causes. The fair value of MHG’s share is estimated on the basis of our 

finding in the strategic- and financial analyses.  

The salmon farming industry is currently experiencing high spot prices and consequently strong 

profitability. Historically the price- and profitability development have been characterized by high 

volatility and a cyclical pattern. The long production cycle, limited short-term supply elasticity and 

few dominant producers have amplified this.  

The most significant value drivers in the industry are identified as salmon price, harvest volume and 

cost of materials. We early highlighted the close relation between global supply and spot prices. 

The industry is expected to grow at a slower pace than historically due to limited supply of new 

capacity and already high capacity utilization. Consequently we believe it is likely that the high spot 

prices will sustain, reducing the volatile nature of the profitability. Historically MHG have 

performed relatively average with regards to cost efficiency and margins. Future cost of materials 

will be dependent on input prices in fish feed and the outcome of MHG’s own fish feed production. 

There is also identified risk related to biological- and climatic factors as well as increased 

regulation. 

The share price is calculated through cash flow based models (DCF and EVA) before stress tested 

through sensitivity- and scenario analyses. The stress tests highlighted the risks in the industry and 

the sensitivity towards moderate changes in input. To further investigate the relative price 

difference between MHG and its competitors, a multiple valuation and corresponding discussion is 

conducted.  

MHG is working towards becoming a fully integrated protein producer and has come a long way 

towards their goal. This reduces the company’s operational risk and sensitivity to salmon spot 

prices. MHG as an investment target also stands out as an object with higher liquidity than the 

closest alternatives, which can be attractive to investors.  



 

 

Based on our finding we initiate a buy recommendation on MHG’s stock. We estimate the 

fundamental value to 82,64 NOK, implying a potential upside of 12 per cent from the listed price at 

31.12.2013. The interval we find relevant in the sensitivity analysis excludes the value from the 

multiple valuation (45 NOK).  

Our conclusion is that MHG is traded within the relevant interval and at fair multiples. As we are 

generally positive to the industry we recommend investor to take a closer look at competitors with 

lower relative price levels. While we believe there is upside potential in MHG we also recommend 

investors to investigate alternative targets with larger upside potential. 
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1. INTRODUCTION 
The purpose of this paper is to conduct an analysis and perform a valuation of the salmon farming 

company Marine Harvest Group (From now on MHG). MHG is currently traded at higher levels 

than its closest competitors in the salmon farming industry. We find it interesting to investigate 

whether the current price is justified by fundamental factors or not. The valuation will primarily be 

based on financial statement analysis and analysis of essential strategic factors.  

This thesis marks the end of our master degree in Applied Economics and Finance and will include 

exciting and important topics covered by our education. Our choice of subject is the result of 

genuine interest and relevance for future careers.   

World population and per capita consumption of high quality protein sources are growing. As much 

as 70 per cent of the earth´s surface is covered by water, while still only six per cent of protein 

sources for human consumption originate from water. An increasing relative share of global supply 

of seafood is expected as wild catch is stagnating (Salmon Farming Industry Handbook 2013: 4). 

The theoretical potential for the industry is substantial. Challenges with regards to local capacity 

and environmental challenges make the future particularly exciting in the industry 

(Utenriksdepartementet 2012). 

MHG is the leading actor in an international and complex industry, which motivates and provides 

new dimensions into the discipline of valuation. The company that today is MHG has been 

developed through a number of mergers and acquisitions, the latest being the value added seafood 

producer Morpol in 2013 (Annual report 2013: 4). Operational diversity and inorganic growth 

strategies increases the complexity of determining the fair value of the company.  

Investor legend Warren Buffet stated “Price is what you pay, value is what you get” (BBC 2009). 

This emphasizes the importance of valuation of companies even though they are listed at stock 

exchanges and traded at a market price. Traditional financial theory as the efficient market 

hypothesis assumes that market prices are informational efficient. Thus, resulting in the theoretical 

impossibility of making excess risk adjusted returns, given the information available at the time of 

the investment decision. Theories of efficient markets have been experiencing more criticism over 

the last years together with the growth of behavioural finance as a research discipline (K. Daniel et 

al 2002: 141). Research finds that investors make systematic errors and that psychological biases 

affect market prices substantially (ibid: 193).  
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Our purpose is to find the fundamental value of the company, being the value relevant for a long-

term investor. The fundamental value may or may not be equal to the current market price. While 

markets can be inefficient in the short term it can be assumed that market prices and fundamental 

values will converge in the long run (Damodaran 2002: 135).  

1.1 Problem statement 
The main problem statement and foundation for our paper is defined as:   

Why is MHG priced at higher multiples than its closest competitors, and how does this relate to the 

fair value of MHG? 

We will investigate this question through a fundamental valuation to determining the fair value. 

This will optimally reveal any mispricing. The connection between the fair value, alternative 

valuation (multiples) and traded stock price will thereafter be discussed.   

We define the fair value of equity as the present value of all cash flows belonging to the equity 

holders of the company. The value will be viewed from the perspective of global and well-

diversified investors. Based on our conclusions trading strategies will be recommended, and reasons 

for mispricing will be discussed if relevant. We will highlight and test the sensitivity of our results 

at the end of our paper.  

1.1.2 Sub questions 
On our way towards answering the main problem statement we find it relevant to answer a number 

of sub-questions leading us towards a final conclusion. Answering the questions will follow the 

structure of our thesis where we will gain important knowledge regarding the industry and 

company. 

MHG and the fish farming industry 

 What are the characteristics of MHG and how has the company evolved? 

 What characterizes the fish farming industry? 

 

 

Strategic analysis  

 How will macro environmental factors affect the outlook of MHG?  
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 How is the outlook for the competitive environment in the industry? 

 How are the possibilities for further growth in MHG? 

 What are the most important non-financial value drivers? 

 

Financial analysis 

 What relations do we find between size and financial performance within fish 

farming industry? 

 How has MHG’s historical profitability evolved, and what drives profitability in 

MHG? 

 How is MHG’s financial position relative to competitors? 

 

Connecting the analyses 

 What are the most important value drivers and risks for MHG? 

 

Forecast 

 How will the recognized value - and cost drivers evolve in the future? 

Valuation 

 What is the expected return on an alternative investment to MHG? 

 What is the fair value of MHG’s equity per 31.12.2013? 

 How are alternative valuation methods relative to cash flow based models when 

pricing MHG? 

 How is MHG priced compared to its competitors? 

 How sensitive is the computed value of MHG to the input in the model? 

1.2 Methodology 

This section describes the theory and collection of data, as well as the structure applied in our paper 

to answer our overall problem statement.  
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1.2.1 Collection of data 
This paper is written from investor’s point of view, with basis in secondary sources applying 

exclusively public information. The benefit of this approach is that MHG has limited influence on 

the result through interactions, and we thereby assume that the included information is less biased.  

The primary sources of information are annual reports of MHG and competitors in the period 2008 

to 2013, in addition to industry reports. Raw statistical data have been collected from Thomson 

Reuters, Fish Pool, Statistics Norway (SSB), Yahoo Finance, World Bank and Kontali Analysis 

among others.  

Information from secondary sources can be based on subjective opinions and therefore biased. All 

collected material has been critically assessed, and if possible, topics are highlighted from several 

reliable sources.  

1.2.2 Research Design  
We will present the structure of the paper so the audience will have an in-depth understanding of 

the composition of the work before reading.  

In order to conduct thorough analysis of strategic and financial factors it is necessary to have 

detailed knowledge of the company and the business it operates in. This is the purpose of chapter 

two that particularly emphasizes MHG and the fish farming industry. Chapter three covers a 

strategic analysis of the company’s external environment and the dynamics characterizing and 

influencing the industry. This is done with regards to determine MHG’s strategic position and 

growth potential. In chapter four we perform an historical financial analysis of MHG relative to 

competitors to understand the company’s past with regards to financial performance. The strategic 

and financial analysis is summarized in a SWOT-analysis in chapter five. This builds the basis to 

make informed predictions of future operations and cash flows presented in chapter six. In chapter 

seven these forecasts will culminate in a free cash flow valuation to determine the fundamental 

value of the equity in MHG. The value will be discussed and compared to the pricing of competitors 

through a relative valuation, before tested through a sensitivity analysis.  
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Figure 1.1: Thesis structure 

 

Source: Own Construction 

1.3 Delimitations 

Due to limitations in time and size of our thesis we have made several delimitations during the 

process.  

 We will value the equity in MHG as of 31.12.2013, and will therefore also use this as a 

cut-off date with regards to information considered in our paper. 

 The valuation will be conducted from the perspective of minority investors; hence we 

will not consider additional value of synergies or control premiums.   

 We assume that the reader has general knowledge about economic and financial theory. 

We will not conduct in-depth discussions on the theoretical background and proof of 

existence for models applied in our paper.  

 Our thesis will exclusively be based on public information; this is in accordance with 

our perspective of minority investors in a listed company.  

 During our analysis and valuation we will consider MHG as a consolidated unit. This is 

for reasons of simplifying as well as due to lack of adequately detailed public 

information.  
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 Our analysis will primarily be based on Atlantic salmon as this represents the majority 

of MHG’s operations by far.  

 For simplicity we will on general treat the spot price of salmon as one, with basis in the 

Norwegian export price.  

 We will not explicitly model potential future acquisitions or divestments in our 

forecasts. This includes the potential sale of Morpol’s production facilities in Scotland, 

as the size and timing are highly uncertain. Consequently we assume that MHG is not 

able to create value through such actions.  
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2 MHG AND THE FISH FARMING INDUSTRY  
In order to develop a detailed strategic and financial analysis, knowledge about the company and 

the industry is necessary to generate an overall picture of MHG and its position.  

2.1 Marine Harvest Group  
MHG is a leading seafood company and the world’s largest producer of farmed salmon. In 2013, 

the company had a working stable of 10 676 employees and operational revenues of 19 199 MNOK 

(Annual report 2013: 4). The group’s head office is located in Bergen and the stock is listed on both 

the Oslo Stock Exchange (OSE) and New York Stock Exchange (NYSE). In Norway MHG is one 

of the most liquid stocks and is listed on the benchmark OBX index (Annual report 2012: 13).  

2.1.1 Marine Harvest N.V. 

MHG´s history can be traced back to 1965 when Mowi started to produce Salmon. At that time, 

Mowi was the largest Norwegian fish farm operating near Bergen only producing 500 tons of 

Salmon per year (Norwegian Salmon and Trout Farming 2002: 44). In 1969 the Norwegian 

government owned company, Norsk Hydro, took 50 per cent share capital in the company. Later in 

1985 Hydro increased its holdings to 100 per cent and in 1995 Hydro Seafood was registered. In 

year 2000 a company named Nutreco from the Netherlands showed interest in Hydro Seafood. The 

name of the company now becomes Marine Harvest (Annual report 2012: 9). In 2005 Marine 

Harvest and the fish-farming operations of Stolt-Nielsen and Stolt-Seafarm merged, creating a new 

company. The company kept its name Marine Harvest (Annual report 2006: 16).    

2.1.2 Pan Fish ASA 
Pan Fish Holding ASA was founded in 1992 as a continuation of Christiania Bank and 

Kreditkassen. Through the nineties they conducted a number of acquisitions and got in 1997 listed 

on the Oslo Stock Exchange as Pan Fish ASA (Store norske leksikon 2009). Due to their fast 

development the company had borrowed heavily in order to finance the rapid growth. However, 

when the market price collapsed in 2001 Pan Fish came across financial difficulties resulting in a 

heavy loss in 2002 (NRK 2009). In order to pay creditors Pan Fish ASA had to sell off assets  and a 

major refinancing operation got implemented in late 2002 (Pan Fish Annual Report 2002: 5). In 

2005 the final refinancing was carried out before John Fredriksen through Geverand Trading Ltd. 

took over as a majority shareholder buying the shareholding of Nordea and thereby 47 per cent of 

the company (Store norske leksikon: 2009). 
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2.1.3 Fjord Seafood     
Fjord Seafood is a Norwegian company with origins in Torgnes Invest, a company founded in June 

1996 (Det Norske Leksikon: 2009). In year 2000 the farming operation was merged with the family 

owned company Domstein-group in the Norwegian town Måløy. Same year the company got listed 

on the Oslo Stock Exchange (MHG 2012). Due to the poor market conditions for salmon in 2001 

the market price decreased dramatically and as for Pan Fish, the ability to pay off debt weakened. 

The company’s future was secured thanks to a 700 MNOK bail out from major shareholders in 

2002 (DN 2002). In 2005 John Fredriksen bought a 25 per cent share in Fjord Seafood and thereby 

became the major shareholder of the company (Store norske leksikon: 2009).   

2.1.4 A new company established  
The 29th of December 2006 a merger between the three companies Pan Fish ASA, Fjord Seafood 

ASA and Marine Harvest N.V. took place. MHG was thereby officially established the 6 th of 

February 2007 (MHG 2012). Today, as the largest player in the industry, MHG represents more 

than 20 per cent of the total production of farmed salmon and covers the entire supply chain 

(Annual report 2012: 13).  

Due to their expanding the company is today a major player in all farming regions and offer seafood 

to more than 50 markets worldwide. The farming and processing activities are focused in Norway, 

Scotland, Canada, The Faroe Islands, Ireland and Chile (Annual report 2012: 88).  

In addition to the farmed salmon production, MHG offers a wide range of value added products 

such as coated seafood, ready-to-eat meals, finger food and smoked seafood. As a supplementary 

product to farmed salmon, MHG also farms white halibut. The value adding processing activities 

are located in the US, France, Belgium, the Netherlands, Poland and Chile. In September 2013 the 

acquisition of Morpol, a world leader in value-added processing (VAP), was approved. Morpol’s 

core operations are within production of smoked salmon. The merger is in line with the strategy of 

forming a world-leading integrated protein company (Annual report 2013: 131). 

The sales and distribution activities are spread around the world, which give them unique 

knowledge about different markets and a tight bond to their customers (MHG 2012). The figure 

below shows the sales –and harvest overview for MHG.   
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Figure 2.1: Sales overview and Harvest quantity 

Source: Own construction, Salmon Farming Industry Handbook 2013: 69 

MHG’s main source of revenues is salmon which constitute to 91,1 per cent of total sales (Annual 

report 2013: 199). Europe exclusive Russia is by far the largest market for MHG’s salmon with 65 

per cent of the total export (Annual report 2012: 26).  

2.1.5 Vision and strategy 
In March 2013 MHG launched a new vision for the company “Leading the blue revolution” 

(Annual report 2012: 7). MHG states that their mission is to be a leader in cultivating and growing 

food from the ocean. In order to fulfil the ambitious vision, MHG aims for a leading position in the 

development of more sustainable protein production. To reach that goal, MHG should be leading in 

three important fields; fish feed, fish farming and by bringing products out worldwide – sales and 

marketing. By controlling the full value chain, MHG can follow their products from feed to fork, 

and be more proactive in addressing challenges related to sustainable feed, farming and processing 

(Annual report 2012: 13). 

2.1.6 Leader – and ownership 
MHG´s five largest shareholders are displayed in the table below. Geveran Trading Co Ltd is the 

majority shareholder in MHG and controlled by John Fredriksen. In short, John Fredriksen started 

with shipping and became Norway’s richest man. He operates with major investments in Norway 

and abroad. His major investments are with Seadrill and MHG (Store norske leksikon 2007).  

Table 2.1: Major shareholders 

 

Source: Own construction, Annual report (2013: 161) 



10 

 

The board of directors is a combination of members with different field of expertise and is 

independent of the Group’s management. The Chairman of the board, Ole Eirik Lerøy, has 

previously been CEO in Lerøy Seafood ASA, Chairman of the Norwegian Seafood Federation 

(FHL) and former Chairman of the board of the Norwegian Seafood Export Council (NSEC).  Thus, 

he is considered as an important asset due to his broad experience from the seafood industry (MHG 

2012). In addition, the daughter of John Fredriksen, Cecilie Fredriksen, is a member of MHG’s 

board of directors.  

Alf-Helge Aarskog is the current CEO of MHG. Aarskog has broad experience within the salmon 

farming industry started his position as CEO as of 19th July 2010 (Annual report 2010: 3). Prior to 

his position in MHG, he was the CEO of the second largest seafood company, the Lerøy Seafood 

Group ASA.  

MHG´s management represents extensive experience and knowledge in the field of farmed salmon 

industry. The company’s management is important, especially due to the challenging industry 

characteristics as being cyclic with high biological risk. The management, the board of directors and 

major shareholders are a safety for the company where experience, industry knowledge and well 

educated key people have an idea of the industry.  

2.1.7 Corporate structure 
During 2012 it was decided to start transforming MHG from being a production driven farming 

company, to become a fully integrated seafood protein producer. The business area Fish Feed will 

therefore be integrated as the last in the supply chain of MHG, through investments in a feed plant 

in Norway (Annual report 2012: 13).  MHG’s corporate structure is divided into three business 

departments: Fish Feed, Farming and Sales & Marketing.  

Business Area Fish Feed  

The Feed department is concentrated on feed production for fish. Feed accounts for approximately 

50 per cent of MHG’s cost base. In that context, the decision to include Fish Feed as a business area 

was taken in October 2012. In order to optimize this area, MHG will network with external R&D 

organizations to optimize their own R&D staff and thereby secure the best possible feed for the fish 

(Annual report 2012: 14).  
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Business Area Farming 

MHG have farming operations in six countries, Norway, Scotland, Ireland, The Faroe Islands, Chile 

and Canada. The mission with business area farming is to combine all faming activities under one 

management in order to optimize transfer of knowledge and to operate with best practice within the 

group. The main focus of this area is farming, primary processing and some secondary processing 

like filleting activities (Ibid: 14).  

Business Area Sales & Marketing 

The Sales and Marketing department is essential to the company’s growth strategy. Their ambition 

is to develop the marked, maximize price achievement and margins, and optimize logistics. The 

sales and marketing department currently sells to more than 50 markets worldwide (Annual report 

2012: 88). The division is split into two segments where markets is the sales and marketing 

activities of primary processed, and where VAP Europe is the value adding activities and secondary 

processing in Europe. Morpol stands for most of the secondary processing activities on the 

European continent (Annual report 2013: 16).   

2.1.8 Historical performance and growth   
As seen from figure 2.2 MHG’s revenue has increased gradually over the last years. However, in 

2008 the revenue stagnated due to the impacts of the financial crisis where demand lowered and 

prices decreased. Furthermore, the negative consequence of serious biological problems 

accumulated in Chile resulting in restructuring for the Chilean operation (Annual report 2008: 2). In 

2010 both revenue and EBIT was on historically high levels due to a record high salmon price and a 

strong global demand. Additionally, Chile returned to profitability after three tough years (Annual 

report 2010: 3-4). In 2011 and 2012, revenue kept a relative steady growth due to an increased 

harvest volume, despite the low salmon prices. However, the profitability experience a large drop 

due to low price (Annual report 2012: 3). In 2013 MHG achieved all time high revenue due to 

record high prices for salmon.  From figure 2.2 there is a clear increase in both revenue and EBIT 

from 2012 to 2013 even though production in volume was lower (Interim Report Q4 2013: 2).  
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Figure 2.2: Historical performance and growth  

 

Source: Own construction, DataStream  

Figure 2.3 shows the development in MHG’s stock relative to Oslo Børs Benchmark Index 

(OSEBX) over the past seven years. Both graphs are rebased in order to compare the numbers. In 

general the MHG stock correlates with the index. However, in late 2007 the gap is larger as the 

division in Chile didn’t create profit and the currency exchange rates moved adversely affecting the 

EBIT (Interim report Q4 2007: 2). Overall, it is evident that MHG’s stock is more volatile than the 

OSEBX. 

Figure 2.3: Stock –and Index price development  

 

Source: Own construction, Thomsonone  

In last quarter of 2011 the low prices on salmon resulted in a big drop in stock value. However, 

from the beginning of 2012 the stock price has increased steady towards 2013. This is basically due 

to increase in the salmon price (Annual report 2011 to 2013).  
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2.2 The fish farming industry 

This section will present the fish-, and in particular the salmon farming industry. Fish farming is a 

subgroup of aquaculture that includes production of fish, crustaceans, molluscs, aquatic plants and 

other aquatic organisms. Fish farming represents two thirds of the global quantity within 

aquaculture and involves production of fish commercially in tanks or enclosures in seawater or 

lakes (FAO 2011).   

Our main focus will be the Atlantic salmon as this is MHG’s most important product. The Atlantic 

salmon belongs in cool waters on the northern hemisphere and is characterized by its light red meat. 

They are born in fresh water, but wander to sea through rivers to live, before returning to reproduce 

in fresh water at later stages (Store norske leksikon 2007a). Approximately 60 per cent of the world 

salmon production is originated from fish farming, with Atlantic salmon and Rainbow trout as the 

most important species. All commercially available Atlantic salmon is produced in fish farms. In 

total, the production of Atlantic salmon only amounted to about three per cent of the global 

aquaculture production (FAO 2011).  

In the 1960s farming of Atlantic salmon started on experimental level in Norway using cages in 

seawater. The commercial industry originated in Norway in the 1980s and in Chile in the 1990s 

(Salmon Farming Industry Handbook 2013:3). Today the Norwegian fish farming industry consists 

of approximately 93 per cent Atlantic salmon and six per cent trout. Norwegian production 

represents approximately two thirds of global production. The salmon was shipped to 97 countries 

worldwide, with EU as the most important importer by far (Laksefakta 2013).  

Figure 2.4: Global volume and price development 2000-2013 

 

Source: Own construction, FAO 2011, Kontali 2013, FPI 2014, Salmon Farming Industry Handbook 2013 
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Figure 2.4 shows the production of Atlantic salmon in the years between 2001 and 2013. The 

production has been relatively stable before 2011 with a modest average growth rate. The steep 

growth in 2010 to 2012 was partly due to an aggressive rebuild of Chilean fish farming, after an 

outbreak of ISA virus in 2007 that hit the industry hard (Salmon Farming Industry Handbook 2013: 

13). The price presented in the figure is from the Norwegian Fish Pool Index. As the data represents 

approximately two thirds of the global quantities and prices through different in are heavily 

correlated, it is used as a proxy for the global price (Salmon Farming Industry Handbook 2013: 44). 

This approach is generally applied through this paper.   

In the years between 2000 and 2012 the global production of Atlantic salmon has more than 

doubled, with an average annual growth rate of approximately seven per cent (Salmon Farming 

Industry Handbook 2013: 22). Due to limited production capacity in the most important producing 

countries growth rates on a global scale above 10 per cent per anno that we have seen in the years 

2010 to 2012 seems less likely in the years to come.  

2.2.1 Fish farming in a global perspective 
The World Bank (2013:3) predicts over 30 per cent growth in global fish consumption within 2030 

compared to 2008 levels. Their predictions also states close to zero growth in captured fish, 

meaning most of the growth needs to come from aquaculture. Within 2030 fish farming is expected 

to account for half of the global supply with a yearly production of 94 million tons. In 2011 the 

global production was 63 million tons with approximately 40 per cent share of global volumes. 

Proteins from fish represent 16 per cent of all animal protein consumed globally. The World Bank 

(2013:8) expects this number to increase due to higher demand of high quality protein sources as a 

result of increased purchasing power.  

Farmed fish is a direct substitute for wild caught fish, but also an indirect substitute to other animal 

protein sources. In addition to high protein levels salmon also contains high levels of omega-3 fatty 

acids and is viewed as a healthy product (Salmon Farming Industry Handbook 2013:18).  

2.2.2 Market structure  
The supply side of Atlantic salmon is dominated by a few countries that fulfil important conditions 

for optimal production. The most important is seawater temperature and a sheltered coastline 

(Salmon Farming Industry Handbook 2013:13). Norway, Chile, Scotland and Canada together 

produce most of the global supply of cultured salmon (Salmon Farming Industry Handbook 

2013:3). Norway, as the largest producer, contributes to about 60 per cent of the global production 
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of approximately two million tons (Salmon Farming Industry Handbook 2013: 24). Chile is the 

second largest producers with a share close to one quarter of the global production, growing at a fast 

pace from a share of 10 per cent in 1993 (Lars Liabø 2013: 7).  

Table 2.2 shows the growth of imported volume in the most important markets for Atlantic salmon. 

Market trends can be seen in context with the general global economic development, with poor 

growth in Europe other industrialized countries and increasing growth in emerging markets. 

Table 2.2: Growth imported volume, major markets.  

                                                                                             
Source: Own construction, Salmon Farming Industry Handbook 2013 

Although the traditionally most important markets have suffered the total growth is positive. 

Salmon markets are to a certain degree regional and market proximity play an important role due to 

cost of logistics for fresh salmon. From table 2.3 presents trade flows from the major exporters to 

the major importers worldwide. Trade from Norway to EU and Russia as well as from Chile and 

Canada to the US can be mentioned to emphasize the influence of geography on choice of trading 

partners. Within the EU France and Germany are the most important markets (Laksefakta: 2013). 

Table 2.3: Trade flows, major exporters and importers  

 

Source: Own construction, Salmon Farming Industry Handbook 2013 

A trend over the recent years has been a globalization trend with increasing competition in the 

European market from Chilean salmon. At the same time we have seen increased export for Scottish 

and Norwegian salmon to USA. However, in larger quantities it is only the frozen fish that can be 

exported to distant markets at a reasonable price. MHG expects a continuing preference for fresh 

salmon in the years to come (Salmon Farming Industry Handbook 2013: 14).  
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The last decade the industry has been characterized by increased consolidation (Salmon Farming 

Industry Handbook 2013: 64). MHG is probably one of the best examples of the producers within 

the industry getting bigger, and growing to become large multinational enterprises. Norway still has 

higher fragmentation than other regions; this is partly due to historical reasons at partly due to the 

government’s priority of local ownership. In Norway the horizontal integration accelerated in the 

1990s after softening of government regulations of ownership. The Chilean industry has higher 

concentration than the Norwegian. Horizontal integration is mainly conducted with intent to utilize 

economies of scale (Kvaløy & Tveterås 2006: 2). Horizontal integration enables access to new 

financing sources, and as a result of the consolidation we have seen an inflow of fish farmers on the 

Oslo Stock Exchange over the last years. The consolidation trend in the Norwegian market is 

expected to continue over the next decade (Salmon Farming Industry Handbook 2013: 25).  

Norway and other large producers of the northern hemisphere have competitive advantages in 

salmon farming with a sheltered coastline and optimal climatic conditions. However, it is not for 

granted that it should be profitable to use high-cost labour to produce food for export from one of 

the richest countries on earth. When Norway can be competitive in a market dominated by low-cost 

countries it is largely due to continuously efficiency improvements, where knowledge and R&D has 

been the foundation for industry progression (Guttormsen & Rødseth 2011). The industry in total is 

producing 20 times more than 25 years ago, with approximately the same number of employees. 

This is possible due to large-scale automation and rationalizing in production (Nordic Marine 

Innovation n.d.: 44). After 2005 the labour productivity has stabilized. Traditionally, the Chilean 

salmon production has been more cost-efficient than the Norwegian. After restructuring over the 

past decade the levels are now relatively equal. In contrast to earlier periods, efficiency 

improvements over the last years in Norway and Chile have not been large enough to cover 

increasing prices of factor inputs (Vassdal 2011).  

2.2.3 Value chain 
In all regions, the fish farmers operate under a license regime regulated by the relevant authorities. 

The details vary between regions, but regulate the maximum production for the given company and 

the industry in total (Salmon Farming Industry Handbook 2013:26).  

The life cycle of Atlantic salmon farmed in Norway is approximately three years. Chilean farmed 

salmon has shorter life cycles due to more optimal and stable seawater temperatures. Being a cold-

blooded animal (ectothermic) the water temperatures is vital for its growth rate. The first 10 to 16 
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months after the eggs are fertilized takes place in fresh water, usually in closed tanks on land, 

before the smolt (juvenile fish) weighing about 100 gram are transferred to sea water cages located 

in fjords or bays. The farmed salmon is placed in nets in quiet waters, containing up to a million 

fish. The salmon needs fresh water with high levels of oxygen and demands the correct light 

conditions, salt levels and temperature in the water to grow optimally (Havforskningsinstituttet 

2009). After 12 to 18 months in sea the salmon should have reached a harvestable size of about 3 to 

6 kilo depending on the temperature levels and other conditions. The salmon is transported from 

fish farms in well boats to harvesting plants where they are slaughtered and gutted (Salmon 

Farming Industry Handbook 2013:64).  

Figure 2.5: Relative profit contribution, sectors in Norwegian aquaculture 

 

Source: Own construction, Kontali 2012 

Relative profit contribution of the Norwegian industry in figure 2.6 is solely meant for illustrative 

purposes, as data is highly uncertain. This is partly due to integrated companies not always 

reporting value creation based on place of origin in the value chain. Farming is by far the largest 

part of the industry representing above 70 per cent of the total value. MHG among others is fully 

integrated companies taking part in all phases of the value chain. For further overview of production 

cycle of salmon see appendix 3. 

By keeping supply and production downstream from farming in-house, it enables the companies to 

control their market timing and biological risk to a larger extent. In addition to this vertical 

integration will ensure a higher control over quality and reduce price risk throughout the value 

chain (Kvaløy & Tveterås 2006: 4).  

2.2.4 Salmon price and profitability cycle patterns  

The planning/production cycle of Atlantic salmon is approximately three years long, which results 

in a short-term inelasticity on the supply side. This market feature again has its effects on the 

volatility in the spot and forward market. Both the supply and demand side of the market is 

characterized by seasonal variations (Salmon Farming Industry Handbook 2013: 18). Profitability in 
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the farming industry is characterized by cyclic patterns, consistent for the last 25 years. Pricing of 

shares has traditionally also followed this cycle, but investors are becoming increasingly aware of 

the seasonality in the sector (ABG Sundal Collier 2012: 1). Figure 2.7 shows profitability in the 

Norwegian salmon farming industry between 1986 and 2012. From the graph it is apparent that up 

and down trends typically last 2 to 3 years before profitability turns.  

Figure 2.6: Cyclical profitability in Norwegian salmon farming industry 

                                                           

Source: Own construction, Fiskeridirektoratet 2013 

Companies themselves drive or reinforce this cyclicality. In good times production is increased and 

too many smolt is put in the sea, which will hit the market when they reach harvestable size about 

12 to18 months later. Further, this will create too big supply and reduce prices. In response of this, 

producers reduce their growth assumptions, decreasing the supply growth and increasing 

profitability again (ABG Sundal Collier 2012: 3).  

Not surprisingly the stock price of salmon farmers is influenced by the spot price of salmon. Most 

companies have a mix of contracts with predetermined prices and spot sales (Salmon Farming 

Industry Handbook 2013:41). Table 2.4 presents the correlation between the stock prices of some of 

the largest companies within salmon farming on Oslo Stock Exchange, and the spot price of salmon 

in Norway from the Fish Pool Index. 

Table 2.4: Correlation between stock values and Fish Pool Index (Spot NOK/kg)

                         

Source: Own construction, Fish Pool Index, Yahoo Finance 

We find a generally high correlation between stock- and salmon prices over the past five years. 

What is worth noticing is MHG’s stock having the highest correlation with the Fish Pool Index in 

the period. 
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3 STRATEGIC ANALYSIS  
The world is in constant change, which involves change - of markets, politics, products, knowledge, 

and in how companies need to perform and structure their business in order to survive. The 

objective of the strategic analysis is to identify strategic factors MHG can utilize. In order to 

identify potential for improvement, growth opportunities, and further gain of competitive 

advantage, one need to understand the dynamics affecting the business on a micro and macro-level.   

In the following there will be conducted an analysis of the market and the competitive conditions 

where MHG operates. It is necessary to make a sufficiently detailed analysis in order to provide 

qualifying and relevant variables in the valuation process. The analysis purpose is therefore to give 

a realistic prediction by looking at historical and expected issues on micro - and macro level. 

We have chosen to use three traditional frameworks in order to provide the strategic analysis. The 

PESTEL framework will help us analyse the macro variables affecting our business. The five forces 

framework by Porter is applied to analyse the nature and degree of competition. In combination 

with these two we will apply a SWOT-analysis to summarise MHG’s position in the industry in the 

seafood industry and macro environment. 

3.1 The Macro-environment  
Every business is to some extent affected by the macro environment. To forecast future cash flows 

of MHG we will need to assess macro factors impacting the industry to better understand and 

predict the future of the organization. For this purpose we will conduct an analysis built on the 

PESTEL framework.  

3.1.1 PESTEL Analysis 
The PESTEL framework is one of many frameworks that structures environmental macroeconomic 

factors into key types. Other similar frameworks are PEST, STEEPLE and STEEPLED, considering 

different elements and in different orders. The PESTEL framework highlights six important 

components with the purpose of assessing the non-market aspects of strategy. We find the PESTEL 

version the most suitable for our purposes, and well suited for organising our most relevant topics. 

The frameworks have been criticised for omitting important aspects and not properly accounting for 

today’s international business environment with individual differences across countries. However, 

as with other frameworks we believe it is mainly the quality of the input that determines the 

effectiveness of the analysis. The framework is helpful in structuring an analysis and raising 
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potentially relevant issues with regards to Political, Economic, Social, Technological, 

Environmental and Legal factors (Johnsons et. al 2013: 34).  

Figure 3.1: PESTEL 

                         

Source: Own construction 

3.1.1.1 Political factors 

Political factors address the role of the state as well as other political forces. The state can be 

directly involved as a participant in the market place, in form of supplier, customer or owner. 

Political movements or campaign groups will often in a more indirect matter influence businesses.  

The food industry is characterized by low direct state involvement, but above average political 

exposure due to health issues, labour rights and fair trade (Johnson et. al. 2013: 34-35). We have 

identified the most essential factors for MHG’s operations to be Import restrictions from Russia for 

Norwegian salmon and Norway’s relationship to China.  

Import restrictions on Norwegian salmon in Russia 

Russia is one of the most important markets for Atlantic salmon, and in particular for the salmon 

produced in Norway. Since 2005 salmon producers in Norway has experienced difficulties with 

export to Russia due to import restrictions (NRK 2013a). Russian inspectors have expressed 

dissatisfaction with the standards regarding quality control of Norwegian salmon. Norwegian food 

authorities state that they do not understand the criticism and that the salmon is safe. In July 2013 

Russian trade authorities where threatening once again to stop import if they were not convinced 

and guaranteed of the quality (TV2 2013). 
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The Federal Antimonopoly Service of the Russian Federation (2013) has recently put Russian fish 

cartels in the spotlight for illegal activity, where Russian importers have been banning individual 

Norwegian salmon exporters from the Russian market. The conclusion is that the cartels, including 

importers and the Russian veterinary authorities, have violated the antimonopoly law. Norwegian 

producers hope that acts of Russian competition authorities will make export to Russia easier for 

Norwegian producers. As for the moment MHG is not affected by the bans, but the situation is 

uncertain and precautions should be taken in the future (NRK 2013b).  

Norway’s relationship to China 

From 2010 to 2011 The Norwegian Seafood Council expected an increase of seafood export to 

China of 30 to 40 per cent. The result was a miserable 55 per cent decrease in just one year. After 

the Chinese dissident Liu Xiaobo received the Nobel’s peace price in Norway in 2010 the 

relationship between the countries became ice-cold over night. Norwegian exporters have since the 

incident experienced challenging times. Although China has not formalized any sanctions, 

unofficial initiatives continues to reduce the market access for Norwegian fish (e24 2012). From 

mid-year 2010 to mid-year 2013 the market share for Norwegian salmon in China decreased from 

92 per cent to 29 per cent, which illustrates the severity of the situation. China is an important 

market in the future as consumption of salmon grows approximately by 30 per cent per annum (DN 

2013a).  

Complications of market access for salmon produced in Norway will potentially further have 

positive effects on the salmon produced in other regions. MHG is among the leading actors in all 

salmon producing regions (Salmon Farming Industry Handbook 2013: 24). Therefore it is likely to 

assume that the net effect of concerning political relationships between Norway and other countries 

will have less impact on MHG than other producers only exporting from Norway.  

3.1.1.2 Economic factors 

Economic factors consist of macroeconomic issues such as currency rates, business cycles and 

general economic development and growth. It is essential to understand how the general economic 

state and development affects the markets your business operates in (Johnson et. al 2013: 35). In the 

following the salmon price, feed costs, interest rates and demand for salmon are assessed.  
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Salmon price 

The price of salmon is a number of different prices. Factors like what form the salmon is sold in, 

with regards to shape, size and processing, and where the product is sold naturally affects the 

market price (Asche and Bjørndal 2011: 107). The price of processed salmon is unsurprisingly 

influenced by the price of the unprocessed product. The link reduces the more processed the product 

is. This is natural due to the raw material becoming a relatively smaller portion of the total costs 

(ibid: 115). Across regional markets the price correlation is strong when comparing data from the 

referencing indexes in Oslo, Miami and Seattle.  

Most companies have a mix of spot sales and long term contracts in their portfolio, making them 

less affected by short-term fluctuations in the salmon price. Marketplaces like the Norwegian Fish 

Pool have since 2006 provided the actors in the market with the possibility of hedging or 

speculation via derivatives (Fish Pool n.d.). This increases the possibilities for fish farmers to 

decide and continuously regulate their preferred exposure toward the salmon price. Fish Pool 

provides financial contracts several years ahead, making derivatives useful for operational planning 

within fish farming.  

Generally the salmon price is characterized by poor long-term predictability and high volatility. 

Compared to other animal protein sources over the past 10 years, salmon’s price volatility is well 

above average (Sikveland and Øglend n.d.).  

Figure 3.2: Salmon price development, Norwegian export prices (2004-2013) 

 

Source: Own construction, Fish Pool Index 2013  

The supply for salmon is a strong determinant of the salmon price. Figure 3.3 shows the 

relationship between the global supply of Atlantic salmon and the spot price of salmon traded in 
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Oslo, Norway. From the graphical presentation we see a clear linear relationship between growth 

rates and changes in price.  

Figure 3.3: Supply/price relationship 

                                                                             
Source: Own construction, Salmon Farming Industry Handbook 2013 

Feed costs  

Feed is the largest cost group within fish farming as in most protein production. On average 

between 2008 and 2012 the item accounted for 44 per cent of sales (Fiskeridirektoratet 2013). Feed 

costs have increased over the past decades, which primarily are a result of the development in feed 

prices, and marginally due to reduced feed conversion rate (Vassdal 2011). Productivity from input 

of feed is of great importance for the competitiveness in the industry.  

Traditionally fish meal and fish oil have been the core elements in feed production. Due to large 

constraints on the availability of fish meal and fish oil these raw materials have to a large extent 

been replaced by agricultural commodities like soy, sunflower, wheat, corn, beans, peas, poultry-

by-products (Chile and Canada) and rape seed oil replacing fish oil. Substitution of marine raw 

materials from wild fish have not been found to have any negative impact on growth rates or 

deceases, and nutritionists believe there is room for further reduction (Salmon Farming Industry 

Handbook 2013: 65). Generally, raw materials from animal sources have a more comprehensive 

amino acid profile and a higher protein share than vegetable sources. This result in a challenge of 

fully replacing fish meal in feed production (ibid: 44). 
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Figure 3.4: Raw material composition in fish feed 

 

Source: Own construction, Salmon Farming Industry Handbook 2013: 44 

Even though close to all fish used in production of fish meal and fish oil is unsuitable for human 

food consumption, the global supply is limited with relatively stable catch the last 30 years. Fish 

meal prices have increased in 2013 and are expected to remain high due to low supply. This is 

partly due to constraints on Peruvian anchovy fishing (Globefish 2013). Fish oil has a high content 

of omega-3 fatty acids making it a valuable raw material in human nutrition. Although the human 

consumption is small of relative size, this results in extra pressure on the limited supply and is 

expected to contribute to an upward pressure of fish oil prices (Globefish 2013b). In fish farming 

this could lead to a further shift towards alternative vegetable sources as rape seed oil to keep costs 

low (Salmon Farming Industry Handbook 2013: 66). OECD (2013: 24) expects the fish oil prices to 

stabilize at the current relatively high levels over the next decade.  

Rapeseed oil and other vegetable sources are also sought after products, in particular with regards to 

an increasing demand for bio-diesel. As a result MHG expects fish oil to become uncorrelated with 

vegetable oil prices in the future (ibid: 46). Soy and corn have traditionally been two of the most 

important protein sources in fish feed. Increased demand for ethanol from corn has resulted in less 

planting and increased prices on soy. The reason behind this is a shift on the use of land areas from 

producing soy to producing corn.  



25 

 

Figure 3.5: Fish feed commodity input 

  

Source: Own construction, FAO, World Bank 

The goal of feed and feeding practices is to grow healthy fish fast and at the lowest cost possible. 

There has been a large development related to the commodity composition in fish feed due to 

technological development and cost reductions. In regions like Canada and Chile there is a larger 

flexibility with regards to the raw material used in fish feed. This could influence the feed costs in 

periods when there is scarcity and price changes of certain commodities. The growth rate of the fish 

can to a large degree be adjusted to current market conditions using special diets to meet the needs 

of the market. The fish growing fastest normally has the poorest feed conversion rate, inducing 

higher costs (Salmon Farming Industry Handbook 2013: 44).   

Global weather phenomenon like the recurring El Niño in the Pacific Ocean will impact fisheries in 

Chile and Peru who are vital suppliers of fish oil and fish meal. Increased water temperatures 

recurring historically in intervals of 2 to 6 years reduces the wild stock of anchovies and other 

species used in fish feed. The last phenomenon occurred in 2006 to 2007 (MHG 2013: 13). 

Consequently, if historical patterns are followed we should see a new incident in short time, with 

potential effects on feed costs. The ENSO alert system: El Niño watch estimates the chances of the 

event recurring within 2014 to 80 per cent (National Oceanic and Atmospheric Administration: 

2013).  

Interest rate 

Fish farming is a capital-intensive industry. In 2012 the average debt ratio in the Norwegian 

industry was 67 per cent (Fiskeridirektoratet 2013). Higher relative levels of debt increases the 

exposure to interest rate risk.  
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Per December 2013 the global interest rates are at historical low levels, as they have been since the 

financial crisis. The US Global Reserve, European Central Bank and Bank of England all have key 

interest rates in the area of 0 to 0,5 per cent per annum. Expectations are the interest rates to stay 

“on hold” given the current economic indicators. Global financial markets currently characterized 

by quantitative easing’s (QE) keeping interest rates low (PwC 2013: 4). The Norwegian Central 

Bank expects their current rate at 1,5 per cent per annum to remain at today’s levels at least until 

summer 2015 (Norges Bank 2013).  

Demand and GDP 

The annual growth rate of farmed salmon production in the period 2000 to 2012 has been 

approximately 7 per cent (Salmon Farming Industry Handbook 2013: 22). As with most goods a 

significant determinant for the demand of salmon is the general economic development in the 

world. This will be essential for the total demand, and the allocation of the product between 

markets. It is not given that the markets most important today will be the most important for future 

sales growth. 

Figure 3.6: Estimated imported volume of Atlantic salmon by region 2013

                                                                             
Source: Own construction, Liabø 2013 

Global activity and world growth picked up at the end of 2013, mainly due to improvements in 

advanced economies. IMF (2013: 1) anticipates activity to further improve over the next years with 

an increased global GDP growth from 3 per cent in 2013 to 3,7 in 2014 and 3,9 in 2015. Increased 

purchasing power will normally have a positive effect on the demand of meat and seafood (Hegnar 

2011). Industry production in China, the US, South Korea and Russia continued to increase at the 

end of 2013, emphasizing the improved confidence in consumer spending both in domestic and 

foreign markets. PwC (2013) expects global GDP growth to establish in excess of 3 per cent 

annually in the longer term from 2016 to 2020.  
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EU 

The strong European market in 2012 was partly due to high promotional activity that has been 

scaled down in the time after. In 2013 EU experienced a decrease in growth by 9 per cent from 

2012. Low economic growth in large economies and salmon importers like Italy, France and Spain 

coupled with increasing prices inhibited the EU imports. Germany is one of few EU countries that 

have increased their imported volume from 2012 to 2013. EUs largest market for Atlantic salmon, 

France, imported slightly less the first half of 2013 compared to the year before, but measured in 

value the import increased by 21 per cent due to higher prices. Both Germany and France have 

displayed declining imports of whole fresh salmon, both in relative and absolute terms, which 

traditionally is a product imported from Norway (Globefish 2013c). Due to low prices of cod, 

salmon suppliers have experienced increased competition and some loss of market shares. This is 

indicating some substitution effect through different species and between red and white fish 

(Globefish 2013c).  

The Eurozone has generally been struggling in the aftermath of the financial crisis. The size of the 

economy today is approximately one per cent lower than in 2007. The growth in 2013 was negative, 

but this is expected to turn around. IMF (2013) predicts growth rates of one per cent in 2014 and 1,4 

in 2015 moving in the direction of recovery. PwC (2013) expects low but increasing growth after 

2015 in the region of 1,5 per cent per annum. France and Germany is expected to reflect the general 

growth in the Eurozone in the long run.  

Japan 

The Japanese seafood market is weakening overall with salmon and trout imports following the 

same trend. From 2012 to 2013 the imported volume declined by 17 per cent, particularly hurting 

Chilean exporters. Atlantic salmon is also experiencing fierce competition from wild-caught 

Russian sockeye in the Japanese market, with growth rates at 160 per cent first two quarters of 2013 

(Globefish 2013c). 

Japan is the exception with regards to advanced economies recovering and is expected to struggle 

with reduced growth rates in 2014 and 2015. PwC (2013) is not positive on the behalf of Japan and 

is predicting long-term growth rates in the region of 1,5 to 1 per cent and decreasing.  
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US 

Chilean and Canadian salmon dominates the US market. The market had a moderate growth in 

imports of 3 per cent from 2012 to 2013 (Globefish 2013c).  

The US economy is showing improvement, resulting in reduced quantitative easing’s (QE) being 

planned through 2014 and less availability of cheap money. The bond purchasing will however, 

with somewhat reduced pace, continue until labour markets show significantly improvements 

(Bloomberg 2013).  IMF (2013: 2) expects the US economy to have a stable long-term growth of 

approximately 3 per cent per anno.  

Russia 

The Russian market had a negative growth in salmon imports of 15 per cent from 2012 to 2013 and 

is at the same time shifting parts of its import from Norwegian to Chilean salmon.  

The Russian economy is expected to experience a relative fast improvement from the 2013 GDP 

growth of 1.6 per cent. PwC (2013) expects the growth to increase towards an average growth of 

3,8 per cent per anno in the years between 2016 and 2020.  

Emerging markets 

Emerging markets and markets outside the traditionally biggest importers of salmon is the main 

driver behind the moderate growth of global salmon sales from 2012 to 2013. Countries outside EU, 

Russia, Japan and the US increased their salmon imports by 29 per cent in the period. Brazil is 

experiencing strong growth in demand for Atlantic salmon due to a fast pace in the economy over 

the past decades, and an increasing middle class. Emerging markets in America is an appealing 

alternative for Chilean exporters to a weak Japanese market. Per 2013 Chilean salmon had a 100 per 

cent market share in the Brazilian market (Globefish 2013c). 

The strong economic growth in China over the past decade has to a large extent been driven by 

investments. Policy makers seek to shift the growth towards domestic demand and consumption to 

balance growth in the future and reduce the risk of over investing. Chinas growth rate of 

approximately eight per cent over the past few years is expected to slightly decrease (IMF 2013: 2). 

An increasing middle class and a larger share of growth from domestic consume may be in favour 

of Salmon producers disregarding the decreased growth.  
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Brazil only has moderate growth predictions and is described by PwC (2013) as one of the fragile 

five with regards to emerging markets. As Atlantic salmon traditionally do not have an established 

strong position as a protein source among Brazilian consumers an opportunity is increasing market 

shares, despite moderate growth rates in the economy. From 2013s, a 2,3 per cent growth it is 

expected to moderately increase towards three per cent in the long term.  

3.1.1.3 Social factors 

Social factors include themes, and in particular changes, with regards to culture and demographics.  

Changes in the abovementioned could have great impact on the customer-base of the business, 

considering demand and perception of company and products (Johnson et. al. 2013: 35). Increased 

health focus is regarded as the most important social factor.  

Increased health focus 

“Norwegian salmon is some of the healthiest you can eat”, according to the Norwegian Seafood 

Federation (2011). The fish contains essential vitamins, minerals, proteins and fatty acids. With 

regards to Omega-3 fatty acids there are few, if any, widely available food sources better than 

salmon. A large number of national public agencies give official dietary advice to their population 

to eat more fish and seafood due to positive health effects (European Food Information Council). 

World Health Organization (WHO n.d.) states that “a well-balanced diet is a cornerstone to good 

health”. They recommend an intake of 1 to 2 times per week, mainly based on beneficial access to 

healthy fatty acids (WHO n.d.(b)). Increasing health focus can be favourable for sales of salmon as 

the product has competitive advantages to other protein sources based on nutrient contents.  

3.1.1.4 Technological factors 

Technological factors in particular addresses the development in ways to deliver a service out 

product through the use of technology, interaction with suppliers and buyers and use with regards to 

information flow within marketing (Yeates and Wakefield 2004: 266).  

The productivity of the Norwegian salmon industry has increased substantially and radically 

transforming the industry since the early days in the 1980s. The development is caused by 

technological innovations, automation and other efficiency measures. The Norwegian salmon 

farming industry experienced a steep productivity growth until the mid-1990s as costs per kilo 

produced were reduced to one third of the initial levels. Thereafter the total productivity has 

stagnated (Asche et. al.: 1). Between 1996 and 2002 the labour productivity doubled, while in the 
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following six years it only increased by 20 per cent. Since 2005 the market has witnessed 

stabilization (Vassdal 2011: 7). The feed factor has been stable for the past 15 years with few large 

innovations increasing productivity (ibid: 9). Within feed the largest potentials is within the 

replacements of marine ingredients in favour of vegetable sources.  

Asche et. al.(2011: 7) identifies the future of innovation within salmon farming as more complex 

and capital intensive in R&D than historically. With technological and organizational complexity it 

is expected that it also follows a larger risk of failure. Future innovation within the industry is 

anticipated to focus on diseases, vaccines, and reduction of escapes and presence of salmon lice, all 

crucial for the industry’s ability to expand.  

One of the greatest potential future innovations within the industry is salmon farming on land. 

Canada, Denmark, the US and China are all currently starting production in gigantic tanks. Closed 

construction and production on land have advantages to sea production in form of environmental 

issues, salmon lice control and fish escapes. Due to the preliminary small scale and large production 

costs it will probably take time before production on land will be a worthy challenger of Norwegian 

and Chilean salmon produced in sea. Preliminary estimates suggest 2 to 3 NOK higher costs per 

kilo compared to Norwegian sea-produced salmon (Aftenposten 2012).  

3.1.1.5 Environmental factors 

Environmental factors refer to subjects as pollution, waste and climate change (Johnson et. al. 2013: 

35). Our analysis focuses on diseases and fish escapes.  

Diseases 

One net pen in a fish farm can contain hundreds of thousands of fish in highly limited areas. As a 

result, salmon farms are incubators for parasites and infectious diseases. Thereafter parasites or 

diseases are potentially spread to wild fish and other farms through fish escapes and normal flow of 

tides (Pure Salmon Campaign 2010). Parasites as salmon lice live for far longer than bacteria and 

are therefore potentially spread over larger areas (Acshe & Tveterås 2011: 144).  

Salmon farming is very sensitive to seawater temperatures, resulting in natural competitive 

advantages for regions as Norway and Chile. Risk of diseases increases with high seawater 

temperatures and with temperatures below 0 degrees Celsius a risk of mass mortality occurs, both 

potentially devastating for the industry (Salmon Farming Industry Handbook 2013: 40). With 

increasing production the problem with both parasites and diseases is also growing, resulting in 
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losses of several billion NOK only in Norway each year. Losses in fish farming are significantly 

larger than in other protein production due to the big clusters fish farmers operates in (Acshe & 

Tveterås 2011: 145). 

In 2012 there was a record high outbreak of pancreas disease at the Norwegian coast with 132 

reported incidents. This resulted in experts calling for a ban of moving fish between regions (DN 

2013b). The Chilean industry was substantially set back in the years 2009 to 2011 after an outbreak 

of ISA virus in 2007 (Salmon Farming Industry Handbook 2013: 13). These issues are naturally 

destructive for the industry in sense of loss in production and bad reputation among customers and 

public bodies.  

In particular Norwegian salmon in the US market has a bad reputation due to lack of sustainable 

technology in salmon farming. The Danish land producing fish farmers Langsand Laks estimates 

they can achieve a price 20 to 25 per cent higher than Norwegian salmon in the US by marketing 

their product as an environmental friendly alternative (Aftenposten 2012).  

All farmed salmon is today vaccinated against several bacterial diseases (Asche & Tveterås 2011: 

144) This in combination with good husbandry and management practices has helped stabilizing the 

mortality rate in Norway, Scotland and Canada over the past two decades. After rebuilding their 

industry following the ISA epidemic in the late 2000s the Chilean fish farmers have also 

experienced a positive development. Although research has solved many issues there are still 

several unresolved issues that are not possible to control satisfactory with today’s technology. 

(Salmon Farming Industry Handbook: 55).  

Figure 3.7: Total loss in percentage of total wild stock (1998-2012)

   

Source: Own construction, Fiskeridirektoratet 
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Reduction of losses has not significantly improved over the past 15 years, although we have seen a 

positive trend since 2008. The industry not being able to reduce their loss rate has been a vital cause 

of the stagnating productivity growth over the past years (ibid: 145). Reducing losses will probably 

depend on both R&D as well as individual and coordinated measures in relation to area use, 

localities, biological quality and concentration of biomass in the net pens (Asche & Tveterås 2011: 

145).  

Fish escapes 

The fish escapes have only accounted for 0 to 0,2 per cent of the total livestock over the past 10 

years, resulting in only a minor direct economic loss (Fiskeridirektoratet 2006). Biological 

challenges are a more significant issue.  Problems are mainly related to spread of diseases and 

salmon lice in addition to genetic contamination of wild salmon that weakens and reduces the wild 

stock (Asche & Tveterås 2011: 145). These concerns hurt the reputation of the industry and may 

result in larger public involvement and directives. Governmental institutions seek to prevent fish 

escapes by regulating on the technical standards of the fish farms (Lovdata 2011).  

Figure 3.8: Escapes from salmon farms in Norway 1998-2012

 Source: 

Own construction, Fiskeridirektoratet 

Escapes from Norwegian fish farms have declined over the past years due to stricter regulations. 

After 2006 we experience a significant break and reduced escapes after new technical regulations 

(NS 9415) was implemented (Prevent Escape 2013).  

3.1.1.6 Legal factors  

Legal factors include the impact and changes in the regulatory and legislative regimes that 

businesses operate under. Political, environmental and social factors to a large extent interrelate 

with the legal aspect in the PESTEL analysis (Yeates and Wakefield 2004: 266).  
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Ownership restrictions 

MHG is among the largest actors in all the important regions globally for salmon farming. This may 

impose challenges in from of competition authorities and general restrictions on ownership shares 

of the industry in one region. 

The Norwegian government seeks to maintain a diversified ownership structure in fisheries and 

aquaculture. Ownership in fish farming in Norway has been restricted to maximum ownership for 

individual parties of 25 per cent of the licenced volume (Norwegian Ministry of Trade, Industry and 

Fisheries 2006: 84). This was particularly affecting MHG in Norway as they are currently close to 

the 25 per cent limit. The company filed a complaint on the restrictions to the EFTA (European Free 

Trade Association) Surveillance Authority (ESA) in 2010, with aspirations to increase the limit. 

After a process and cooperation between ESA and the Norwegian government a new and less 

restrictive regulation was introduced in July 2013 (ESA 2013).  

The European Commission under the Merger Regulations has approved MHG’s acquisition of 

Morpol in 2013, subject to conditions. The commission had concerns regarding the combined 

market power of MHG in Scotland after the transaction, as it would have combined the two largest 

farmers and processors of Scottish salmon. It was stated that the transaction “would have 

significantly reduced competition in the market for farming and primary processing of Scottish 

salmon”. To address the commission's concern MHG have agreed to divest a parts of Morpol’s 

Scottish operations, based in Shetland and The Orkneys. These actions will reduce the market 

power and the two merging parties' overlapping activities (European Commission 2013).  

Due to the size and market shares of MHG the company have bigger challenges than their 

competitors in terms of acquisitions and general growth potential.  

Licenses 

In every relevant region for salmon farming the local authorities have a licencing regime in place, 

regulating the production of the total industry and each company. The licencing regime, as well as 

the access to new licences, varies between regions (Salmon Farming Industry Handbook 2013: 26). 
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Norway 

Licenses have been regulated in Norway by the ministry of fisheries since 1973. By the end of 2012 

there existed 963 seawater licenses in Norway, each giving the right to 780 tons maximum allowed 

biomass (MAB) (900 tons in Troms and Finnmark). The production capacity per licence is limited 

and the largest companies normally have a better utilization of the available licences than industry 

average (Salmon Farming Industry Handbook 2013: 27). 

Licenses in Norway are allowed to trade and are normally priced at 20 to 70 MNOK. The total 

utilization in the industry is approaching its limit meaning that new licences need to be issued to 

increase production (Salmon Farming Industry Handbook 2013: 31). In 2013 the Norwegian 

government announced issuance of 45 “green” licences. The new licences are environmental 

friendly in sense of increased technical demands with regards to fight salmon lice and fish escapes 

to operate them. Complying with these technical demands will potentially increase production costs. 

The new licences are expected to increase the capacity in Norway with approximately five per cent 

(Fiskeridirektoratet 2013). Estimates from Kontali analysis calculate available sea areas along the 

Norwegian coast to be sufficient to increase production with approximately 50 per cent in the most 

extreme case. However it is not expected utilized in near time (Liabø 2013: 19).  

Scotland 

The system in Scotland is not directly based on giving licences; instead individual permission from 

three institutions is needed before one is allowed to use an area. Regulations of MAB are based on 

local environmental concerns varying between 100 and 2500 tons (Salmon Farming Industry 

Handbook 2013: 27).  

Licences are available for trade in Scotland, while under permission from the Competition 

Commission Authorities. Existing licences are on general renewed at expiration. New applications 

may take 1 to 2 years, and has to pass the Environmental Impact Assessment (EIA) process 

(Salmon Farming Industry Handbook 2013: 35).  

Chile 

Chilean salmon farming is based on two separate authorizations. The Fishery Sub Secretary 

(Economy Ministry) grants authorizations to operate facilities under given technical standard. In 

addition, one needs an area specific licence for production in national sea areas granted by the 



35 

 

Ministry of Economy and Defence. Licences permitted before 2010 are for indefinite time, while 

after 2010 25 years is the standard expiration time. The ministry also regulates the transfer of 

licenses and renewal of those who are time limited (Salmon Farming Industry Handbook 2013: 28).  

Kontali analysis estimates the maximum potential production growth in Chile, on the basis of 

available areas, to be in excess of 25 per cent from 2013 levels. This is given today’s regulatory 

regime is highly uncertain (Liabø 2013: 18).  

Canada 

In Canada location specific tenure licences are provided by provincial governments, for periods 

from 5 to 15 years. An annual rental fee, depending on the size of the tenure, is charged to the 

operators. Separately, the Federal Government will have to grant permission to operate given for 

one year at a time (Salmon Farming Industry Handbook 2013: 28).  

Transfer of licences in Canada can be a lengthy process and needs to be well founded. Since 2007 

only one new licence has been issued, and the application process can take up to several years 

(Salmon Farming Industry Handbook 2013: 35).  

Pestel, industry, forecast, analyst consensus, peer group presentation, multiple valuation, thesis in 

perspective, sensitivity, conclusion, scenario, summary, introduction, financial intro, cost of capial.  

3.2 The Five Forces in a competitive environment  
The professor from Harvard, Michael E. Porter, published in 1979 the article concerning The Five 

Forces affecting an industry. The purpose of the analysis is to describe companies’ profitability 

from the competitive situation. According to Porter, it is possible to determine a company’s 

profitability from five important factors, hence the name The Five Forces. In his framework, Porter 

accounts for long-term variances in the economic returns of one industry versus another. These Five 

Forces are presented in figure 3.9 below.             
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Figure 3.9: The Five Forces framework 

 

Source: Own construction, Porters Five Forces 1979  

The company must understand how they work within their industry and how the forces affect the 

company in its particular situation. As Porter explains, the collective strength of these forces will 

determine the ultimate profit potential and attractiveness of an industry. Thus, the strategic goal for 

the company is to find an optimal position in the industry where the company best can protect 

themselves against these forces. Alternatively, how the firm can influence the forces in its favour 

(Porter 1979: 137).  

Even though Porter’s Five Forces stand out as a reputable framework, academics like Grundy, T. 

(2006) states that there still are limitations.  

First, the framework tends to over-stress macro analysis meaning that more industry specific focus 

is prioritized over product-market segments at a lower micro level. Second, it does not take 

management actions into consideration, which is an important part of success in an industry. Third, 

it tends to support the mind-set of an industry as a specific entity with clear boundaries. This is most 

likely less appropriate now where industry boundaries seem to be far more fluid. Finally, the five 

forces is an economic terminology, which may be too theoretical from a practicing manager’s 

perspective (Grundy, T. 2006: 215).  

However, we still find this framework relevant in analysing the farmed salmon industry. As long as 

the model is applied properly with well-selected inputs, it will generate important insights for 

managers, investors and analysts.             
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3.2.1 Threats of new entrants  
New entrants will increase the competition due to extra capacity, considerable resources, and the 

desire to gain market share. However, the significance of the threat depends on the entry barriers 

and the reaction from the competitors. There are six major sources of barriers to entry: 1. 

Economics of scale, 2. Products differentiation, 3. Capital requirements, 4. Cost disadvantages 

independent of size, 5. Access to distribution channels and 6. Government policy (Porter 1979: 

138).  

Economics of scale are said to be present if the unit cost of production is decreasing when quantity 

produces is increasing. As for the salmon farming industry, it started as a small-scale industry, 

where the companies were small and owned locally. However, in modern time the production and 

marketing became more advanced and economies of scale and – scope developed in several of the 

processes (Asche and Bjørndal 2011: 39).  During the last decade there has been a tendency towards 

consolidation in the salmon farming industry. In 2001, Norway had 259 fish farming companies 

within salmon and other related products. In 2011, only 130 companies reported the same (ssb.no: 

26.06.2012). Merger and acquisitions of smaller family owned firms by bigger companies is the 

major reason behind the reduction. As of figure 3.10, the harvest volume has increased despite the 

reduction in companies. This consolidation trend is expected to continue in the future due to great 

advantages of economies of scale and – scope (Asche, Roll and Tveterås 2008: 284).  

Figure 3.10: Development in companies and harvest volume 

 

Source: Own construction, Statistiske sentralbyrå 2013 
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As several established companies already possess economies of scale a potential entrant will have 

problems with creating a profitable business due to the major companies’ ability to push the price 

down. Furthermore, the salmon farming industry is a capital intensive and volatile business. This is 

a result of a long production cycle, a fragmented industry, technology complexity and expensive 

licenses and equipment (Chandra: 200). From figure 3.11 below we want to describe a new 

company entering, taking salmon prices into account. Note that the red line describes a target of 

feed conversion ratio (FCR) equal to 1.0 while the purple line describes the industry average with 

FCR equal to 1.2.  

Figure 3.11: Years of payback time on investments  

 

Source: Salmon Farming Industry Handbook 2013 

As explained in the Salmon Farming Industry Handbook (2013: 52) and from their test of 

“Investments and payback time for new entrants” (see figure above), new companies in the industry 

will experience higher average production costs. This is due to high entry barriers in terms of 

capital need and falling production costs with quantity. Thus, if historical average sales prices of 

NOK 27 are taken into consideration, payback time for the original investments would be around 15 

years for new companies. This result is however sensitive to sales price and FCR as the figure 

above shows.  

Location plays an important role in farming of salmon and countries can thus experience cost 

disadvantages independent of size (Salmon Farming Industry Handbook 2013: 13). In addition, 

licenses are necessary to operate in fish farming. This is explained more detailed in the PESTEL 

analysis.   

Threat of new entrants in the industry is considered low. 
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3.2.2 Bargaining power of suppliers 
Suppliers can use several methods in order to exert bargaining power on companies in an industry. 

Some of the methods would be to raise prices or to reduce the quality of purchased goods and 

services. However, the power of each important supplier group depends on a number of 

characteristics of the market situation and on the importance of its products compared to others. For 

instance, the cost of changing suppliers is related to the number of suppliers available in the 

industry.   

The cost drivers are closely linked to the value chain. MHG’s ability to exploit opportunities in this 

area is therefore crucial to their future position in the industry. As salmon farming is a biological 

production, the cost drivers in the early stage of the value chain will have great influence on the 

remaining cost structure. In all protein production industries feed makes up the largest share of the 

total cost, and for MHG this represents approximately 50 per cent of operating expenses (Salmon 

Farming Industry Handbook: 42). Efficiency in feed consumption is therefore of great economic 

significance for the companies in the industry. From table 3.1 it is notable that feed will have a large 

effect on the companies’ profitability.  

Table 3.1: Main cost components 

 

Source: Own construction, Salmon Farming Industry Handbook 2013  

A fragmented supplier-industry with tough mutual competition is an advantage for the buyer as 

there will be a great number of suppliers and hence great bargaining power. However, if the 

supplier industry is dominated by only a few players the bargaining power of the suppliers increases 

(Porter 1979: 140).  
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As previously explained, over the last decade the salmon farming industry has experienced a strong 

consolidation tendency. The same has occurred for the salmonid feed industry. In 1998, five 

suppliers held the majority of the market share. Since 2008 the market has been controlled by only 

three producers (BioMar, Ewos and Skretting), holding nearly 90 per cent of the feed output. 

Figure 3.12: Feed producers’ market share 

 

Source: Salmon Farming Industry Handbook 2013 

These companies can be considered as global players as they are present in most of the regions 

where the major volumes of farmed salmon are produced (Salmon Farming Industry Handbook 

2013: 45. From figure 3.13 below it is notable that there has been a positive trend in the EBITDA 

margin from 2008 to 2012. A higher EBITDA margin could be linked to the reduction of suppliers 

of fish feed, giving the main three suppliers some bargaining power and thereby higher margins.  

Figure 3.13: Development fish feed producers 

 

Source: Own construction, Annual reports from 2008 to 2012 for BioMar, Skretting and Ewos  
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In 2012 MHG purchased most of its fish food from Skretting, which amounted to 60 per cent of 

total supply. EWOS and BioMar delivered the remaining amount (MHG - Creating an energy 

efficient protein company: 4). When three companies are supplying more or less 100 per cent of the 

fish feed, it could indicate that the suppliers possess great bargaining power. 

If the suppliers’ products are differentiated, they will achieve higher bargaining power. The quality 

of the fish feed thus depends on the producers’ way of mixing the fish feed. However, the fish feed 

is fairly homogeneous in the industry and the cost of switching suppliers is therefore considered low 

(undercurrentnews: 2013).  

MHG aim to produce 40 per cent of their required feed supply worldwide, which is to say, a yearly 

production capacity up to 220 000 tons of salmon feed.  Production is expected to begin the in July 

2014. The remaining 60 per cent will be bought in the marketplace as earlier. The feed production 

agreement is between the largest European institute for applied research within fisheries, 

aquaculture and food, Nofima, and the leading Norwegian agricultural feed producer, Felleskjøpet 

Rogaland Agder.  Own production of fish feed is considered to reduce the power of feed suppliers 

relative to MHG. Additionally, producers supplying the ingredients to fish feed will turn into 

important collaborators (Annual report 2012: 14). The purpose of the feed production is to gain full 

control over the value chain to ensure quality and reduce biological risk. Hence, there is no 

conclusion regarding optimization in costs, production volume and so on. This was clearly stated in 

Hegnar.no (2012) where investment banks such as Pareto and First securities revised down the 

future expectations of the company after the press release.  

As an integrated company MHG is less dependent of suppliers than other operators in the industry. 

Therefore the bargaining power of suppliers is lower.  

Bargaining power of suppliers is considered medium.  

                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                        
3.2.3 Bargaining power of customers  
Customers with high bargaining power are a threat in line with powerful suppliers. They can force 

down prices, demand higher quality or more service, and play competitors off against each other. 

All these factors will affect an industry’s profitability (Porter 1979: 140). As with suppliers, a great 

amount of customers is an advantage for the MHG. Conversely, if numbers of customers are small 

the company will be more dependent on customers’ demands. If there are few customers in the 
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market, they can put considerable pressure on the company and demand higher quality and/or lower 

prices.  

Historically, countries had their main markets they supplied with farmed salmon. Norway was very 

focused towards EU, Russia and Asia. Chile was serving USA, South America and Asia. Canada 

was also serving USA, although more directed against the west coast, and Scotland was mainly 

domestic and had thereby a limited export operation. The graph below illustrates the sales by MHG 

to different regions. 

Figure 3.14: Salmon sales by Geography 2012 

 

Source: Own construction, Annual report 2012 Marine Harvest 

In recent time a new trend has expanded where Norwegian fresh salmon meets more competition 

from Chilean frozen salmon in the European market.  Additionally, it has been developed a strong 

competition between primarily Norwegian and Chilean salmon in the Japanese market. 

Furthermore, there has been an increase in export from Scotland and Norway to USA during the 

period where supply from Chile dropped due to biological challenges (Salmon Farming Industry 

Handbook 2013: 14). This demonstrates that the market is becoming increasingly globalized 

resulting in more alternatives for customers and thereby greater bargaining power (Porter 1979: 

140). Nevertheless, due to cost of logistics there will still be regional markets for fresh salmon in 

the different countries. As of today, only frozen salmon can be made available in large quantities for 

distant markets at low costs. Since fresh salmon is requested, regional markets will still be of 

significance.   
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Figure 3.15: Customers MHG 

                  

Source: Own construction, Salmon Farming Industry Handbook 2013 

MHG sell their products to a variety of purchasers; Retail, Food Service (hotels restaurants, 

catering), industry, distributors and others. The difference in customers from each business unit 

varies to a great extent. As stated in the salmon farming industry handbook (2013: 71), MH Canada 

and MH Chile sell most of their production to distributors. However, in Norway and Scotland, most 

of the production is head-on-gutted (HOG) and therefore sold to industrial customers, who operate 

with next-level processes of the salmon into other products as filet, portions, smoked salmon or 

ready meal products. The value adding processing sells most of the production to final sales point 

met by end consumer.  

Due to greater competition in all markets and an extremely fragmented seafood industry with lots of 

players worldwide, the bargaining power of customers will naturally increase. Only in Europe the 

seafood industry contains more than 4000 players, which can affect the salmon industry. Most of 

the companies are relative small, but nonetheless it increases competition in the market and for 

MHG (Salmon Farming Industry Handbook 2013: 17).  

Bargaining power of customers is considered medium. 
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3.2.4 Threat of substitute products or services 
Substitute products or services limit the potential of an industry in terms of placing a ceiling on 

prices. Unless a company can upgrade the quality of the product or differentiate it in some way, the 

industry will suffer in earnings and possibly in growth. Thus, the higher the price-performance 

trade-off obtained by substitute products, the lower the profit potential for the industry will become. 

If a product has many substitutes the product normally has high elasticity indicating that an increase 

in price will increase demand for the substitutes (Porter 1979: 142).  

Substitutes to farmed salmon are typically all products that can meet the same utility for customers 

and can be categorized as alternatives affecting the margins in the food industry. Naturally, 

substitutes would be protein rich food like cattle, poultry, pork, sheep and other forms of seafood. 

The four first protein sources are farmed, and now also several seafood sources are farmed, like 

farmed salmon (Salmon Farming Industry Handbook 2013: 10). As of today, pork is definitively the 

largest source of animal protein in Europe with 37 per cent of the market share. Seafood comes 

second, although farmed salmon only accounts for 4 per cent of the seafood. Figure 3.16 gives an 

overview of the largest sources of animal protein.     

Figure 3.16: Market share-Animal protein sources 

 

Source: Own construction, Salmon Farming Industry Handbook 2013 

Even though Atlantic salmon has experienced more than 600 per cent increase in production since 

1980, it still represents a diminutive share compared to most other seafood categories. However, 

there is a positive trend in farmed salmon production indicating greater demand from customers.  

As mentioned the PESTEL analysis, this is potentially due to the salmon products differ from the 

other protein sources in terms of high levels of fatty acids from omega-3 and other healthful 
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ingredients. The attention on eating more fish in order to obtain a healthy condition, and especially 

with focus on fat fish like salmon, can reduce the threat of substitutes. However, due to several 

options of consumption of for example omega 3 tablets and other vitamins through supplements, it 

is possible for consumers to focus on even cheaper forms of protein and still get the recommended 

fatty acids and vitamins.  

When observing figure 3.17, salmon has become relatively cheaper than other sources of animal 

protein. Especially the gap to poultry has increased over the years. However, despite salmon having 

become relatively cheaper, it is still categorized as a rather expensive product in the shelves 

(Salmon Farming Industry Handbook: 23).  

 Figure 3.17: Price development protein sources  

  

Source: Own construction, IMF 2013 

Sustainability is “pertaining to a system that maintains its own viability by using techniques that 

allow for continual reuse” (Dictionary 2013). For aquaculture and agriculture, sustainability is 

measured through the feed conversion ratio (FCR). The FCR tells us how many kilograms of feed 

needed to increase an animal’s bodyweight by one kilogram. From figure 3.18, if we compare 

farmed salmon with poultry, pork and cattle, we find a large variation in the FCR between 1.2 and 

8.0. The salmon is the most efficient in production and cattle are the least. In other words, we get a 

large amount of food/meat per kilogram feed used when producing salmon indicating, “doing more 

with less” (Salmon Farming Industry Handbook 2013: 10). Following an increased concern for the 

world’s food supply this should give farmed salmon a competitive advantage in a political view.    
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Figure 3.18: Feed conversion ratio  

 

Source: Own Construction, Salmon Farming Industry Handbook 2013 

When evaluating substitutes we also need to include wild catch of fish. As mentioned earlier, there 

is a high probability that there will be stagnation in wild catch over the years. Hence, the demand 

for fish farming products will increase, including farmed salmon.  

Due to low prices of cod, salmon suppliers have experienced increased competition and a slight loss 

of market shares. This indicates a certain substitution effect between different species and between 

red and white fish (Globefish 2013c).  

Threat of substitute products is considered medium.  

3.2.5 Competitive Rivalry (between existing players) 
Rivalry between existing competitors takes the familiar form of jockeying for position. In other 

words, competitors are using whatever methods they can in order to get it or do it before their 

competitors can get it or do it.  Typical tactics used would be price competition, product 

introduction, and aggressive advertising “fights”. Intense rivalry is related to a number of factors: 1. 

Competitors are numerous and roughly equal in size, 2. Industry growth is slow, 3. The products 

lack differentiation, 4. Exit barriers are high and 5. Rivals are diverse in strategies creating 

misunderstandings (Porter 1979: 142).  

Below there is an overview of the top operators in the major areas of farmed salmon production. 

The largest corporations in each region are considered the most comparable companies with respect 

to MHG. 
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Figure 3.19: Market share MHG 

 

Source: Own construction, Salmon Farming Industry Handbook 2013 

From figure 3.19, MHG operates as the largest producer of farmed salmon in all regions. In 

Norway, UK and North America MHG is a superior operator positioned approximately ten per cent 

above the nearest competitor, producing nearly one third of the total amount.  Due to the acquisition 

of Morpol – Meridian Seafood, they have an even greater market share in the UK.  

Since farmed salmon is a relative homogenous good that results in a differentiation problem, the 

operators may find it difficult to compete without focusing on low prices. This will automatically 

materialize into a tougher competition where large companies benefit from the size and production 

quantity. Furthermore, R&D continues to plays a larger role in the farmed salmon industry, 

primarily because of cost efficiency, but also because of diseases and other environmental issues. 

Smaller firms may have difficulties following the same development as larger firms due to their 

comparative advantage in financial resources and production capacity (Salmon Farming Industry 

Handbook 2013: 56). 

Salmon, and especially Norwegian salmon, is categorized as a better-quality product in many 

countries (Salmon Farming Industry Handbook 2013: 70. In that way the Norwegian salmon has 

achieved a differentiation acknowledgement that may justify higher prices. An example is the 

Norwegian “Salma laks” which is a rare incident where a fresh fish product has become a well- 
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known brand with high recognition in the seafood market (Maritime Danmark 2013).  As for MHG, 

the differentiation with VAP through Morpol can reduce competition with current competitors.    

The competitive rivalry is considered medium to high.  

3.4.6 Conclusion 
In the table below zero is considered as low power and ten as high power.  
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4 FINANCIAL ANALYSIS 
Understanding MHG’s past is essential in forecasting its future. The financial analysis is the 

second step in preparing precise estimates of future performance. The objective of the financial 

analysis is to reveal the historical development and level of financial performance in the historical 

period, 2008 to 2013. 

The historical data in the analysis is based on annual reports from the MHG and peer group in the 

period 2008 to 2013. As mentioned earlier a six-year time frame is suitable for assessing historical 

performance in the farmed salmon industry, as this corresponds to the length of a typical business 

cycle.  Due to the characteristics of the industry, we find it important to assess the context of one 

complete business cycle. A decline in recent performance does not necessary indicate a long-term 

negative trend, but rather a shift to a different part of the cycle. In the analysis we will ensure 

continuity between and within analysed companies.  

 

A reformulation of the peer groups’ balance sheet and income statement is necessary in preparing 

key financial ratios for a comparable and methodical analysis. In section 4.2 we will go through the 

reformulation. 

 

We have selected historical numbers for Morpol from 2011 to 2012. Morpol went through large 

structural changes during 2010 making comparison across time less relevant. As a result of the 

acquisition during 2013 Morpol does not have a complete financial statement for 2013. We are 

therefore left with limited historical information regarding Morpol, but will however reformulate 

them and present them graphically during the analysis. 

4.1 Peer group presentation 

In this section we will define a relevant peer group for MHG. The determined peer group will serve 

as a benchmark in our financial analysis, and in the multiple valuation section. The chosen peer 

group consists of three companies: Grieg Seafood, Lerøy Seafood and SalMar. Cermaq is one of the 

largest companies globally that operates within fish farming, but has historically had major share of 

their operations within fish feed (Cermaq 2013), making financial comparison less relevant. This 

causes us to not include Cermaq in the peer group. Other operators are excluded as a result of too 

large differences in size and business characteristics.  
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Companies in our peer group are chosen with as high similarity as possible in size, operations, 

structure, regional presence and maturity. All companies are listed at Oslo Stock Exchange. 

Although our peer group is chosen on basis of homogeneity and possible comparison, there will 

always be some deviations within the group. This is essential to pay attention to during further 

analyses and valuation. Lerøy Seafood and SalMar are more weighted in Norwegian operations than 

Grieg Seafood and MHG. Converging production costs and large correlation across regions will 

reduce the problem of comparison between these companies (Vassdal 2011).  

4.1.1 Grieg Seafood (GSF) 
GSF produce, process and sell Atlantic salmon and trout. The company has headquarters in Bergen, 

Norway and production facilities in several regions domestically and worldwide. In Norway 

production is located in Finnmark and Rogaland and internationally in Shetland (Scotland) and 

British Colombia (Canada).  Approximately half of the produced volume originates in Norway. The 

company has been listed at Oslo Stock Exchange (OSE) since 2007 (Annual report 2012: 13). GSF 

is currently working towards a larger degree of integration and becoming self-sufficient in smolt 

(Annual report 2012: 12).  

4.1.2 Lerøy Seafood Group (LSG) 
LSG is the second largest producer of farmed salmon in the world. The group’s main production 

facilities are located in Norway where it holds a market share of approximately 12 per cent (2012) 

(Salmon Farming Industry Handbook 2013: 24). LSG today is a fully integrated seafood company 

delivering mainly salmon and trout. In Norway the group holds approximately 130 licences by the 

end of 2012 with a work force of close to 2000 employees (Annual report 2012: 15). Since 2002 the 

company has been listed on Oslo Stock Exchange (OSE) (ibid: 4).  

4.1.3 SalMar 
SalMar owns 81 licenses for salmon production in mid- and north-Norway, making them the third 

largest in the country, and in the world. In addition, SalMar owns 50 per cent of Scottish Sea Farms 

Ltd, the second largest producer in Great Britain with an annual production capacity of 30 000 tons 

gutted weight. Traditionally SalMar has been characterized by being among the most cost-efficient 

salmon producers. The company has from the start developed to being a fully integrated salmon 

producer, from fish eggs to sale of processed products. SalMar has been listed on Oslo Stock 

Exchange since 2007 and has approximately 1000 employees (SalMar n.d.) 
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Figure 4.1: Revenue 2013 (MNOK) 

 

Source: Own construction, Q4 reports 2013 

4.2 Reformulating the accounting statements 

A company consist of operating, investing and financing activities. When you calculate financial 

ratios to measure a firm’s profitability, it is valuable and important to separate financial items and 

operational items in the financial statements. This is necessary since company’s operations is the 

primary driving force behind value creation and therefore important to isolate. Moreover, a 

company’s operation is what makes the company unique and thereby difficult for other companies 

to copy. Financial activities are much easier to replicate (Petersen & Plenborg 2012: 68). To 

determine which activities to include in operations and financing it is important to know the 

business. The balance sheet does not specifically differentiate between operating and financial 

assets, or operating and financial liabilities (Petersen & Plenborg 2012: 70). Further, it is needed to 

be able to separate transitory and permanent items in order to find whether they are correctly 

categorized in practise (Petersen & Plenborg 2012: 390). 

We will in our analysis not only reformulate MHG’s financial statements, but also its competitors’ 

in order to secure the comparability of the reported numbers. The companies chosen for the analysis 

are listed on Oslo Stock Exchange and therefore organize their financial statements according to 

International Financial Reporting Standards (IFRS). The reliability of the analysed companies will 

thereby increase.     

Operating lease adjustments  

Accounting standards present operational leases as off-balance sheet contracts on a pay-as-you-go 

basis reported in operational expenses. Even though companies are contractually obliged to these 

lease payments, and failure could trigger events of default, no debt is recognized in the financial 
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reports. Operational leases result in lack of comparability between companies, and falsely low 

balance sheet sizes on assets and debt. Our method for operating lease adjustments is presented in 

Moody’s Global Standard Adjustment to Capitalize Operating Leases (Moody’s 2006). Moody’s 

analytical response to the problem is to correct the financial statements as if assets where bought, 

financed with debt, and thereby naturally depreciated over time. The balance sheet is adjusted with 

adding debt and fixed asset. The amount is calculated by multiplying the current rent by an industry 

specific factor. In the income statement one-third of the current rent expense reported as operating 

expenses is reclassified as interest expense, and the remaining as depreciation of fixed assets. In the 

adjustment we have applied the industry specific multiple of consumer products (ibid: 3).  

Differences between companies and through time 

Although we have reformulated income statements and balance sheets to account for variability in 

financial reporting as well as the effect of leverage, there will still be some differences between the 

companies and within the companies in the time period. This is particularly with regards to the 

operational characteristics and risk. Grieg Seafood has a significant sales and distribution network 

that includes purchase and reselling of salmon from smaller farmers. MHG and Lerøy Seafood 

Group are integrated companies with operations for instance within value added processing. Larger 

extent of integrations creates some differences in operational risks and helps at some degree to 

distance the operational risk from salmon price volatility. We believe that the included companies 

core operations are equal to a large enough extent to develop a valuable financial analysis, while we 

will still stay aware of the differences. 

As of 1st of October 2013 Morpol’s financial result is integrated to the MHG’s financial statement. 

As a result of this, MHG’s financial statement for 2013 contains 3 months of Morpol’s results. 

Unfortunately we do not have detailed information regarding the size of the accounting items 

include in the financial statements, and is therefore not able to separate them accordingly. 

Consequently we have not made any adjustments to the financial statements of 2013. This will 

primarily impact the growth rate from 2012-2013. The balance sheet in 2013 where Morpol is 

integrated has been adjusted to keep consistency between the financial statements and balance 

sheet. 
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4.2.1 Formulating the analytical income statement  
In an analytical income statement every accounting item need to be classified as belonging to either 

operations or finance. Thus, we want to calculate the NOPAT, which is the net operating profit after 

tax. Operating earnings is a key performance measure, as it shows a firm’s profit from its core 

business regardless of how it has been financed (Petersen & Plenborg 2012: 73).  

Impairment losses are non-recurring changes in the value of the company’s assets resulting in a 

write down of an overstated value reported in the balance sheet. In 2008 to 2009 companies 

operating in Chile had write-downs on biomass in relation to outbreak of the ISA virus. Apart from 

this there are only moderate size items related to for instance goodwill. Impairment losses are 

extremely variable and hard to forecast. As they also are transitory in nature we feel it is naturally to 

remove them from the reformulated income statement, making comparison more relevant.   

Salmar and Grieg Seafood report Other income that is not directly related to the sale of salmon 

separately in the income statement. They are still regarded as operational by the companies 

themselves. Due to lack of further information regarding the further content of these items or 

corresponding balance sizes enabling these earnings they are classified as operating. 

Gains and losses on sales of tangible assets are related to sales of business entities or other fixed 

assets. This item is removed, as sales of assets are not a part of the business model or core 

operations for any of the included companies.  

Income from associated companies is for all companies in the peer group classified as operational 

activity in our reformulated income statement. Within the companies it is variable what is included 

or excluded from the operating profit in the financial statements. In all companies these incomes 

originates from associates operating within the seafood business. We regard these investments as 

core operations and thereby classify them as operational. Exclusively classifying these items as 

operational will also remove inconsistency in classification policies between the companies 

themselves.  

Restructuring costs is reported separately in MHG’s financial statements and are related to a 

reduction in the number of European processing sites and restructuring in Chilean smoked salmon 

operations. Although these particular restructurings may be transitory we believe it is a natural part 

of running a large multinational business in a volatile environment to be continuously changing. 

Restructuring costs in general it therefore not regarded as transitory for the group as a whole, as we 
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believe new projects will always arise. We choose to keep this item in the reformulated income 

statement for MHG. 

Biological assets within fish farming are measured in the financial statements to fair value less costs 

to sell reflecting the expected price. The accounting principles are regulated by the IAS 41 

Agriculture – for transformation of biological assets into agricultural produce (Deloitte n.d.). The 

changes are reflected as profit or loss on a continuous basis as Adjustments of biomass to fair value. 

Revenues within fish farming will always be affected by the volatile nature of the salmon price. By 

including these changes in the reformulated income statement we will ensure the value changes to 

be reported in the relevant period, at the same time we will ensure that the effect of the price 

changes will impact the financial results for all companies in the peer group at the same time. We 

find this solution to best comply with our purposes of comparison across companies.  We choose to 

include Adjustments of biomass to fair value and Fair value adjustments for onerous contracts in 

the income statement in order to be consistent with the relevant invested capital expected to yield a 

return.   

Other comprehensive income reported in changes in equity contains only financial hedging 

contracts and currency effects and is therefore classified as financial.  

Effective tax rate is chosen as a proxy for the corporate tax rate. This expresses the average tax rate 

on all income and reflects different tax regimes across countries within the groups. By applying the 

effective tax rate we assume that operating and financial income is taxed at the same rate.  

4.2.2 Formulating the analytical balance sheet 
In the analytical balance sheet it is also necessary to isolate operating items in order to achieve 

symmetry with the income statement. The combined investment in a company’s operating activities 

is called invested capital or net operating assets and is equal to the sum of operating assets minus 

operating liabilities (Petersen & Plenborg 2012: 73). In other words, invested capital represents the 

amount a firm has invested in its operating activities and which requires a return. Thus, the 

definition of NOPAT in the income statement has to be estimated with consistency with the 

definition of invested capital so it only includes profits generated by invested capital.  

Following from consistency with the income statement the item Investments in associated 

companies is in all cases considerer core operational activity and thereby classified as operational 

assets.   
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Pension liabilities is discounted at present value in the financial statements and is therefore 

classified as financial items in the reformulated balance sheet. These are reported in the 

consolidated balance sheet under other non-current liabilities.  

Cash and cash equivalents should optimally been separated and divided up into operational cash 

and excess cash classified as investment and thereby financial activity (Koller et. al. 2010: 143). As 

we have no further information related to the decomposition of this item we choose to classify it 

exclusively as excess cash and thereby a financial item.  

Deferred tax liabilities occur with temporarily differences between taxable income and accounting 

earnings, which are treated under different sets of standards. The amount and time of payment on 

deferred tax is highly uncertain. If firms make new constant investments deferred tax liabilities may 

never be paid at all (Petersen & Plenborg 2012: 431). This is the reason why some prefer to regard 

them as quasi-equity. Whether these items are recognized or not depends on how likely it is to be 

realised in the future. It is questionable whether the major actors in the industry will maintain 

investments at the same relative size from today’s levels in the long run due to capacity constraint. 

We will therefore classify the Deferred tax liabilities as operating liabilities being subtracted from 

operating assets.  

Lerøy Seafood Group and MHG have Deferred tax assets that often are related to loss carry 

forwards. We do not have particular information which activities these are related to; tax assets are 

however in most cases traced back to operations (Petersen & Plenborg 2012: 88). We will therefore 

classify them as operational assets.  

We believe it provides a false image when calculating ratios on closing accounts as changes in 

balance sizes happens throughout the year and not 1st of January. We have therefore chosen balance 

sizes as the average between the openings and closing accounts, as we believe this is a better proxy 

for the annual averages.  

4.3 Profitability analysis 

The profitability analysis is one of the key elements of financial analysis. A strong profitability is a 

sign of economic strength and helps to ensure a satisfactory return to shareholders, and good 

relationship with the stakeholders. Further, measuring a firm’s historical profitability is an 

important element in defining a valid forecast for a company (Petersen & Plenborg 2012: 93). When 
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analysing financial rations it is necessary to consider two aspects in order to find a reliable forecast 

later on; the level and trend of the ratios.   

The ratios analysed in this section are organized through the Du Pont Model presented in figure 4.2. 

The analysis will begin with analysing the return on invested capital (ROIC). Consequently, the 

ratio will be decomposed into profit margin (PM) and turnover rate of invested capital to explain 

whether better revenue and expense relation or improved capital utilization drives MHG’s 

profitability. Index and common-size analyses will be used when necessary to improve the 

overview of trends.  

Figure 4.2: Du Pont model 

 

Source: Own construction, Plenborg & Petersen 2012: 94 

In our analysis we have chosen to use pre-tax numbers in order to analyse how the companies 

perform on what we consider as operational drivers. Tax is obviously a value driver which should 

be implemented in management decision making in order to optimize value creation for investors. 

However, since MHG and the peers’ have divisions in different countries with different tax 

schemes, an after tax comparison will create a skewed picture of the managements’ ability to create 

value.  

4.3.1 Return on Invested capital 
Return on invested capital (ROIC) is the main measure for operations profitability. The ratio states 

the operating return on capital invested in a firm’s net operating assets. In general, ROIC is a better 

measure of company performance than return on equity (ROE) or return on assets (ROA), because 

it focuses solely on a company’s operation. The higher the ROIC and the more ROIC exceed the 

weighted average cost of capital (WACC), the more value the company will create. This is due to 

higher return than cost on the capital invested. Being able to recognize and predict what drives and 

sustain ROIC is necessary to all strategies and investment decisions (Petersen & Plenborg 2012: 

94).    
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ROIC is defined as: 

     
        

                
                                                     

From figure 4.3 one can notice that MHG creates value for its shareholders (ROIC>WACC; 

positive EVA) in year 2009, 2010 and 2013. In relation to the cost of capital, it is assumed that the 

WACC in section 7.1 is reliable for the historical period. Further, we will decompose ROIC and do 

a more detailed analysis around the variation in ROIC.  

Figure 4.3: ROIC vs. WACC 

 

Source: Own construction, Annual reports 2008 to 2013 and Datastream 

4.3.2 Decomposition of return on invested capital 
In figure 4.4 we have compared MHG´s ROIC before taxes with all selected peers. We have also 

conducted a table for MHG´s development. In addition, we have decomposed ROIC into profit 

margin before taxes (EBIT) and turnover rate of invested capital. 

The turnover rate of invested capital refers to how a firm utilizes its invested capital to generate 

revenue, or differently stated, how long a firm has tied up invested capital in operating activities. 

All thing being equal, it is advantageous to have a high turnover rate of invested capital. However, 

the profit margin refers to how much of the revenue that is converted into operating earnings, and 

thereby promotes the relation between revenue and expenses (Petersen & Plenborg 2012: 108).  
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Figure 4.4: ROIC decomposed MHG and peers 

 

Source: Own construction, Annual reports 2008 to 2013 

 

Table 4.1: ROIC before tax MHG 

Source: Own construction, Annual reports 2008 to 2013 

From the figure overview it is clear that ROIC before taxes in MHG is highly explained by the 

variation in profit margin, in other words, the revenue expense relation. Turnover rate of invested 

capital is more or less stable from 2008 to 2013 indicating stable relation between generated 

revenue in relative to capital invested. Further, there is a correlation between the turnover rate and 

the profit margin, even though the volatility in profit margin exceeds the volatility in turnover rate 

to a great extent.  

The profit decreases from 29 to 8 per cent giving a decline in ROIC from 26 to 7 per cent from 

2010 to 2011. This variation highlights the characteristics of the industry (See section 2.2.4). The 

volatility is significant for MHG and all the peers.  
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Concerning the turnover rate MHG has a more stable development than the peers, demonstrating 

that the revenue generated in terms of capital invested is more balanced. Both GSF and SalMar are 

fluctuating around the same level as MHG. However, LSG has significantly higher turnover rate 

than the rest. We expect their turnover rate to be higher than the industry average as LSG can use its 

distribution network to resell its product and products made by others, without having to make any 

major investments.  

In general, LSG and SalMar give the impression of performing over average when observing the 

ROIC. In LSG case it is due to their high turnover rate. SalMars position is due to their higher profit 

margin expressing high cost efficiency. In addition, VAP business and their more extensive use of 

forward contracts, to hedge risk, could be part of the reason (Salmar Annual report 2013: 69). GSF 

is obviously the company under performing in the market, which could be caused by few value 

adding businesses and low cost efficiency making them very volatile to spot prices. MHG is overall 

performing average with the steadiest profit margin and turnover rate, and thereby ROIC. This 

indicates that MHG is well hedged, reducing operational risk by value adding divisions making 

them less affected by variation in spot prices.  

As mentioned in the company description, in 2010 MHG´s revenue and EBIT was on historically 

high levels due to a record high salmon price and a strong global demand. Additionally, Chile 

returned to profitability after three tough years (Annual report 2010: 3-4). In 2013 MHG achieved 

all time high revenue due to record high prices for salmon. Partly offset by the lower volume of 

harvested salmon and slightly higher cost (Interim Report Q4 2013: 2). This is easily observed from 

the table above. In addition, considerable capital was re-invested to strengthen the divisions of 

MHG: Feed, Farming and Sales and Marketing (Annual report 2013: 100). Thus, invested capital 

and generated revenue correlates. 

4.3.3 Further analysis of profit margin  
A further decomposition of the profit margin is necessary in order to analyse how the cycles affect 

the ratio. This can be done by index (trend analysis) and common-size analyses where important 

operating items takes into consideration. However, one should keep in mind that index numbers do 

not reveal the relative size of each item. For this purpose we use common-size analysis (Petersen & 

Plenborg 2012: 112).     
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4.3.3.1 Index analysis 

From the trend analysis in table 4.2, we can see that revenue increases by 42 per cent during the 

historical period, while cost of materials only increase by 16 per cent. This is primarily due to the 

salmon price. When observing the development in fish feed purchases, it has almost increased twice 

as much as the cost of materials. As mentioned in the strategic analysis, fish feed purchases 

amounts to approximately 50 per cent of total costs. When knowing that MHG expects to produce 

40 per cent of their fish feed consume and has high price development in fish feed, it is 

understandable why they implement this production site in their internal value chain (Annual report 

2013: 13).  

Table 4.2: Index analysis MHG  

 

Source: Own construction, Annual reports 2008 to 2013 

Furthermore, salaries and other personnel costs increase by 25 per cent and other operating costs by 

85 per cent. As the increase is highest in 2013 this is most likely due to the acquisition of Morpol 

where particularly and salary and personnel costs got affected by a high increase in employees 

(Annual report 2013: 83).  

When analysing the profitability we want to emphasize EBIT. However, since the result was highly 

affected by the financial crisis in 2008 and industry cycles we have an almost non-comparable 

EBIT in the trend analysis. Therefore we choose to use the common-size analysis for this section. 

4.3.3.2 Common-size analysis 

Below we have made both a common-size analysis in terms of - revenue and harvested quantity. 

Note that the common size analysis is conducted on basis of consolidated financial statements for 

MHG and Morpol. This is to ensure consistency with the following forecasts done in section 6. By 

dividing the income statement values with harvested quantities we can determine whether prices or 

quantities are driving growth. This is an important issue due to the cyclic industry. If one imagines 

and pure farmed salmon producer, revenue divided by kilograms would be the spot price for salmon 

and other fish farmed. However, since MHG is heavily present in many other divisions and 
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segments than only production, they are able to charge a premium on their products. This will be 

explained closer later in this section 6. The same issue appears for the production cost which 

increases due to other operating sites than just production of farmed salmon.   

Table 4.3: Common-size analysis MHG and Morpol consolidated    

                                                   
Source: Own construction, Annual reports 2008 to 2013 

As from the index analysis, we saw an increasing trend in all expense items and especially fish feed 

is an important factor. However, when looking at the common-size analysis we get a clearer picture 

of the actual relationship between revenue and expenses. As we can observe from the analysis, cost 

of materials was high in 2012. We know that MHG had all time high harvest volume in 2012, 

however, due to low spot prices the expenses increased more than revenue (Annual report 2012: 4). 

From appendix 12.2 we notice that the same occurred in 2008 and 2009 as an effect of the financial 

crisis, and in combination with low productivity in Chile and high fish feed costs (Annual report 

2008 and 2009: 3). As for 2013, the relative share of cost of material decreased dramatically due to 

high spot prices on salmon (Annual report 2013: 5).  

As from the figure above we notice that there has been a volatile trend in the EBIT. As mentioned, 

EBIT dropped markedly in 2012 due to low spot prices of fish (Annual report 2012: 4). The low 

EBIT margin in 2011 is affected by a challenging year for Marine Harvest Canada due to high costs 

and issues related to Kudoa, a parasite affecting the fish flesh (Annual report 2011: 4). In 2013, 

MHG had an extremely increase in EBIT from previous year, and achieved all time high EBIT, 

mostly due to high spot prices (Annual report 2013: 5). 
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Table 4.4: EBIT per kilo harvested (MHG and Morpol consolidated) 

 

Figure 4.5: EBIT per kilo harvested (MHG with peers) 

        

Source: Own construction, Annual reports 2008 to 2013 

From table 4.4 above one can see that average EBIT/kg is NOK 6,3 the last three years. From the 

industry’s point of view an EBIT/kg of approximately NOK 6,0 is satisfying (Marine Harvest; 

Havbrukskonferansen 2013: 11). This implies that MHG has performed adequately although a quite 

volatile EBIT/kg. The same conclusion applies to SalMar and LSG, while GSF seems to 

underperform and even achieve negative numbers in 2011 and 2012. As previously explained, the 

main reason for GSFs low performance is low cost efficiency. From the figure above, it becomes 

clear that prices are driving margins in the industry.  

Summarized the salmon price is considered to be the major reason for the fluctuations in EBIT/kg 

and revenue/kg. In addition, both estimates are moving in opposite direction of harvest volume 

indicating that MHG do not seem achieve same prices in periods producing more.  
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Figure 4.6: Trends in profit and harvest volume MHG  

                              

Source: Own construction, Annual reports 2008 to 2013 

From the figure above we notice that MHG cannot remain at the same profitability level when 

salmon price decrease, even though harvest volume increase. This specifies that prices drive the 

profitability and not necessary higher sales-amount in kilo.  

4.4 Production growth 

A firm’s growth is a function of many factors including market growth and level of competition in 

the industry. Thus, we want to observe growth in MHG and for the competitors. Table 4.5 below 

displays that price growth has been value creating for MHG’s revenue growth. However, in 2011 

MHG achieved growth in revenue despite a decrease in salmon price. This was driven by the 

production growth. Nevertheless, we know that the margins dropped simultaneously.  

Table 4.5: Growth  

 

Source: Own construction, Annual reports 2008 to 2013 and DataStream 

Furthermore, we want to investigate the potential of organic growth in terms of harvest volume. The 

maximum capacity utilization will probably not exceed 1200 tons per license over time for efficient 

producers in Norway (ABG Sundal Collier 2012: 13). If we observe the national average of harvest 

per license, companies have increased their production from year to year, indicating that they seem 

to reach the limit of standard license capacity. As for MHG, they produced 1100 tons per license in 

2013, a year where the whole market suffered from the first major drop in utilization. Thus, with 
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only limited potential for organic growth it will be tough for MHG to grow extensively in the 

future. 

Consequently, if MHG want to continue to increase production volumes significantly they need to 

invest in new licenses.   

Figure 4.7: Organic growth 

 

Source: Own construction, Annual report 2013, Fiskeridirektoratet and Kontali analysis 

The drop in harvest volume from 2012 to 2013 was basically driven by reduced smolt releases in 

2012 and a cold winter in 2013 contributing to a slower production cycle (Annual report 2013: 37). 

In addition, fish escapes increased dramatically from 2012 due to structural-related failure like tank 

– and net failure (Annual report 2013: 59). Thus, with a theoretical license limit of 1200 tons there 

will be opportunities to utilize against 1200 over the next years if effective operation. Measures that 

could increase the utilization, such as decreased production cycle, will take time to implement, be 

cost increasing, and the effect is not likely to be material during the next couple of years (ABG 

Sundal Collier Oct. 2012: 13). SalMar harvest exceeds the theoretical limit of 1200 tons, but such a 

level is not a likely national average. SalMar is a top operator, and also has very attractive locations 

(ABG Sundal Collier Jun. 2012: 35).  

4.5 Return on equity 
In the previous sections we analysed MHG´s operating profitability. Return on equity (ROE) 

measures the profitability where both operating – and financial activities are taken into account 

(Petersen & Plenborg 2012: 117).  
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ROE is defined as: 

                      

Financial leverage (FGEAR) measures the degree to which firms’ activities are funded by owner’s 

funds versus creditor’s funds. It is defined as net interest bearing debt (NIBD) divided by the book 

value of equity.  

There is no perfect model deciding a company’s optimal leverage ratio even though academic 

researchers have investigated the issue for decades. However, there is evidence that leverage 

delivers key benefits in the form of reductions in taxes and avoidance of overinvestment, but 

leverage is also associated with financial distress costs and conflicts of interest among inventors 

(Koller et al. 2010: 490).  

As seen from figure 4.8, MHG has managed to decrease financial gearing from 2008. In addition, 

they have circled around their target with financial gearing of 0,5 the last years. From having a 

financial leverage well above 0,5 in 2008 and 2009, the company has managed to refinance and pay 

down its debt through organic growth and equity financed acquisitions (Annual report 2010 – 

2013). In 2012 MHG was careful with paying out dividends in order to keep the leverage ratio close 

to target (Annual report 2012: 59). This policy stabilizes the risk for MHG and the shareholders.  

Whether financial gearing is valuable to investors depend on the spread between ROIC and net 

borrowing cost (NBC). If the difference between ROIC and NBC is positive, an increase in FGEAR 

will improve ROE (Petersen & Plenborg 2012: 118). However, NBC hardly ever correspond to the 

firm’s actual borrowing rate due to difference between deposit and lending rates and currency losses 

and gains. Thus, NBC should be treated with caution (Petersen & Plenborg 2012: 117). In MHG´s 

case increased financial leverage would increase ROE as ROIC exceeds NBC in all years except in 

2008. Especially in 2009 and 2010 the spread is great due to strong profitability (Annual reports 

2009 and 2010: 1). In 2013 the spread mainly declines due to negative currency effects (Annual 

report 2013: 41).  
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Figure 4.8: ROE before tax  

 

Source: Own construction, Annual reports 2008 to 2013 

As for the peers, the figure clearly shows that SalMar creates most value of equity invested by 

shareholders. This corresponds to the ROIC where SalMar also is in a leading position. SalMars 

financial gearing relatively average over the period, which makes us conclude that the higher ROE 

is a result of the high ROIC and thereby cost efficiency. The trend of MHG´s ROE is similar to the 

one seen in ROIC, performance is overall average with slightly less volatility.   

4.6 Financial risk 
In this section we will analyse MHG´s financial risk. Liquidity is a highly important matter for any 

business. Without liquidity a company will suffer from unpaid bills, will get more restrictions and 

possibly exploit profitable business opportunities (Petersen & Plenborg 2011: 150). As mentioned 

in the strategic analysis, salmon farming is a capital-intensive industry. Thus, it is important for 

companies to “secure” liquidity due to expenses. We will first look at short-term ratios.  
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Figure 4.9: Current – and quick ratio 

Source: Own construction, Annual reports 2008 to 2013 

The current ratio is a measure of short-term liquidity and is especially important to creditors 

(Petersen & Plenborg 2011: 156). MHG has achieved higher current ratio the latest years. This is 

mostly due to a down payment of current interest bearing debt and other current liabilities through 

new long term financing (Annual report 2010: 1). This increase indicates that the company is more 

likely to meet its short-term liabilities. As stated in Petersen & Plenborg (2011:156), some argue 

that a current ratio greater than 2 is an indication of low short-term liquidity risk. MHG is well over 

this limit.  

Quick ratio includes only the most liquid current assets which imply that inventory is excluded from 

the current assets (Petersen & Plenborg 2011: 155). It is evident that inventory constitute to a great 

amount in the industry. While being the most capable of covering current liabilities in the current 

ratio measure, MHG seems to fluctuate around average in the quick ratio comparison. This is due to 

large amount of inventory compared to for example LSG. We can conclude that MHG is capable to 

meet short-term debt, and that the levels are overall sufficient. 

Figure 4.10: Financial leverage  

                                       

Source: Own construction, Annual reports 2008 to 2013 
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In order to evaluate the proportion of debt in the capital structure, we use the debt–to equity ratio. 

For MHG, the amount of debt is relatively low compared to the industry average. From the graph 

figure, it is notable that MHG has experience a slow reduction in debt financing trying to stabilize 

debt-to equity at a 0,5 ratio (Annual report 2013: 5). The figure indicates a lower volatility than the 

industry average explaining that MHG seems to manage business without high amount of additional 

debt. It seems like MHG has a low credit risk, and will have few problems with adding more debt to 

the capital structure.  

Table 4.6: NIBD/EBITDA 

Source: Own construction, Annual reports 2008 to 2013 

NIBD/EBITDA is the most used benchmark for the banks in the industry, and is therefore a relevant 

indicator of the financial risk (Annual report 2013: 139). Some of MHG’s syndicated loan sets forth 

covenants on the financial ratio of net interest-bearing debt to EBITDA and the equity ratio. The 

maximum ratio of net interest bearing debt to EBITDA allowed under the facility agreements is 

3,25, and to maintain an equity ratio of at least 40 per cent (Ibid 2013: 139). Table 4.6 illustrates 

that MHG at times had NIBD/EBITDA that exceeded this limit that could result in increased 

interest rates and new covenants due to increased risk in the company. As mentioned in the 

profitability section, particular the financial crisis had a great impact on the EBITDA due to low 

demand. In addition, higher NIBD/Equity followed from previous years. In 2012, low spot prices 

on salmon reduced the EBITDA (Annual report 2006 – 2013). Both LSG and SalMar seems to have 

lower NIBD/EBITDA, but 3,25 is not necessary a reliable benchmark to them. GSF clearly had 

some problems in 2012 where the EBITDA became negative due to high purchases of inventories 

(Annual report 2012 GSF: 60).  

The interest coverage ratio explains how many times operating profit (EBIT) covers net financial 

expenses, and is an alternative financial ratio measuring the long-term liquidity risk (Petersen & 

Plenborg 2012: 161).  
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Table 4.7: Interest coverage ratio  

 

 Source: Own construction, Annual reports 2008 to 2013 

MHG do not have any problems with covering their interest expenses except in 2008 due to low 

profitability (Annual report 2008: 6). Note that MHG´s negative ratios are due to positive net 

financial expenses. The only actual negative number is for GSF in 2011 due to negative EBIT.  
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5 CONNECTING THE ANALYSIS 
In the previous financial and strategic analysis we discovered that sales price, harvest volume, and 

cost of materials where the most significant value drivers for MHG. In this section we want to link 

the drivers to a SWOT matrix to summarize the thesis so far, and to develop a good basis for the 

forecast.   

Table 5.1 SWOT and value driver matrix 

 Sales Price Harvest Volume Cost of Materials 

Strengths 

S 

-Less exposed to downside in 

spot price with operations in 

fish feed and VAP  

-Globally diversified 

 

  

-Strong financial position 

ensures opportunities related 

to further expansion 

-Positive trend in capacity 

utilization 

-Extensive knowledge about 

the industry 

 

 

-Potential economies of scale  

-Product - and technology 

innovation  

-In-house smolt, and fish 

ensures greater control on 

value chain and biological risk 

-Stronger development in 

revenue/kg than cost/kg 

Weaknesses 

W 

-Less exposed to upsides in  

spot price than pure salmon 

farming companies 

-Approaching theoretical 

max capacity utilization of 

current  licenses 

 

-Production exposed to 

disease outbreaks  

Opportunities 

O 

-Increased health focus 

-Salmon has become relatively 

cheaper compared to other 

protein sources 

-Stagnating catch of wild fish 

-High entry barriers due to 

extensive capital, technology 

and knowledge      

-Lower production can result 

in increased prices and high 

-Energy efficient production 

-Licenses on the second-

hand market 

-Consolidation possibilities 

in the industry 

-Salmon amounts to only a 

small share in the protein 

market  

-Brazil, Russia, China and 

other fast growing emerging 

markets have large potential 

 

 

-Varying input factors in fish 

feed  

-Learning curve has become 

more important due to cost-

intrusive regulations  

 

Threats 

T 

-Price sensitive consumers 

-Volatile spot price 

-Negative environmental 

media review 

-Salmon farming in land-

based tanks and other 

alternative production 

methods 

-Political uncertainty for 

Norwegian Salmon 

 

-Reduction in issuance of 

new licenses 

-Negative attention due to 

environmental factors and 

quality scepticism   

 

 

-Natural conditions and 

biological challenges 

-Lower seawater temperatures, 

diseases and escapes 

-Stagnating productivity will 

require more from each 

individual firm 

-Increased regulations 

-Potential price pressure on 

marine raw materials for feed 

production 
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6 FORECAST 
In order to perform a valuation of MHG it is necessary to forecast future free cash flows. These 

predictions are done with foundation in our strategic and financial analysis, with emphasize on the 

main issues summarized in the SWOT analysis.  

No one can predict the future. Forecasting is in many ways a subjective matter affected by the view 

of the individual analyst. We do still believe that thoroughly evaluated forecast built on critically 

assessed information will enable us to make a qualified approximation of the value of MHG.  The 

sensitivity of the value will subsequently be tested against important value drivers and critical 

model input to strengthen our conclusions.  

Our leading focus will be on predicting revenues and the relevant cost items. We have applied a 

top-down approach in our predictions. Consequently we will put particular emphasis on price, 

volume and thereby cost of materials as these items are identified as the most critical for future 

performance. Due to the volatile nature of the salmon price we have chosen to forecast cost items 

directly related to volume. From our analysis we have revealed that margins to a very large extent 

are varying with the salmon price. As a consequent of the cyclical pattern in the industry we have 

chosen a forecast period with regards to capturing a complete business cycle. 

Figure 6.1: Historical EBIT/kg in Norwegian salmon farming 

  

Source: Own construction, Fiskeridirektoratet 

The investigation of the historical profitability suggests that a business cycle lasts typically 4 to 6 

years.  As 2013 has been a profitable year this could indicate that we are either on a new top point 

or on our way there in the years between 2014 and 2015. In our forecast we have chosen a forecast 

period of six years before we assume the cycle to end in a “normal” state and thereby continue in a 

steady state into perpetuity. We have divided our forecast into a short-term and a medium-term 

period. The short-term period chosen to be three years, as this is the normal planning cycle for 

farmed salmon. 
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6.1 Recent developments 

 

Morpol acquisition 

As of October 2013 Morpol is merged into MHG and will in the future work as a merged unit.  We 

have consolidated the financial statements for the last three years that will work as a basis for our 

predictions.  

Fish feed production 

MHG’s feed production will from the plan start July 2014, with full effect noticeable in the 

financial year 2015 (MHG 2013: 5). The effect of the implementation of the feed plant has not been 

analysed explicitly in our earlier sections.  We will thereby make the necessary considerations 

during the forecast of feed costs.  

6.2. Income statement forecasting 

6.2.1. Revenue forecast 

6.2.1.1 Salmon spot price  

As emphasized through, in particular, our financial analysis the salmon spot price is the largest 

influence on the profitability in the industry. We will therefore put large efforts into forecasting the 

spot price in the best possible matter. We know that the price is closely related to changes in the 

global supply. Thus, it falls naturally for us to forecast these items simultaneously. 

It is extremely difficult to model the demand of salmon explicitly. The demand growth is 

occasionally proxied by the growth of the GDP in the European Union. (Malm, S., SEB 

ENSKILDA: 3).The argument for doing so is reasonable as the European Union represents the 

largest individual market for Atlantic salmon. 

Figure 6.2: EU GDP vs. Salmon price  

  

Source: Own construction, Eurostat, FHL 
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In periods it is obvious that there is some degree on interrelation between the salmon price and 

changes in the GDP of the European Union. However, there are such large deviations that it would 

be useless to apply such input to forecast the future spot price. Although such forecast is not applied 

it will be useful to pay attention to the economic development in the region.  

Table 6.1: GDP growth 

                        

Source: Own construction, Eurostat 

The future growth of the salmon industry is naturally also affected by the growth in other markets. 

Growth in world GDP is expected to be driven to a large extent by emerging markets that has the 

potential to have increasing importance for salmon producers.  

Supply vs. price regression analysis 

From the strategic analysis we have found that the relationship between the supply growth and price 

growth has a clear negative correlation. A regression analysis between supply and price in the 

period 2001 to 2013 confirms the relation. 

Figure 6.3: Historical Price/Supply relationship 

                         

Source: Own construction, Kontali 2013 

Due to the large outliers in 2012 and 2013 we choose to exclude them from the dataset. We believe 

this will represent a more normalized relationship between supply and demand when excluding the 

“extreme” conditions. There are not large deviations in the final result, but we find a stronger R 

squared of 0,86 (2001-2011) compared to 0,57 for the total period. The regression gives the 

following results applicable for prediction of future spot prices: 
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Table 6.2: Regression analysis results 

                                                               

Source: Own construction 

Before we apply the regression results to prediction of future prices we need to choose input for the 

volume growth. A valuable predictor of future harvest is the increment of smolt and standing 

biomass of juvenile fish. We have collected data regarding the biomass in Norway and Chile that 

approximately should represent the growth potential over the next three years. When analysing the 

data we have assumed 1-year olds to be harvested within 2014, 0-year old within 2015 and smolt 

within 2015. We have not been able to collect data from other markets, but believe that with the 

relative size of Norway and Chile it should be representable for the market as a whole. The data is 

summarized in table 6.3 and weighted with the relative size of the two markets.  

Table 6.3: Growth potential 

                                                                          

Source: Own construction, Liabø 2013 

As mentioned in the financial analysis the winter of 2012/2013 was extremely cold in Norway. This 

resulted in low growth and thereby low harvest volume in 2013 due to a downturn in the utilization 

of the available capacity. With normal weather conditions it is likely that we will find an upturn in 

utilization and thereby a somewhat higher growth in harvest volume from 2013 than the growth in 

standing biomass should indicate.  Further, we expect the effect of green licenses in Norway to 

materialize in the years 2016 to 2017. This is based on the assumption that additional smolt 

production is not implemented before the bidding round and allotment is completed within 2014. 

Table 6.4 represents the consensus among leading market analysts following the salmon market. 

Table 6.4: Analyst consensus, volume growth 

                                                                     

Source: Own construction, ilaks.no 
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With regards to the argumentation above we believe that the analyst consensus is a very realistic 

estimate. This implies that the growth over the next three years will exceed the growth in inputs by 

4,5 per cent in total, which we find realistic due to the special conditions winter 2012/2013. We do 

not find any rationale to deviate from the predictions above in our regression forecasting. Applying 

these inputs to the regression results provides us with the following forecast of future spot prices:  

Table 6.5: Regression forecast       

                                                             

Source: Own construction 

Based on the historical relationship between changes in supply and price it is forecasted that the 

salmon price will continue to grow with high growth rates. Within 2016 the forecast is over 20 per 

cent growth from the annual average of 2013, approximately 40 NOK/kg (Fish Pool Index). We 

will however not uncritically base our forecast on this regression result. With extreme growth rates 

in 2013 the current salmon price could be an extreme event and deviate from a long-term 

equilibrium. We also believe that there is an upper limit for what the market can withstand. MHG 

(2013: 38) particularly describes emerging markets as China and Russia as highly price sensitive.  

Forward contracts 

The Fish Pool Index offers derivatives for hedging and speculations in the salmon price. Forward 

contracts can be traded which results in an actual future market price for salmon up to three years 

ahead. Particularly in the short term we believe this provides us with valuable information regarding 

future spot prices.  

Table 6.6: Forward prices, Fish Pool Index 

                                             

Source: Own construction, Fish Pool Index 

We notice that actors in the market place are more negative to the salmon price than the historical 

supply/price relationship should indicate. This could be due to the large increase in price over the 

last year, which could be interpreted as an unsustainable high level. Participants in the derivatives 

market could be of the opinion that the salmon price will move back towards a more moderate 

equilibrium.  The FPI forward prices contain price expectations for farmers, exporter/importer, 
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VAP and financial participants, who all have high shares of the trade (Fish Pool 2013: 16). It is very 

clear that there is a higher liquidity in the shorter contracts, with up to a year’s duration. It is 

therefore important to be aware of the potential affect this has on longer contracts in terms of 

transaction costs and the degree of market efficiency.  

Analyst forecasts 

We also believe it can be valuable to collect estimates from analysts following the industry closely. 

What is particularly interesting is that analysts from four leading brokers (Norea Markets, 

Handelsbanken, First Securities and Carnegie) all seems to have the same expectations regarding 

the salmon price in the next three years. The spread in 2014 is between 40 and 43 NOK/kg and even 

smaller in 2015 and 2016. Consensus among the analysts for the next three years is:  

Table 6.7: Analyst consensus, salmon price 2014-2016

                                               

Source: Own construction, DN (2013c), ilaks.no (2013a), Hegnar.no (2013) 

We find the analyst consensus to be relatively stable and in the area between the results from the 

regression analysis and the forward prices. The main reason for the deviations from the historical 

correlation with supply growth is emphasized as price sensitive consumers.  

Alternative protein sources 

As emphasized earlier salmon as a protein source has substitutes not only among other fish species, 

but also among animal protein sources like swine, lamb, poultry and beef. It is a nearby assumption 

that the salmon price cannot grow too much, compared to substitutes, before demand is hurt 

considerably. IMF World Economic Outlook makes forecasts of important commodities in a six-

year perspective.  
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Figure 6.4: Commodity price forecasts 

  

Source: Own construction, IMF World Economic Outlook Database 

Although there are large deviations between the different commodities the average price growth is 

expected to be close to zero over the period. We do not see the presented commodities as direct 

substitutes, but will stay aware of the salmon’s competitiveness relative to other protein sources.  

Short-term spot price and global volume (2014-2016) 

Several market analysts have pointed out 40 NOK as an upper limit for what the market can 

withstand without significant drops in demand (DNB Markets 2013: 1, ilaks.no 2013b). This is of 

course highly uncertain, but with regards to substitute products and short-term historical growth we 

are somewhat more moderate in our growth assumptions that what our regression analysis suggests. 

We believe that an 80 per cent increase from 2012 to 2016 is not sustainable without hurting 

demand significantly.  

Figure 6.5: Salmon price, summary data 

  

Source: Own construction, Fish Pool 

As emphasized to the fullest through this paper the salmon price has historically moved in volatile 

cycles. The limited growth potential in the industry speaks in favour of less volatile prices as the 

supply has a significant effect on the changes. We believe that a slow-down in supply will prevent 

prices from falling 30 to 50 per cent, which has been normal in an historical context. It would 

however be completely unique to see salmon prices with steady growth rates over longer periods of 

80

90

100

110

120

2013 2014E 2015E 2016E 2017E 2018E 2019E

Beef

Lamb

Swine (pork)

Poultry (chicken)

Average

25,0

30,0

35,0

40,0

45,0

50,0

2014 2015 2016

N
O

K
/k

g 

Forward FPI

Analysts consensus

Regression

2013

2012



78 

 

time. Our investigations are quite corresponding when it comes to the spot price in 2014, where it is 

expected to maintain on a high historical level. We therefore believe this to correspond to a top-

point before we expect a somewhat decreasing trend over the next two years. Our predictions 

corresponds to the historical pattern with regards to the cycles, but takes into account the expected 

limited growth rates which we believe to reduce the volatility of the future prices.  

Table 6.8: Forecasted spot price 2014-2016 

                                             

Source: Own construction 

Our first year forecast is coherent with all our presented data. Over the last two years our estimates 

are between the analyst consensus and the forward price, but quite far below results from our 

regression analysis.  

There are multiple reasons why we choose to deviate to such a large extent from the regression 

results. The last two years changes in the salmon price have been large outliers in the dataset; this 

leads us to question whether the connection is still intact. The historical period is also characterized 

by higher average growth rates than we expect in the future. We are not convinced that the salmon 

price will react as forecasted with the regression, when the future growth is not normal in a 

historical context.  With the high growth rates seen from 2012 we believe a further growth would 

hurt demand. If we view the European GDP as a proxy for demand it strengthens this conclusion, as 

growth expectations are moderate at best in the years to come. Further increasing price would also 

be unique in a historical context with regards to high growth rates in short term, and not being 

followed by a downturn.  

We do not want to ignore the valuable information the forward contracts on salmon contain. The 

forward price can be interpreted as the expected future spot rate (Carpenter n.d.: 13). What 

reinforces our attention to the forward rates is the participation of all the important market actors in 

the trading place. We believe this strengthens our forecast regarding the future spot price.  
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Medium-term spot price and global volume (2017-2019) 

Our expectations regarding the medium-term salmon price is based on our assumptions regarding a 

small downturn at the end of the short-term period. We have argued that the moderate expectations 

regarding the global supply speak in favour of a strong salmon price in the years to come. With 

regards to this we forecast the salmon price to increase in the medium term, before establishing at a 

long-term equilibrium from 2019. The time frame will of course increase the uncertainty compared 

to the short-term forecast.  

With regards to supply growth we forecast this to be moderate in the years between 2017 and 2019. 

As a result of the increase in supply for green licenses in Norway we believe that supply growth in 

2017 will be higher than what we expect for the rest of the period, and approximately at 2016 

levels. As mentioned in the strategic analysis it is unlikely with high growth rates during the next 

decade. Kontali analysis (2013) mention growth rates between 3 and 5 per cent per anno as the most 

likely.  During our analyses we have not find any indications on factors that would indicate 

anything other than moderate growth rates. MHG themselves is against changing regulations to 

increase Maximum Allowed Biomass (MAB) per license in Norway and wishes for a long term 

stable growth of 3 to 5 per cent over the next ten years (Annual report 2013: 14). We believe that 

the global supply will grow with approximately 3 per cent per anno in the years 2018 to 2019 due to 

very limited capacity.  

The higher growth rate in the beginning of the period is assumed to lead to only a small increase in 

prices to 2017. From 2017 to 2019 we believe that prices will increase. From our argumentation 

above regarding upper limits the market can handle, as well as discussion with a recognized market 

analyst, we believe the long-term equilibrium to be in the area 40 NOK/kg (anonymous source). 

This corresponds to the general view among scientists, that the long term salmon price will stabilize 

at a level sustainable for both farmers and distributers (Asche & Bjørndal 2011: 4). Based on this 

we have predicted the following spot prices for the medium-term period:  

Table 6.9: Forecasted spot price 2017-2019  

                                         

Source: Own construction 
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MHG’s sales price of salmon 

The sale price of MHG’s salmon will naturally have basis in the global spot price as we have 

presented. However, MHG operates as an integrated protein company with processing, sale and 

distribution of the fresh whole salmon that are basis for the spot price. This will result in a premium 

on the spot price for the salmon sold by MHG. This premium has increased after the acquisition of 

Morpol, which increases the total VAP, and VAP-premium for the company.  

Figure 6.6: Premium on spot price 

  

Source: Own construction, Annual reports 

From the consolidated financials of MHG and Morpol we find a premium of approximately 52 per 

cent on average over the past three years. The premium is characterized by being low in good times 

and high in bad times. The result of this is the sales price for MHG’s products are less volatile than 

the spot price of salmon. This corresponds to the stated purpose of integrating value chains.  

Figure 6.7: Price development (2008 = 100)

  

Source: Own construction, Annual reports 
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As our view on the fish farming industry is continuing high prices we believe that the premium of 

2013 is a better predictor for the future than the historical average. We believe that the premium 

will continue to be negatively correlated with the spot price on salmon, and thereby smoothing 

MHG’s sales price. Consequently we expect increasing margins to 2017, before decreasing against 

2019.  

Forward contracts 

Some of the effective sales price will be influenced by entered forward contracts on salmon. MHG 

covers approximately one third of their revenues using forward sales contracts. Over the past three 

years the company has achieved a price of 103 per cent of the reference price due to good timing 

(Annual report 2013: 13). According to financial theory and the concept of efficient markets the 

expected value of such a hedging contract should be zero (Bodnar n.d.: 2). We have no information 

regarding MHG’s existing coverage or the timing of such contracts. Although the historical effect 

has been positive this is no guarantee for future success. We therefore choose to disregard the future 

contracts from our forecast. This leads us to the following forecast for MHG’s future sale prices:  

Table 6.10: Forecasted sales price 

  

Source: Own construction 

As emphasised we expect the future price to be more stable than historically.  

6.2.1.2 Volume  

From our strategic and financial analysis we have highlighted the impact of capacity utilization, 

number of licenses and smolt release as determinants for future growth in MHG. As mentioned we 

expect 45 new green licences in Norway to be issued throughout 2014. Per time we have no 

information regarding the number, if any, that will be awarded to MHG or later purchased in the 

second hand market. Green licenses will therefore not explicitly be included in our forecasted 

growth rates. Direct information about smolt releases is not published by MHG. This makes 

particularly the short-term predictions more challenging than otherwise. MHG have over the past 

years grown both organically and inorganically, including the acquisition of Morpol.  
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Table 6.11: Forecasted global volume growth  

         

Source: Own construction 

When forecasting the growth of MHG’s produced volume we will use our projections regarding the 

global growth as a basis. Our volume expectations from section 6.2.1.1 are presented in the table 

6.11.  

Figure 6.8: Production growth (2006 = 100)

  

Source: Own construction 

Historically there have been differences in the volume growth although MHG is to a large extent 

following the global trend. MHG has experienced a lower growth than average and there are several 

reasons for this. The focus of the company has to a large extent been on vertical integration instead 

of growth within pure salmon farming.  From the strategic analysis we have revealed that 

competition authorities is a potential challenge, as well as the now lifted maximum ownership 

restrictions in Norway. As an ultra large and relatively efficient producer MHG have above average 

capacity utilization. This results in less room for organic growth than smaller and less efficient 

producers. Historically MHG’s production has only increased with one quarter of the rate of global 

volumes. If we include the Morpol acquisition the growth rates have approximately been half the 

size.  

Short term (2014-2016) 

Although we have highlighted the limited organic growth potential in the long term, we believe that 

there is some short-term potential. This is with regards to the low utilization in Norway in 2013, a 

result of a record-cold winter. This is reflected in the growth rates of 2014 and 2015. Based on the 

fall in utilization we believe that there is a short-term potential of 12 per cent organic growth in 
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Norway. This is based on the assumption that MHG can achieve a utilization of 1200 tons per 

license, mentioned as the long-term upper limit for efficient producers. This is somewhat below the 

utilization in 2012, and below the historical achievement of SalMar (ABGSC 2013: 12). Based on 

this together with a marginal growth at other international locations we believe MHG can achieve 

an organic growth of 9 per cent in total for the period 2014 and 2015. MHG expect some efficiency 

gains at Morpol’s locations due to the consolidation (Annual report 2013: 18). We do not expect 

any inorganic growth in the period. This is due to the limited supply of new licenses, the production 

cycle of salmon and the focus in the company on the on-going implementation of Morpol. Chilean 

salmon industry is expected to be stable in the short term due to biological challenges and liquidity 

requirements (Annual report 2013: 24). 

In the fourth quarter report MHG’s management have projected a production of 405 000 tons HOG 

during 2014. This is a 6,5 per cent increase from the combined production of MHG and Morpol in 

2013. To apply these growth rates we need to have confidence in the management’s projections. 

Unexpected factors as weather conditions and biological risk increases the probability for 

unforeseen lags in the projections.  

Figure 6.9: Forecasted and real production 

  

Source: Own construction, Q4 reports (MHG and Morpol) 

Historically the management have underestimated the production in the following year by 3,9 per 

cent on average over the past six. However, they have had a significantly higher precision over the 

past four years. Based on this we choose to raise the growth predictions to 7 per cent for 2014. In 

2015 we estimate that MHG will finish recouping an efficient production and will grow organically 

with a rate of approximately 2 per cent. This is slightly lower than the world average, but at the 

level of the historical growth.  

Despite large uncertainties we project that MHG will participate in some of the increased growth 

expected from 2016 to 2017 as a result of “green” licences in Norway. Based on historical data and 
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potentially a different focus than further increased growth after the acquisition of Morpol, we 

choose to set the growth rate to 3 per cent. Thus, a more moderate growth than the industry average.  

Medium term (2017-2019) 

Based on the same argumentation as valid in 2016 we choose the same growth-rate of 3 per cent for 

2017. In the longer terms we are more dependent on using long-term general forecasts in 

combination with the historical development of MHG’s growth versus the total growth. We believe 

that the long-term growth of MHG will be at a lower level than the average in the industry. This is 

partly due to our perception of MHG as an efficient producer with a mature position on the learning 

curve. At the same time we believe it could potentially be more challenging for MHG than others to 

increase market shares inorganically due to local competition authorities. In the years 2018 and 

2019 we have therefore projected a growth rate for MHG at 2 per cent per anno.  

Revenue summarized  

Table 6.12 summarizes our forecasted revenues for the period 2014 to 2019.  

Table 6.12: Summarized revenue forecast 2014-2019  

                  

Source: Own construction 

6.2.2 EBITDA margin 
From our financial analysis we have revealed cost of materials as the most significant expense item 

affecting MHG’s EBITDA margin. Consequently this is where our main focus will be. Other items 

with less volatility and smaller relative size will be forecasted mainly with basis in historical data. 

When analysing historical data our main focus will be costs relative to quantity produced. This is to 

avoid the volatile salmon price to bias our reasoning.  

The salmon farming industry has been characterized by large productivity improvements over the 

past decades. The strategic analysis revealed that these productivity gains have now to a large 

degree stagnated. We believe that increased regulations as seen in correspondence with new “green” 
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licenses will have the potential of increasing costs. Cost of materials has traditionally been 50 to 65 

per cent the size of revenues. The cost per kilo harvested has had a marginally decreasing trend for 

the past years. 

From our analysis we know that feed accounts for approximately 50 per cent of the total costs 

within fish farming. Feed suppliers operate on cost plus contracts, transferring the price risk entirely 

up to the salmon farmers. We have found a significant demand pressure on essential commodities 

used in fish feed, with significant price growth. As a result of this suppliers have been 

experimenting with various inputs in the feed. There is however strong indications that commodities 

like fishmeal and fish oil will be very difficult to fully replace. From this we interpret that MHG 

will mainly be affected by commodity prices on fishmeal and fish oil while other input factors are 

more available for replacement and variation.  

Figure 6.10: Predictions fishmeal and fish oil (2013=100)

  

Source: Own construction, OECD FAO (2013) 

These most vital input factors are expected to remain at a high historical price level. Based on this 

we choose 2013 levels as the basis for forecasting the cost of material. Although FAO expects a 

small short-term decrease the long-term prices are predicted to slightly increase. We believe that a 

long-term stabilization is realistic due to high short-term price growth. Further we expected slow 

production growth within salmon farming and moderate economic growth worldwide.  

As emphasized in the strategic analysis the global weather phenomenon El Niño have the potential 

of affecting prices on marine raw material in the short term. Due to limited historical data of 

commodity prices and large uncertainty regarding the strength of the expected phenomenon, an 

accurate forecast is challenging. Regardless we choose to adjust the expected feed costs up by 1 

NOK/kg in the years 2015 to 2016.  

 MHG’s plans for internal feed production have the potential to improve the cost efficiency of the 

company. The exposure to changes in raw material prices is however not expected to change. MHG 
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explains their strategy of integrating their value chain further by maintaining control over the 

quality of their product. Cost efficiency is not mentioned as a particular target (MHG 2013: 12). 

The largest fish feed producers have reached an EBITDA-margin in the range 6 to 9 per cent over 

the past three years. Due to inexperience in feed production we do not expect any cost reduction in 

the short term. Over time we believe it is natural with a moderate reduction in feed costs. This can 

interpret as the return on investments in the feed production. We forecast this to materialize during 

the mid-term period.  

MHG achieved improved (lower) feed conversion ratios in 2013 due to lower produced volumes 

(Annual report 2013: 4). When we forecast increased utilization of capacity we need to account for 

higher feed conversion ratios and thereby higher feed costs. This will thereby result in higher costs 

per kilo. It is natural that the company will seek to reduce the time of their production cycle when 

prices in the markets are high. We have forecasted relatively high improvements in utilization for 

2013. As a result of the increased production cycle we forecast an isolated effect of this by 

additional 0,5 NOK/kg in cost of materials.  

Disease outbreaks and escapes will also impact the cost of goods sold. 2013 is described as a 

challenging year with regards to escapes due to extreme weather conditions. Sea lice has also been a 

problem for the harvested fish, but direct costs related to this is stable from 2012 (Annual report 

2013: 46). We believe that these incidents will be recurring and is an expected part of operating 

within the business.  

Items related to freight and other purchases under other operating costs have been relatively stable 

over the period. We have not information indicating that these items will change in the foreseen 

future. However, the planned stock listing on NYSE has caused some increase in the item the last 

year. Based on this we choose a slightly lower level than 2013 in our forecast.  

Salaries and other personnel costs increased the last financial year partly due to bonuses and partly 

due to general pay rise (Annual report 2013: 28). We do not believe a high level of bonuses will 

continue so we choose to forecast a somewhat lower level than for the last financia l year.  

Income from associated companies is a relatively small item that is difficult to forecast. Based on 

our expectations of continuing good times in the industry we choose a moderately higher level than 

the historical for our forecast.  
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In the medium term we have attempted to account for general inflation by an upward adjustment of 

the most significant items.  

Table 6.13: Forecasted EBITDA  

  

Source: Own construction 

Long-term growth 

In our long-term forecast we assume that the company have reached a steady, mid-cycle, state. 

Consequently our NOPAT, invested capital and FCFF grow at the same rate. Invested capital items 

will thereby be fixed at a constant percentage of revenues. As a result of our conservative views on 

the growth potential in the industry, we have chosen a moderate long-term growth rate of 2,5 per 

cent. The growth rate corresponds to the long-term inflation target in Norway (Norges Bank 2001), 

but is moderately higher than the target for the euro area (European Central Bank n.d.). 

We are fully aware that there will be up and downturns in the perpetuity period. This is inevitable 

with regards to weather conditions and biological risk. The timing of these cycles are however such 

uncertain in timing that we believe it is worthless trying to forecast the explicitly. The perpetuity 

forecasts can therefore be interpreted as an average, or trend line, throughout these cycles.  

6.3 Depreciation and amortization 
Depreciation and amortization is forecasted in per cent of property, plant and equipment. We will 

use the average historical depreciation rate of 15,44 per cent as this has been rather stable across the 

historical period.  

Adjustment of biomass to fair value is forecasted with changes in biological assets in section 6.6. 

This item will not have a cash flow effect, but a tax effect in the income statement.  
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Table 6.14: Change biological assets 

 

Source: Own construction  

6.4 Fixed assets 

Fixed assets consist of intangible and tangible assets. Fixed assets are hard to predict since the 

industry constantly change, resulting in companies need to make decisions on a frequently basis. 

Some companies present future estimates on short-term capital expenditures. However, MHG have 

not practised this. As a result our estimates are based on historical numbers and results from 

previous analyses. Further, as with the estimated revenue growth and EBITDA margin, we have 

decided to base our calculations on harvest volume.  

6.4.1 Intangible assets 
Intangible assets consist of licenses and goodwill (Annual report 2013: 118). For companies to 

record goodwill a price paid for an acquisition exceeds the target’s book value (Koller et. al. 2010: 

204). This value is hard to predict, and since we choose not to model potential acquisitions 

explicitly, we hold future goodwill constant at its current level. In other words, we use the value 

from annual report 2013 which is equal to 2374,9 MNOK.  

As of current situation, we believe MHG will have to start investing in new licenses in 2016, when 

the company reaches its production capacity. The average price for Norwegian licenses traded in 

the second hand market since 2009 is 33 MNOK. However, there were licenses traded as high as 50 

to 60 million (Adresseavisen 2013). As mentioned in the PESTEL analysis, the only planned 

issuance of new licenses is “green” licenses in Norway. For MHG it seems that new licenses will be 

obtained through the second hand market or through “green” licenses on tender. Further, we believe 

that prices will continue to remain at a high level due to limited supply of licenses and high spot 

prices of salmon. Thereby, we assume that MHG will pay a higher price per license in Norway than 

the average trade price of 33 MNOK. Based on this, we choose to apply a price per license of 50 

MNOK disregarding the type of license. Our view regarding license prices and development is 

strengthened trough consultation with industry sources (Correspondence with anonymous source 

within the industry).   

The license system in the different countries varies to a great extent. Thus, since MHG owns 

productions facilities in several countries we have chosen to assume that price per ton capacity is 

valid through all regions. Further, we multiply this price with change in harvest volume from 2016 
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to 2019 in order to get the investment values. In addition, we assume the investment in licenses to 

occur one year prior to the actual production development in order to give a more realistic picture of 

the investments.  

Table 6.15: Investment in licenses 

 

Source: Own construction, Annual reports, Fiskedirektoratet, Adresseavisen  

According to our estimates MHG needs to invest approximately 313 MNOK on average each year 

in order to reach forecasted production volume. This constitute to a total of 1 880 MNOK in license 

investments by the end of the forecast period.    

6.4.2 Tangible assets 
Tangible assets consist of investments in real estate, buildings, equipment, machines, other 

operating accessories and deferred tax. We have chosen not to speculate in the variation of deferred 

tax due to high uncertainty concerning this item. Thus, deferred tax will amount to its current level 

178,8 MNOK (Annual report 2013: 152).  

According to Koller et. al. (2010), valuations should be based on assessing the investments 

currently owned, not on discounting the forecasted changes in their book value. Thus, as mentioned 

earlier, we will not speculate whether MHG will acquire any companies in the future. Based on this, 

investments in associates will stand on the current level 900,4 MNOK (Annual report 2013: 157). 

6.4.2.1 Property, Plant and Equipment 

Currency effects have historically had a relatively large impact on PP & E. Disregarding currency 

adjustments PP & E have been relatively stable to harvested kilo. As we do not wish to speculate in 

further currency adjustments from today’s levels we choose to apply PP & E per kilo equal to 15,04 

NOK as stated in financial statements for 2013. 
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Table 6.16: Total investments 

 

Source: Own construction  

6.4.3 Total fixed assets 
The table below summarizes estimated total fixed assets calculated in the previous sections. 

Table 6.17: Total fixed assets 

 

Source: Own construction 

Average forecasted investments in fixed assets equals 1 456 MNOK per year, while the historical 

average were 1 505 MNOK.  

6.5 Net working capital 
Net working capital is defined as inventories and receivables less operating liabilities, which 

corresponds to all current assets necessary for the operation of the business (Koller et. al. 2010: 

139).  

Since items in net working capital are driven by price, we find revenue to be more reliable than 

volume in estimating forecasted net working capital.  In forecasting net working capital we will use 

the average historical level of 6,34 per cent NWC of revenue due to a stable ratio historically.  

Table 6.18: Net working capital 

Source: Own construction  

Applying the historical average of NWC will cause a small adjustment in 2014 with a positive cash 

flow effect. 
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6.6 Biological assets   

Since biological assets are driven by prices and volume, we find forecasted growth in spot price and 

volume reliable in estimating forecasted biological assets.  

Table 6.19: Biological assets 

Source: Own construction 

From the volume and spot price prediction, we get an idea of an increasing development in 

biological assets. The only exceptions are in 2015 and 2016 as a consequence of expected 

decreasing prices.  

6.7 Non-current operating liabilities 

Non-current operating liabilities consist of deferred tax liabilities. We find it difficult to forecast an 

appropriate estimate for this item, and chose therefore to apply the current level value 3 365 MNOK 

(Annual report 2013: 119).  
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7 VALUATION 
In this section we want to explore the estimate of the theoretical value of MHG mainly using cash 

flow based models. There will be supplemental tools and valuation techniques in order to present 

an even more extensive understanding and reliability in our result. 

We have now analysed MHG’s historically strategic – and financial environment to make qualified 

assumption on the future performance. The combination of these analyses has helped us to evaluate 

the value drivers of MHG. Several value drivers will obviously be based on our subjective 

meanings due to complications and difficulties with predicting the future. Thus, in the end we will 

develop a sensitivity and scenario analysis to test the value of equity. With this in place the focus 

will be shifted towards the actual valuation to find the theoretically value of MHG.  

First, we will assess the cost of capital.  

7.1 Cost of capital 

“When valuing assets and firms, we need to use discount rates that reflect the riskiness of the cash 

flows” (Damodaran 2002: 79). 

In order to fund investments firms raise money from both investors of equity capital and lenders. 

All investors, disregarding debt or equity, make investments expecting a fair return on their money. 

Investments in companies follow with a risk; and investors, being risk averse, expect to be 

compensated for carrying this risk (Damodaran 2002: 244).   

Risk of investments can be broken down to issues affecting one or a few investments, or risk 

affecting the whole market. The exposure to firm specific risk can be avoided by diversifying 

investments (Damodaran 2002: 110). When we assume the marginal investors are diversified, we 

can conclude that the relevant risk applicable for investments in MHG is the market risk.  

7.1.1 Weighted Average Cost of Capital  (WACC) 
To determine the fair value of MHG’s free cash flows we will need to determine a relevant discount 

rate reflecting the proportions of debt and equity invested. The WACC is the weighted average of 

the financing sources employed and represents the overall required return of the company (Koller 

et. al 2010: 236):  
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Where:  

Re = cost of equity 

Rd = cost of debt 

E = market value of the firm's equity 

D = market value of the firm's debt 

Tm = marginal corporate tax rate 

In the following we will discuss and determine each component included in the WACC in order to 

calculate the relevant cost of capital for MHG.  

7.1.1.1 Capital structure 

Due to difficulties measuring market values of debt it is common practice to use book values of 

NIBD in the calculations of WACC (Plenborg & Petersen 2010: 246). MHG has a variety of 

interest bearing debt with different currencies, structures and lenders. We will therefore also choose 

to proxy the market value of debt using book values.  

At year-end 2013 MHG the NIBD to equity ratio was 47,7 per cent. This is slightly below the target 

of 50 per cent and at a satisfying level for the group (MHG 2013: 5). The capital structure is 

adjusted by the dividend policy, which has had a positive pay-out over the past years. Based on this 

we find no arguments that the group will deviate significantly from today’s levels in the future.  

7.1.1.2 Cost of debt  

Risk on debt investments arises as default risk on promised cash flows (Damodaran 2002: 110).  

Expected return on the company’s debt is often proxied by the Yield To Maturity (YTM) on its 

long-term loans. For companies with publicly traded debt this can be calculated directly from the 

bond prices. For those who do not have currently traded debt it is recommended to estimate the 

YTM by debt ratings (Koller et. al. 2010: 237). 

MHG have a 1250 MNOK unsecured open bond traded at Oslo Stock exchange with maturity in 

March 2018. The coupon rate is floating with NIBOR (Norwegian InterBank Offered Rate) + 3,50 

% margin per anno (MHG 2013). For floating rate bonds there are no 100 per cent precise method 

of determining the YTM (Brown 1998: 45). Although MHG has publicly listed bonds they are not 
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frequently traded and have all over fairly low liquidity (data from anonymous source, Nordea 

markets). In addition to this, the duration left of four years do not match our cash flows sufficiently. 

Based on this we find it better suited to apply methods of calculating debt ratings to estimate the 

YTM and thereby the cost of debt. The method used, applicable for non-financial corporations, is 

recommended by Bloomberg and presented in Plenborg & Petersen (2012: 291). As the cost of debt 

should be forward looking we have applied consolidated statements for MHG and Morpol from the 

last three years.  

Table 7.1: Credit rating MHG 

 

Source: Own construction, Annual reports 

Based on the analysis MHG receive the rating BBB- and the company debt is considered the lowest 

investment grade (ibid: 278). Bloomberg recommend a 10-year yield-spread over the risk free rate 

of 380 basis points for BBB- rated companies (Koller et. al. 2010: 263). 

As a sanity check we can compare the results to the yield on the bond issued by MHG. As the bond 

is traded at only 0,6 per cent above par we can conclude that the 3,5 per cent margin is fairly 

relevant in the market. Given somewhat short duration on the bond we believe that a marginally 

higher yield-spread at 380 basis points is applicable to the cost of debt of MHG.   

As the risk free rate we will apply a Norwegian 10-year government bond at 3 per cent as presented 

later in this section. This gives us a pre-tax cost of debt of 6,8 per cent per anno1. 

7.1.1.3 Corporate tax rate 

When measuring the after tax cost of debt the relevant rate to use for the tax shield on debt is the 

marginal tax rate. In most situations it is a decent solution to use the company’s statutory tax rate 

(Koller et. al. 2010: 237). The mother company Marine Harvest ASA carries out the external 

financing of the MHG group, and is thereby made available to selected subsidiaries (MHG 2013: 

                                                 
1 3 per cent risk free rate + 380 basis points risk spread. 
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98). MHG faces several statutory tax rates as operations and borrowing is spreads across a number 

of countries. The most important, Norway and Chile, has tax rates of respectively 27 (reduced from 

28) and 20 per cent, UK 21 and Canada 26,5 per cent (KPMG 2013).  

Due to operations in lower-tax countries, compared to Norway, we choose to apply a marginal tax 

rate below the Norwegian. In our further calculations we will proceed with a marginal tax rate of 25 

per cent, which is equal to the OECD average, but somewhat lower than the Norwegian tax rate 

(ibid). This does not always correspond to the paid taxes that are varying from one fiscal year to 

another, but are fairly close to the average over the past six years of 26 per cent. We believe that a 

reduction of corporate tax rate in Norway will have impact on the effective tax rate of MHG and 

therefore choose to proceed with a tax rate that is marginally lower.   

7.1.1.4 Cost of equity  

Equity risk arises when there are no promised cash flows, only expected cash flows (Damodaran 

2002: 110).  To calculate the cost of equity in MHG we will apply the Capital Asset Pricing Model 

(CAPM). Relevant models mainly differ in the way that they define risk (Koller et. al. 2010: 239). 

The model is based on numerous theoretical assumptions that are debatable. We will however not 

dig further into these questions. CAPM is the risk and return model been used the longest and the 

most common in real world analyses (Damodaran 2002: 97). For the purpose of valuation it is the 

recommended model by Koller (et. al. 2010) among others.  

Capital Asset Pricing Model (CAPM) 

The Capital Asset Pricing Model (CAPM) suggests the expected return of any security investments 

to be equal to a risk-free rate plus a premium for risk measured by the security’s beta times the 

market risk premium (Koller et. al. 2010: 239):  

           [        ] 

Where:  

E(Ri) = expected return of security i 

Rf = risk-free interest rate 

βi = the security’s sensitivity to the market 

E(Rm) = expected return of the market 
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The risk-free rate and the market risk premium are common to all companies. Market risk premium 

are defined as the difference between the market return and the risk-free rate. The only variation 

between companies is the beta value. The beta represents the security’s systematic risk, interpreted 

as the risk that cannot be removed by diversification (ibid: 240).  

Risk free rate 

Risk-free rate is defined in its simplest form as the return on a security or portfolio with no 

covariance with the market, and thereby a CAPM beta or systematic risk of zero. Hypothetically it 

is possible to construct a zero-beta portfolio, but given costs and complexity this is not normally 

done in practice.  

Common recommendations are to apply long-term government bonds that are noted in the same 

currency as the cash flows. Such bonds issued by United States of Western European countries are 

not absolutely free of default risk, but have virtually zero betas and are considered risk-free in 

practice. Ideally cash flows should be discounted using risk-free rates with the same maturity. In 

reality most practitioners use a single yield to maturity to discount the complete cash-flow stream 

being valued (Koller et. al. 2010: 240).  

10-year bonds are also mentioned as the most common practice for company valuation. Bonds with 

longer horizon are perhaps a better duration match than 10-year bonds, but these are usually 

disregarded due to illiquidity (Koller et. al. 2010: 241). The parent company Marine Harvest ASA 

use NOK as their functional currency and major part of sales are traded with reference price in 

NOK. Although it does not match all cash flows we believe it is natural to apply risk-free rates 

listed in NOK. By doing so our discount rate will to the largest extent possible, be consistent with 

the inflation relevant for the cash flows. Due to our long-term horizon of this valuation we choose 

to apply Norwegian 10-year government bonds. We consider Norwegian government bonds to be 

risk-free, as Norway receives the top credit rating by the three largest credit rating agencies 

Moody’s, Fitch and S&P (Trading Economics n.d.). 10-year bonds where traded with YTM at 3,04 

per cent on the last trading day onof 2013 (Norges Bank 2013). To account for some short-term 

volatility the average over the last 10 trading days will be applied.  We will proceed using a risk 

free rate of 3 per cent per anno.  
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Market risk premium 

The market risk premium is the difference between the return on a market portfolio and a risk-free 

rate. The subject is an extremely debatable subject in finance. There are numerous methods of 

estimation and countless variations in applying them, with large spreads in output. Despite this 

Koller et. al. (2010: 242) suggests based on evidence from a number of models that the risk 

premium in the US market varies between 4.5 and 5.5 per cent per anno. This corresponds to 

Damodaran (2013) recommending a premium of 5 per cent in mature markets.  

The most common methodology in determining the market risk premium is the historical approach 

as a proxy for the forward-looking risk premium. Due to lack of sufficient historical price material 

Damodaran (2002: 227) suggests non other than the US market risk premium to be calculated 

directly by the historical approach. If the analysis implies the use of a country specific risk premium 

this is recommended to originate from the US premium with adjustments for additional volatility 

based on measures as country default spreads (ibid: 229).  

For the Norwegian market Damodaran (2013) recommends a country specific risk premium of 

negative 0.26 per cent. This corresponds to expectations in the Norwegian market where PwC finds 

a weighted average of expected market risk premium to be 5.1 per cent (PwC 2013: 10). One of the 

few long-term studies in the Norwegian market is made by Esper Sirnes (2010) who finds the 

Norwegian market risk premium from 1915 to 2009 to 5.4 per cent.  

MHG is from 2014 also noted on the New York Stock Exchange making the shares more available 

to a larger number of investors. When marginal investors are becoming increasingly available a 

country specific risk premium is less relevant. This together with the findings from the Norwegian 

market makes us conclude there is no good reason to deviate from recommendations regarding 

mature equity markets. We conclude from our findings that a market risk premium of 5 per cent is 

the optimal choice.  

Beta 

According to the CAPM a security’s expected return is a product of the beta, measuring the co-

variation between a stock and the entire market. The beta value is a standardized measure for a 

stocks systematic risk, relative to the market portfolio. A company’s beta value is unobservable and 
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must therefore be estimated. This estimation is typically done by regression models or with basis in 

industry betas or betas for comparable companies.  

Our basis will be in a regression model measuring MHG’s beta using the market model.  

            

MHG’s stock returns (    are regressed against the market return (    using five years of monthly 

data (Koller et. al. 2010: 249). For global investors the relevant market index is well-diversified and 

global indexes. Local indexes are often distorted by area specific factors (ibid: 729). The Oslo Børs 

Benchmark Index (OSEBX) is heavily weighted in oil and oil services. As we are not interested in 

measuring MHG’s sensitivity to the oil industry, but rather the global market we choose the S&P 

500 as a proxy for the true market portfolio. Most well diversified indexes are highly correlated. 

The MSCI World Index have a 95,8 per cent correlation with the S&P 500 between 2000 and 2009 

(ibid: 253).  

It is recommended to improve and compare regression betas by analysing industry comparables. 

Aswath Damodaran (2013) estimates unlevered industry beta for food processing to 0.69. For well-

defined industries it is in many cases sufficient to use an industry beta (Koller et. al. 2010: 257). 

The food processing industry cannot be said to meet those conditions completely and the fish 

farming industry have a number of individual characteristics.  

We have also collected regression result for beta values of the peer group to assess against the 

results for MHG. Due to differences in financial leverage the raw beta values from the regression 

result are unlevered with the following formula (Koller et. al. 2010: 255):  

    
  

  
 
 

 

The unlevered beta can also be interpreted as the operational- or the asset beta. This will make the 

results comparable across companies and unaffected by individual differences in financial risk.  
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Table 7.2: Beta calculations 

              

Source: Own construction, Annual reports 

The unlevered beta of MHG is almost entirely equal to the industry beta for the food processing 

industry with 0,68 compared to 0,69 for the industry. While we notice that the beta values of LSG 

and GSF are not extremely different they are both higher with an average of 0,79. All presented 

regression results have low R-squared values; this results in beta-values being less reliable. 

Optimally, it could be valuable to find a raw beta of a weighted portfolio of MHG and Morpol 

stocks, as this is the composition of the consolidated company from September 2013. Unfortunately 

Morpol’s stock is traded over only a short period and in a too large degree affected by acquisition 

rumours and the acquisition itself to be used for our purposes. The regression results of Morpol and 

Salmar are disregarded due to extremely low R-squared values. 

As MHG is moving towards being a fully integrated protein company, this could affect the future 

beta value. It is worth noticing that LSG, which already are fully integrated, have a higher beta 

value. 

When there exists few directly comparable companies it is recommended to use smoothing 

techniques to reduce the effect of extreme observations (Koller et. al. 2010: 257). Bloomberg 

applies the following simplified smoothing process:  

                                  

The technique is based on Marshall Blume’s (1975) observations that betas revert to the market 

average of 1. When standard errors of the regression beta are very large it is recommended to set the 

beta equal to 1 (Koller et. al. 2010: 257).  

This smoothing technique will move MHG’s beta towards 1 and also towards the average of the 

most relevant competitors. This will account for changes in operations where MHG move towards a 

higher degree of integration making the company more similar to LSG. Arguments behind Marshall 
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Blume’s findings are based on new projects and development and expansion in operations will 

result in less extreme, and more average, risk characteristics of the firm. We believe this 

argumentation is relevant for MHG considering their strategic goals including their acquisition of 

Morpol. Smoothing of MHG’s raw beta gives the following results:  

                                       

Cost of equity summarized 

Using the CAPM and our presented inputs we can conclude with a cost of equity in MHG of 7.65 

per cent using the CAPM.  

                 3% + 0.93 * 5% = 7.65% 

WACC summarized 

Following from our finding and conclusions in this section we can present a Weighted Average 

Cost of Capital for MHG of 7.05 per cent.  
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7.2 Valuation framework 

When performing a valuation the value of any asset or liability is calculated as the future income 

generated by the asset discounted to present value with the discount factor found. Further, the time 

value of money and risk associated with income/cash flow are taken into consideration (Petersen & 

Plenborg 2012: 208-209). ‘ 

When valuing companies a variety of different approaches can be exercised. They can be 

categorized into four main approaches; present value, relative valuation, liquidation and real option 

models (Plenborg & Petersen 2012: 211). In this thesis we will exercise two present value 

approaches; Discounted Cash Flow (DCF) and Economic Value Added (EVA). Additionally, we 

will use relative valuation techniques, often referred to as multiples.  

Comparable for the present value models is that they all originate from the Dividend Discount 

model. Thus, if based on the same inputs and assumptions the different value approaches are 

theoretically equivalent (Plenborg & Petersen 2012: 212). By using both EVA and DCF we 

therefore ensure that the framework has been exercised properly and not contain any technical 

errors, a reason to apply both models. The models estimate enterprise value (EV) by valuing future 

cash flows and excess returns (NOPAT), adjusted for risk and the time value of money. The 

discount rate exercised is the weighted average cost of capital (WACC), found in section 7.1.   

In order to find the estimated value of equity, we need to subtract the market value of net interest-

bearing debt (NIBD) from the enterprise value. 

The benefit of present value methods is that they are accurate and flexible for valuing projects, 

divisions and companies, and represent the theoretically correct value. However, as stated above, 

they often rely on subjective forecasted performance measures. Furthermore, present value 

approaches are difficult and time consuming to perform. Professional analysts have thereby often 

had the practice of exclude them in favour of relative valuation methods (Plenborg & Petersen 

2012: 225).      

Valuation based on multiples, as a part of relative valuation approach, is popular due to its technical 

simplicity and easy performance. However, a valuation based on multiples can be time consuming 

due to assumptions that complicates the valuation, for instance difference in accounting policies. 

Consequently, we will use multiples from our reformulated income statement and balance sheet. 
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7.2.1 Discounted Cash Flow model 
The Discounted Cash Flow model is the most popular present value approach among practitioners 

and academics. The model relies on actual cash flows, and is therefore less exposed to manipulation 

in earnings and thereby higher quality in numbers (Koller et al. 2010: 103). The DCF-model rest on 

the assumption that all excess capital are paid out as dividends or reinvested in projects with a NPV 

equal to zero (Plenborg & Petersen 2012 : 218).  

The model is based on the present value of future cash flows. As for the other present value 

approaches it can be specified in two stages; the forecast horizon and the terminal period. It should 

be taken into consideration that enterprise value in the equation below assumes FCFF falls ultimo. 

In practice, FCFF falls more continuously during the year. Thus, it is more rational to assume that 

the free cash flow on average will fall in middle of the year. As we assume constant capital 

structure, and hereby a constant WACC, we can correct the original enterprise value discount 

interval (1+WACC) (1/2) (Koller et al. 2010: 672).       

Calculation of DCF: 

 

The first part of the equation is the respective forecast period, while the second part expresses the 

terminal period. The value of the terminal period is calculated as an annuity in perpetuity, also 

referred to as Gordon’s growth model. While it is acknowledged that hardly any company will grow 

at a constant rate to infinity the underlying assumption is that the growth rate fluctuates around a 

long-term mean (Plenborg & Petersen 2012: 214). In the terminal period it is assumed that all 

parameters in the analytical statements will have the same growth rate. It should be noted that the 

terminal period accounts for a great amount of the total company value. This emphasizes the 

significance of the parameters in the terminal value (Koller et al. 2010: 213).  

Table 7.3 presents MHG’s estimated share value by applying the DCF model. We ended on a 

theoretical share price of MHG’s stock of NOK 82,64 per 31.12.2013. The same day, MHG’s stock 

was traded on Oslo Stock Exchange at NOK 73,85. This represents an upside of 12 per cent. 
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Table 7.3: DCF valuation 

 

Source: Own construction 

7.2.2 Economic Value Added model 
In order to check the validity of our estimate in the DCF approach, we use the Economic Value 

Added model. Both models should yield the same value, Here ROIC plays a large role as we 

compare this ratio against WACC.  

The EVA-model can also be specified as a two-stage model (Plenborg & Petersen 2012: 220): 

 

In contrast to the DCF-model, the enterprise value from the EVA is determined by the initial 

invested capital plus the present value of forecasted EVA’s. When ROIC exceed the cost of capital, 

the present value of expected EVA is positive. 

In our forecast we believe that MHG will continue to create return for its investors, with an 

exception in 2016. We assume tis value creation will continue in perpetuity. 

The calculation of EVA is demonstrated in table 7.4. Both models yield the same value, which is an 

indication of that out valuation is unbiased in the sense that it does not contain any technical errors. 

Thus, the fair value is solely a result of our forecast assumptions.  
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Table 7.4: EVA valuation 

 

Source: Own construction 

7.3 Relative valuation 

We have chosen to apply a relative valuation approach to stress test and sanity check to compare 

with our cash flow based model.  

Deviations between cash-flow valuations and relative valuations are far from uncommon. This can 

be due to shortcuts using multiples. A different reason can be that expectations regarding forecasts 

used by analysts are deviating from the general market view (Plenborg & Petersen 2012: 226).  

The peer group applied in this section is identical what is earlier presented. Optimally, as with the 

financial analysis, we would have wished for a larger group of companies. However, we have 

prioritized equality and comparability over the numbers. Despite some earlier mentioned individual 

differences between the companies, we believe that our peer group is comparable and that the 

analysis will provide us with valuable information. In a perfect world the companies would have the 

same returns, costs of capital, tax rates, depreciation rates and all measured by the same accounting 

policies (ibid: 230).  

We believe as all companies are listed and based in Norway, the accounting principles after our 

adjustments are satisfactory. We also expect the tax rates and depreciations to be comparable 

following the same reasoning and the nature of the businesses. With respect to growth rates we 

assume the peer group to have similar opportunities, as they all will be facing the same global 

demand and price. The largest element of uncertainty is the profitability. Individual differences in 

future profitability will bias our analysis.  
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The denominators in the multiples are based on current earnings from the past twelve months, 

meaning the financial year 2013, relative to capital sizes of debt and equity per 31.12.2013. We 

realize that historical earnings are not always a good predictor of future earnings. This is however 

done to avoid bias by subjective opinions from ourselves or other analysts regarding the future. A 

stress test of our DCF valuation will be less meaningful when applying the same input in multiples. 

Due to the industry’s cyclic nature and volatility we have avoided analysing historical multiples 

over a longer period.  When valuing MHG based on peer group multiples we have chosen to apply 

the harmonic mean as recommended by Plenborg & Petersen (2012: 234). This is done to avoid too 

large impact of extreme multiples.  

7.3.1 Choice of multiples 
There are a large number of alternative multiples when performing a relative valuation. We have 

chosen multiples that we believe are relevant for our industry and that is commonly used among 

analysts with the same objectives as us. As we believe all multiples have their weaknesses, we have 

chosen a sizable selection to level out extremes. We have chosen the following multiples in our 

valuation: 

Figure 7.1: Selection of multiples 

 

Source: Own construction, Plenborg & Petersen (2012: 226-235) 
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The table displays multiples for the peer group based on the financial year 2013 and stock price 

31.12.2013. The harmonic mean is based on the three competitors GSF, SalMar and LSG.   

Table 7.5: Multiples peer group 

 

Source: Own construction 

From the basis of our problem statement we know that MHG is traded at a premium relative to the 

peer group. This holds for each one of the multiples.  

It is a clear image that the largest deviations in the multiples of MHG from the harmonic mean are 

those with background in profitability measures. Differences are a lot smaller using production or 

capital sizes. This may imply that the share price to some extent can be defended with background 

in the company’s assets and production. At the same time it seems that they are having difficulties 

reaching their full potential based on the mentioned preconditions. This may result in different 

prospects regarding the growth rates in the market. It may be a general perception that MHG have 

potential for improvements where it could be possible to move towards the same margins the top of 

the peers.  

MHG is historically traded at higher multiples than the average in the industry (ABGSC 2012: 36). 

P/E relationship is normal at historical levels where the stock usually has been traded between 12 

and 13. Another rationale for MHG being traded at higher multiples is due to differences of 

liquidity among the stocks. Illiquid stocks are more likely to be found in smaller companies, not 

traded by institutional investors (Damodaran n.d.: 20). Studies have shown that illiquidity causes 

stocks to be traded at a discount relative to a liquid stock. It is however close to impossible 

determining the fair size of such a discount (ibid: 19-21). Damodaran (2005: 3) defines all assets as 

illiquid, with increasing transaction costs with illiquidity. ABG Sundal Collier believes the liquidity 

argument justifies MHG being traded at high multiples. The brokerage house has the company as 

their top pick in the industry even in periods where they already are traded at the highest multiples. 
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They state that the volatile nature of the industry enforces the need for the ability to buy and sell 

shares (ABGSC 2012: 41). 

Table 7.6: Multiple valuation of MHG 

 

Source: Own construction 

By multiplying the harmonic mean of the peer group with the relevant numbers of MHG we reach a 

share price in the range between 32 and 58 NOK. The average between all the multiples is 45 NOK, 

a 36 per cent discount from the price 31.12.2013.  

7.4 Sensitivity analysis 
We realize that our calculated share price is sensitive to the input in our valuation model. Our 

estimations are based on thorough strategic- and financial analysis, but regardless, influenced by 

our subjective opinion and potentially informational bias. To account for this we have performed a 

sensitivity analysis on our base-case result. Doing so we are checking the robustness of the value 

relative to our forecasts of the most important input and value drivers. This will reveal the specific 

uncertainty related to the different factors simultaneously and individually, as well as their relative 

importance.  

Factors in the sensitivity analysis are WACC, terminal growth rate, harvested volume and EBITDA 

margin. The EBITDA margin consists of the two important value drivers, sales price and cost of 

materials. We have chosen to combine them, as one unit increase in sales price would yield the 

same result as one unit reduction in cost of material.  
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Table 7.7: Sensitivity EBITDA/kg vs. WACC 

 

Source: Own construction 

Not surprisingly from our findings in the strategic analysis the value of MHG is highly sensitive to 

changes in the EBITDA margin. Our widest range with change in six NOK per kilo in EBITDA 

margin approximately corresponds to the average annual standard deviation from spot price trend 

(Sikveland & Øklend n.d.: 7)2. Isolated this results change in share value between 45 and 120 NOK. 

We believe change in this range is possible, but likely will be followed by a change in the opposite 

direction corresponding to historical price and profitability cycles. Cost of materials has been 

relatively stable historically. There are uncertainties with regards to future cost of materials and in 

particular feed costs. However we believe that extreme increases in input factors would likely cause 

larger variations in raw materials and increased innovation processes. Thereby we do not believe 

that the widest range is sustainable in the longer run.  With regards to a constant change we believe 

a relevant interval is a constant change in EBITDA margin of two NOK per kilo in a positive or 

negative way. This leaves the interval of the share price between 64 and 103 NOK. This sensitivity 

emphasizes the importance of cost efficiency with regards to maximizing investor value, where we 

believe there is some potential upside.  

The sensitivity to our computed WACC emphasizes the need for a systematic and thorough review 

of all factors included in determining the cost of capital for MHG’s free cash flows. Despite the 

natural uncertainties with regards to the computed WACC we feel confident that we have reached a 

robust value with respect to available information and widely used frameworks. Despite the 

uncertainty of forward looking factors this is an issue concerning the pricing of all securities in the 

market place. We will therefore not dig deeper into this discussion than we have done earlier. 

Isolated, the effect on share price is in the range of 65 and 109 concerning the interval of the 

WACC in the sensitivity model.  

                                                 
2 14,9% (standard deviation per anno) times 39,6 NOK (2013 price) = 5,9 NOK 
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Table 7.8: Sensitivity Perpetuity growth vs. WACC 

 

Source: Own construction  

As emphasized in our valuation the terminal value amounts to a large share of MHG’s share price. 

Consequently, our model is sensitive to changes in the terminal growth rate. We believe that these 

uncertainties are to a large degree justified, but believe that our estimate is moderate. We 

acknowledge the uncertainty while we still estimate the upside to be larger than the downside.  

Table 7.9: Sensitivity Harvested volume vs. WACC 

 

Source: Own construction 

Although harvest volume is identified as one of the most significant value drivers for MHG the 

model is less sensitive to variations in this factor than other inputs. This is not very surprising 

considering the structure of the industry and our forecasts. Long-term downside with regards to 

volume is somewhat limited due to already established production capacity through ownership of 

licenses. There will always be some upside potential, but we believe that this is limited. We believe 

that in the future, as in the past, the profitability of salmon farmers will be more sensitive to changes 

in margins than volume.  

Our view is that for sustainable changes in the long run the most relevant uncertainty is within the 

boundaries of the marked square. Consequently, we believe that the relevant uncertainty is within 

the interval of 64 and 103 NOK.  
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7.5 Scenario analysis 

Our sensitivity analysis revealed that the stock price of MHG is highly dependent on the strength of 

our forecasts of the most relevant value drivers. To further investigate some of the uncertainty 

related to sales price, harvested volume and cost of materials we have conducted a scenario 

analysis. The analysis addresses a worst-case and a best-case scenario within the realistic 

expectations of the future, built on the investigation summarized in the SWOT-analysis.  

Table 7.10: Scenario analysis 

 Worst-case Base-case Best-case 
 

 

 

Sales Price 

-Salmon price reverses to 
3-year average (2013 
prices) and grows with 
general inflation (2,5%) 
-New licenses and alternative 
production (farming on land) 
increases supply and creates 
price pressure 
-Low-priced substitutes 
-Continuing and increased 
political difficulties between 
Norway and China/Russia 
-Premiums at historical low 
levels (42 per cent) 

-Low supply growth 
results in continuous 
high price levels 
-Continuing, but reduced 
price cycles. 
-Strong demand:  
*Health focus  
*Emerging markets 
 -Price sensitive 
consumers (Impossible 
with to large price growth 
compared to substitutes) 

-Price follows historical 
relations with supply 
(regression results) 2 
years, before stabilizing 
-Increasing price of 
substitutes results in a 
sustainable salmon price 
at higher levels.  
-Low trade- and political 
barriers 
-Manage to keep 
premiums stable.  

 
 

Harvest 
Volume 

-Zero long-term growth 
-Below expected 
improvement in 
utilization/productivity 
-No available new licenses 
 

-Lower production 
growth than average in 
the market 
-Utilization increases to 
“efficient producer” 
-Limited supply of 
available licenses 
 
 

-Production growth in 
upper part of predicted 
long-term growth 
interval (5 per cent) 
-Available licenses 
-Increased productivity 
equal to best actor in the 
industry (SalMar) 
 

 

 

Cost of 
Materials 

-Increased frequency of 
disease outbreaks 
-Start-up difficulties in feed 
production 
-Increased price pressure on 
marine raw materials due to 
El Nino outbreak.  
-Increased regulations due to 
environmental issues 

-Feed costs affected by 
short-term limited supply 
of marine raw materials 
-Medium term efficiency 
gains from feed 
production 
-Stable in the long term 
 

-Diseases at a minimum  
-Increased cost-efficiency 
as a result of integration of 
Morpol and feed 
production 
-Stable sea-water 
temperatures 
 

Source: Own construction 
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The scenarios are further quantified into cash flows that are valued in our model, resulting in two 

alternative share prices. This reveals an interval for the share price between 28 and 147 NOK from 

the worst- to the best-case scenario.  

The worst-case scenario of 28 NOK represents a downside of 66 per cent compared to our base-case 

scenario. The lowest price MHG has been traded at for the last three years (month end) was 24 

NOK, noted in September 2011.  

Table 7.11: Worst-case scenario 

 

Source: Own construction 

The best-case scenario represents an upside of 78 per cent compared to our base-case scenario.  

Table 7.12: Best-case scenario 

 

Source: Own construction 

We would like to emphasize that our scenarios represents two extremes with regards to 

development in the presented value drivers. The presented outcomes reflect the large volatility in 

the industry and the corresponding stock prices. Individually, we are of the opinion that all factors 

in the scenarios are relevant and realistic issues quantified in a moderate way. Although we believe 

that the scenarios involve realistic developments it is unlikely that all negative or positive effects 

would occur simultaneously.  
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In example we believe that with decreasing spot price levels MHG could manage to increase 

margins in the long run higher than we have accounted for in our example. It is also likely to 

believe that with the margins forecasted in the best-case scenario the inflow of salmon from 

alternative production methods would have reached the market faster and in a larger quantity than 

else expected.  

We recommend the reader to interpret the results as what they are intended to represent – two 

extremes scenarios.  

7.6 Analyst consensus 

Our target price for MHG’s stock price is 82.64 NOK. Consensus from 15 analysts presented by 

Financial Times (2014) of 85 NOK per share only represents a marginal deviation from our 

forecast. Further, the range of the analyst estimates from 100.5 to 73 NOK is not far from our 

identified relevant price range between 64 and 103 NOK.  

It is interesting to find such consensus within such a volatile industry. We believe this is due to the 

expected stabilization of price and harvest volume, and a general perception that the industry is 

facing new and less volatile times.   
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8 CONCLUSION 
The purpose of our thesis was to find out why MHG was traded at higher multiples than its 

competitors. We wanted to investigate this by finding the fair value of MHG’s share per 

31.12.2013. By choosing this approach we have examined whether the reason where mispricing of 

MHG’s stock or other causes.  

The basis for the fundamental valuation was a strategic- and financial analysis of the company and 

its closest competitors. This was quantified into a forecast of MHG’s future free cash flows and 

valued through cash flow based models. We evaluated the fundamental share value through relative 

valuation models, a sensitivity- and scenario analysis.  

Through our cash flow based models we found the fair value of MHG’s stock to 82,64 NOK. This 

represents an upside of approximately 12 per cent from the noted price 31.12.2013. Isolated this 

leads us to recommend the stock as we find it to be undervalued by the market.   

The sensitivity analysis proved out assumptions from the strategic- and financial analysis. The share 

value is significantly sensitive to changes in the most essential input. Through the scenario analysis 

we highlighted the large risk in the industry. Potential up- and downsides were quantified in a 

relatively moderate matter separately. However, with subsequent materialization the up- and 

downside is large. From the sensitivity analysis we identified the relevant interval for the share 

value between 64 and 103 NOK per share. From that we can conclude that MHG being traded at 

higher multiples than its peers currently is, in fact can be justified through the shares fundamental 

value.  

It is important to highlight that a major share of our arguments to be positive to MHG is applicable 

to the complete salmon farming industry. We do not expect any large efficiency improvements and 

the company is historically not performing better than average. It is likely that both liquidity in the 

stock as well as diversification with regards to spot price volatility and regional demand changes, 

has some value to investor.  However, we cannot conclude whether these factors are large enough to 

defend the relative pricing difference found in the multiple valuation. Our conclusion is that MHG 

is traded within the price range of the fundamental value and within the interval of fair multiples. 

As we are generally positive to the industry we recommend investor to take a closer look at 

competitors with lower relative price levels. 
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9 THE THESIS IN PERSPECTIVE 
Our thesis is written in a time that may represent a potential shift in the salmon farming industry. 

Historically the industry has been characterized by high growth, fluctuating prices and efficiency 

improvements. Our forecasts are however characterized by low growth potential due to limited 

capacity and already high capacity utilization. At the same time we still expect strong demand. 

These new characteristics in the market create challenges with regards to forecasting the salmon 

price.  

The industry has individual characteristics with regards to biological risk, climatic conditions and 

regulatory environment. For instance it is close to impossible to predict the outburst of a virus or 

extreme weather conditions. Changes in regulations are also challenging as there are large potential 

effects with regards to capacity in the market and other regulations inducing higher cost levels.  

Due to limited time there are elements that perhaps not have received the attention they deserve. As 

an extension of the thesis it would be particularly interesting to investigate potential synergy effects 

with regards to the acquisition of Morpol and integration of feed production. Potential new 

acquisition targets could also been a research area. As for the industry we are on general positive to 

the outlooks. Based on this we believe other investment targets could be well suited as research 

area. This is strengthened by the fact that MHG currently is traded relatively close to our target 

price and at high multiples compared to its peer group.  

As a final remark we recommend analysts in cyclical industries to forecast items based on volume 

rather than revenues. This will avoid forecasts to be biased by the volatile nature of the faced 

market price.  
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