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Abstract 

Background: 

Privatization of State Owned-Enterprises (SOE) and the characteristic of the new owner have been 

debated over time; however Goldman Sachs purchase of Dong shares has re-heated the discussion. The 

paper examine the possible value creation with Private Equity (PE) as a co-owner in the privatization 

process of SOEs in Denmark, when value is understood as both public interest as well as economic profit. 

To investigate the value creation and the effects of the ownership, TDCs privatization process is used as a 

case to study the effects ownership and privatization of a SOE. The liberalisation of the communication 

service market and the governmental reasons for liberalization/privatization is measured 20 years after 

the beginning of the process.   

Results: 

TDC have increased its value over time and keep a high market share of the market. The development 

from a state company to a public company has shown increase in efficiency and ratios especial the first 

years. The PE fund National Telephone Company (NTC) bought in 2005 89% of the shares in TDC and 

focused on changing ratios for TDC by increased leverage and pay out high dividends. This strategic 

increase the financial drivers and lowered the operation drivers. The employees were reduced with 48% 

and the company was at level with comparable companies.   

The public interest in mainly a high competitive communication service market and universal service 

supply for the whole country has since the privatization work at a security for the public interest. With 

Denmark’s geographical change to less people in the “outskirts Denmark” the cost for TDC to live up to t 

new requirements of universal services, have challenged the public interest of equal access for all.   

Conclusion: 

PE can work as a value creation co-owner as long as there is a clear exit strategy for the Public Private 

Partnership on Equity. PE has focus on economic profit and not on long term public interest. After a partial 

ownership of the SOE, it is expected to be prepared for the private market and unnecessary activities are 

sold off. 
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1 Introduction 

State-owned enterprises (SOE) have been debated increasingly in Denmark over the last year. In 

particular, the 19% share sale of Dong Energy (Dong) to Goldman Sachs (GS) has divided the Danish 

coalition government between Social democrats and Danish Social Liberal Party on one side and the Social 

Peoples party on the other.   

The debate was mainly concerning the buyer, GS, and not the very of selling a part of the company. GS 

had after the financial crises got a bad reputation, which have been the main issues in the debate 

together with the possible tax loss. Interestingly, the debate was not centred on GS potential valuable 

contributions to Dong as a company. Rather, the main issue of discussion was Goldman Sachs’ bad 

reputation obtained during/prior to the financial crises. GSs has industry knowledge, which the company 

is expected to apply/use as an active investor, just as any other Private Equity (PE) investor. As a 

shareholder GS is given veto rights on important decisions and can thereby use its influence in Dong, even 

though GS is a minority shareholder. GS brings in important CG (CG) skills and energy investment 

knowledge into the boardroom. When PE investors step into a company, several studies have pointed out 

that they create value through tight control, through CG, and other strategic characteristics. This kind of 

CG is hard for the Ministry of Finance to maintain.  

Before the sale, the Danish Audit Department criticized the Ministry of Finance for bad control of Dong 

and the risk management of Dong (Ussing, 2013). The Dong case asks the important question of what 

creates value for an enterprise and how does it change when the state is the owner? SOEs are often 

created due to sector political issues and are partial/fully privatized to make competition on a market 

beneficial to the costumer. TDC and the communication service market is an example of a SOE with 

monopoly, where the PE constellation is used to fulfil multiple objectives, in other words: Objectives and 

public interest as well as economic profit.  TDC has had different ownership structures since it became a 

SOE in 1990, which can explain the variation in strategy and value creation over time and is a good general 

case of the privatization process  

PE funds are usually the main PE contributor. PE funds collect private capital to invest in ownerships of 

firms outside the public market. PE funds have been the main object for studies of PE performance and 

return. When comparing PE results with the environmental development of the market, it is possible to 

evaluate the reasons for privatization.  



Rune Klausen  Private Equity in the privatization process of Danish SOEs 15/12 2014 

  

Page 6 of 101 
Copenhagen Business School 

1.1 Research Question 

 
Privatization of SOE and the characteristic of the new owner have been debated over time; however GSs 

purchase of Dong shares has re-heated the discussion. Consequently it is necessary to examine how the 

value creation of privatization is measured and further evaluate the value the Danish state gained from it. 

To evaluate the effect of the sale and the value the state gain from it, it is necessary to understand the 

objectives that the value should be measured on. Based in the problem description, the following 

Research question will be examined:  

“How can Private Equity create value in the privatization process of SOEs in Denmark, when value is 

understood as both public interest as well as economic profit?” 

The problem statement will be answered through following sub-questions: 

1. What are the objectives of SOEs? 

The objectives of creating a SOE as well as the decision privatization are driven by public interest rather 

than only economic profit.  By determining these objectives and the model of CG of SOEs, the study will 

clarify how value for the state is measured.   

2. How does Private Equity create value? 

PE has specific characteristics and ways to govern companies. Is it possible for PE investors to gain 

economic profit (type of value) from investing in the company and how this profit is created.  

3. How can diverging objectives of the SOE (public interest and economic profit) and Private Equity 

(economic profit) merge in a Public Private Partnership of Equity? 

The possibility of linking the public interest of a SOE and the economic interest of a PE in a privatization 

context will be analysed through the case of TDC. More specifically, the study investigates/examines the 

economic development of TDC and the sector political reason for the privatization.   
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1.2 Limitations 
Analysing PE and its possible comparison with public interest of SOE in a privatization situation is difficult 

as public interest change over time. The case study of TDC only describes the consequences of that 

specific firm and sector. A broad generalisation to all SOE privatisations (today and in the future) is 

therefore beyond the scope of this study. More case studies should be done to submit a trend, and even 

then it might be difficult to apply conclusions to new possible SOE privatizations. 

PE investors do often use tax havens and other way of minimizing taxes of their return. It is not the 

purpose of this paper to determine the possible tax loss by having PE investors in the privatization process 

of a SOE. The focus is only on economic profit and public interest in forms of policy objectives. When 

political objectives can change from party to party, it is only the most prominent public interest 

objectives, which are handled in the paper. 

This paper is not a full valuation of TDC and the valuation analysis will therefore have its limitations in 

terms of depth of both the strategic and financial analysis. The long time horizon of the financial analysis 

does also imply a less deep analysis of specific financial changes from year to year. The valuation of the 

sale in 1997 where the Danish government sold the last shares of TDC, is not taking into consideration due 

to space limitations. To understand the full value of the TDC privatization for the state, this particular case 

could be used to make a direct valuation of the profit from the sale. This is not done because the focus 

has been on the different ownership structures and the change in the environment due to liberalization.  

The paper does not contain deeper analysis of sector political legislations that could impact the value of 

TDC and the changes in the market. Only the most important legislation is mentioned in the paper and 

taken into consideration. To fully understand the sector changes all legislations should be taken into 

consideration. 

The valuation is made from a business analyst point of view at the time of transactions. Therefore, some 

information/data is lacking, particularly the period around 1994 is difficult to analyse due to  data-

limitations?  
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1.3 Structure 
Firstly, the methodological approach of the paper is explained. The difference between performance in 

SOE and in private/public companies can be explained in agency problems and incentives performance. In 

the second part of the paper the agency theory and CG in both private and SOE are clarified.  The 

objectives for SOEs and possible privatization are analysed.  

The third part analyses and describes PE characteristic and performance.   

The fourth part presents the case of TDC. The Case is used to analyse the change of a real case, which is 

combined with the knowledge gained in part 1 and 2. The case is split up in a strategic and financial 

analysis of TDC for three selected periods. These periods highlight the main occurring events and 

developments during ownership changes. The last part of the case study presents a valuation of TDC 

based on the selected periods. The valuation will be compared to the sector political changes and fulfilling 

of economic value and public interest.  

2 Methodology 

2.1 Literature 
The area of PE has in recent years been met with increasing interest for studies of performance of PE 

funds and the underlying portfolio enterprises. Using these studies on SOEs will make some difficulties 

when comparing to partial ownership in SOE. One of the characteristics’ of PE funds (one of the biggest PE 

investors) is a fully controlled ownership. The importance of the full ownership is that the PE fund can 

control the firm and be an active investor with decision rights. In the case about Dong, GSs have specific 

veto rights for strategic decision to maintain decision rights as minority shareholder (Dong, 2014). In 

constellations like this, it will be possible for the PE investor to have the decision right of the portfolio 

company, even without majority shares. The risk consideration can be a problem when the decision maker 

does not have the same downside as the majority shareholder. This will be discussed in the part 3.1. For 

using the PE literature to tell about possible effects on SOE, control is important to take into consideration 

because the state in a partial ownership often wants to keep the control. 

To analyze the performance of PE, there are selected a range of studies. Not all studies are represented, 

and some can have other results and conclusions as the selected. The selected is those by public 

recognition and relevance to the subject. The theory of PE indicates how PE performs compared to public 
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companies. S&P 500 has often been used as a comparison to the performance of PE as the “possible” 

return for an alternative investment. There has been a critique of the use of the S&P 500 because 

investments in PE do not have the same characteristics as the companies in S&P500 (Phalippou, 2012).  

OECD reports of CG and the guideline from the Danish government (Ministry of Finance, 2004) is time-

based to 2005 and 2004. Even though they are almost 10 years old, the guidelines are still applicable for 

how CG in SOE is managed in Denmark.  

2.2 Case study: TDC 
Analyzing the effect of PE in SOE is difficult to do quantitative because of the lack of data available and the 

multiple measures of value for a SOE.  

With a large variety of measurements a case study is selected. With different purpose from SOE to SOE 

and the reason they take in private capital it is necessary to analyze every case separately. A case study 

has typically three characteristics: Critically to theory (1), unique (2) and phenomenon revealing (3) 

(Andersen, 2008). 

TDC and its development from SOE via partial privatized to fully privatize is a unique case for analyzing the 

different ownership structures and their effect on the company and its environment. With the ownership 

by five PE funds in 2005 and the later IPO in 2010, make the same company comparable with both fully or 

partial SOE, public company, PE owned and again as a public company. The change in ownership and the 

characteristic of the owners makes TDC a good example on the development from fully SOE to 

privatization and the value created/loss of other objective measures from a state view. A case study 

makes it possible to analyze how the ownerships affected TDC and if these are in line with the theory. The 

case study is not only qualitative, but also involve quantitative measures form competitors and peers in 

the industry. The long time span influences that there mainly will be used quantitative methods in the 

case methods, via data analyzing and peer group analysis.  The financial development of the TDC will be 

based on quantitative measures, while strategic development and public interest will have qualitative 

characteristics.  

2.3 Methodology Financial Analysis 
The financial analysis of TDC is made over a time span of 17 years (1997 to 2014), which give problems 

with the consistency of the data. Accounting policies change over time, through the years TDC have 
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change their accounting policies following IFRS accounting regulations. These changes make the data 

inconsistent. To make the financial analysis as reliable as possible, the latest available data for a specific 

year is used. The annual reports for TDC are normally set-up with details from the annual year and the 

year before. Other information can be available up to 5 years back. The 5-year data is not available with a 

depth that is sufficient to make a deeper analysis of the data. Therefore will it often be the data from the 

year after that will end as the published numbers in this report. For the years 2011 and 2010 the last 3 

years have been available, and are therefore used, so numbers from 2007 is the numbers available in the 

annual report in 2010, and so on. 

The availability of the data makes direct comparison of the data over time impossible. Change are not only 

a question of economic development, but also which accounting policies that have been used. The 

financial analysis will not correct for the changed, but the results will be analysed with the knowledge of 

this.  

To analyse the value drivers in TDC, the annual reports have been reclassified. The reclassification is done 

to recognize the value creation form financial activities and operational activities. These financial drivers 

are not clear in the annual report following IFRS. Therefore a reclassification is necessary to classify the 

value-added drivers in operational and financial activities. Reclassification makes it possible to observe the 

change in value creation and operation through the different owners of TDC (Sørensen, 2009). PE funds 

are well-known as having high leverage in their firms and other characteristics that can change the value 

drivers.  

Residual Operating Income (ReOI) model is used to describe the financial development of TDC. The 

residual income model describes the residual profit and book value (Sørensen, 2009, p 43). The model is 

not a cash-flow based model which is grounded in that there is no cash-flow statement in the annual from 

before 2003.  ReOI is sufficient to give a detail analysis of the financial drivers of TDC in the period 97-14. 

The residual profit is based on return of equity (ROE).   

𝑅𝑒𝑂𝐼𝑡 = 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑃𝑟𝑜𝑓𝑖𝑡(𝑂𝑃)𝑡 − 𝑟𝑊𝐴𝐶𝐶𝑁𝑂𝐴𝑡−1 𝑜𝑟 (𝑅𝑂𝐼𝐶𝑡 − 𝑟𝑊𝐴𝐶𝐶)𝑁𝑂𝐴𝑡−1 

𝑅𝐼𝑂𝐶𝑡 =
𝑂𝑃𝑡

𝑁𝑂𝐴𝑡−1
  1  

                                                           
1
 Sørensen, 2009, p 46 
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To make consistency between the Bloomberg cash-flow used in 1994 (would be commentated in the 

valuation method) the Free Cash Flow to firm (FCFF) is calculated for a FCFF. The FCFF should be 

consistent with the ReOI model and give the same value of the firm.  

𝐹𝐶𝐹𝐹 = 𝑂𝑃 − ∆𝑁𝑂𝐴 

To understand ROE and the movement overtime the extended Du Pont model is used (Sørensen, 2009, p 

255). The decomposition of ROE is split into two rows; return on operation activities and return on 

financial activities. The analysis of these branches of the model tree has a depth of three levels each. Each 

level goes deeper down in the underlying drivers for ROE.  

 

Source: Extended Du Pont Model Sørensen, 2009, p 255 

The performance of TDC is compared with the competitors over time. Data for the comparison will come 

from Bloomberg database. These data will be comparing under the same level. This can cause that the 

data will be inconsistent with the financial analysis. This is done due to the comparison proficiency to 

evaluate under the same accounting policies. For valuation Bloomberg data is used in 1994 (see valuation 

methodology) and the financial analysis for 2005 and 2010. Reclassification is use as an instrument to 

Return on Equity 
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estimate the future earnings to the shareholders (Sørensen, 2009). With valuation in different times, the 

reclassification at the specific time is used for analysing the future.  

Besides the valuation, the financial analysis is used to analyse the development over time and the changes 

in value drivers. 

2.4 Methodology valuation 
Valuation of a company analyses the firm’s ability to create value for its owners. Normal valuation is based 

on future estimated value. Normally a valuation of a company would be made in the present time with a 

valuation of the future prospects of the company. In this paper the valuations will be past values and 

would be based on the information available at that time. The different models have different needs for 

estimations and information available. The valuation will made as an external analyst of the time of the 

transaction.  

To valuate TDC I recognize the most important transaction of TDC. The first IPO in 1994 was Nordic 

Telephone Company (NTC) takeover in 2005 and their exit in 2010. The sale of the rest of the 

government’s shares in 1997 or the sales of SBCs shares in 2004 are other highlights in ownership that 

could have been taking into consideration. The selected periods recognize the big transactions of the 

ownership of TDC and the strategy changes applied, which is interesting for this paper. The transaction in 

1997, where the Danish government sold the last part of TDC to a foreign strategic partner, will not be 

evaluated due to limitation and importance. The sale is important, due to political reasons, but in 

ownership and value creation is it less important. It will be considered when analyzing development of 

TDC over time.  

Valuation is normally in three phases: (1) Analyzing historical development, (2) budgeting and (3) 

valuation. Because the historical perspective is a general factor, the strategic analysis will have a different 

characteristic than normal. The models used for this will consist of a historical matter, and therefore 

compare the change in the market and the environment over time. The models in the strategic analysis 

will form the basis of the estimated future development. The models used for the strategic analysis: 

Porters 5 forces (P5F) and PEST. In normal valuations strategic models as SWOT, Value chain, competitor’s 

analysis etc. make important contributions to the estimation of the future development of the company. 

With three periods and valuation as a secondary tool in this paper it has not been possible to include 

these in the strategic analysis due to limitations. 
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P5F is a good model to analyses the market and the change in it. For a case with PE in SOEs, there are 

often sector political issues that contribute to the privatization. When using the P5F it is possible to find 

the change over time, and if the political reasons for liberalization and privatization has been replenished. 

The model has received critique for not been able  

to be flexible enough to also include new business structures and models. The model’s limitation and 

structure can easily give an understanding that the market environment and structure are easy to 

understand, which often it not the case. The use of the model as analyzing tool over time, also displays 

that the model is static and therefore not taking future problems and possibilities into account. The 

development in the communication services industry was not possible to forecast completely in 1994. The 

smartphone market and the change of a phone to a computer were very hard to predict. Even in 2007 

Microsoft CEO Steve Ballmer didn’t expected the IPhone to be a success because “there's no chance that 

the iPhone is going to get any significant market share” (Lieberman, 2007).   

The model does not take macro- and micro level factors into account, and some of the forces are with 

today’s globalization minimized as important factors. Other critiques can be the limitations in define the 

market. Porter argues that the model should be used on line-of-business level. Therefore will the focus of 

this paper be on communication services, which is the biggest and most important line of business in TDC. 

It can be argue that land-line, mobile telecommunication and mobile internet is not the same line of 

business, but with the closely connection and the overlapping it is used together in the model. 

Even with the weak areas, the model is chosen to give the best analyses of the market conditions. This is 

because of the combination with other models; it is only a tool for the full analysis. It is not possible 

analyses the full picture with only one model, but with different models it is possible to get around some 

of the weak areas of P5F. As a supplementary model PEST-model will be used to look at the 

environmental possibilities, and complement P5F.  

These two models is used because of the focus from the government on the market and the ability to 

adapt new technologies 

General valuation methods will be Discounted Cash-flow (DCF) model and peer group valuation based on 

other competitors in the business. The valuation will the day before the transactions in 1994, 2005 and 

2010.  
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2.4.1 DCF/ReOI 

The DCF model is used based on Bloomberg data for the valuation in 1994. The Bloomberg data is similar 

to the annual report data, except 1997 where accounting policies make a difference. Bloomberg had 

separated the cash-flow into three components: Cash-flow from operations, investing and financing. 

Comparing the cash flow from operations – from cash flow from investing with the annual reports cash 

flow, there is little difference, which can be explained by reformulation of the cash-flow. With consistency 

between the Bloomberg cash-flow and the cash-flow from the annual reports it is possible to estimate a 

future cash flow with the knowledge from the financial analysis. In 1994 the FCFE-method is used because 

of the difficulties to estimate the debt rate for TDC and the availability of the FCFE from Bloomberg. The 

free cash flow to equity is calculated FCFE=C-I-F (Sørensen, 2009, p 41). 

𝑉0
𝐸 =

𝐹𝐶𝐹𝐸1

(1 + 𝑟𝑒)1
+

𝐹𝐶𝐹𝐸2

(1 + 𝑟𝑒)2
+ ⋯ → ∞    

The annual report data are used to estimate the value of TDC in 2005 and 2010. The FCFF-method as the 

primarily and the ReOI-method as secondary (calculated in Appendices).  

𝑉0
𝑁𝑂𝐴 =

𝐹𝐶𝐹𝐹1

(1 + 𝑟𝑒)1
+

𝐹𝐶𝐹𝐹2

(1 + 𝑟𝑒)2
+ ⋯ → ∞    

𝑉0
𝑁𝑂𝐴 = 𝑁𝑂𝐴0 +

𝑅𝑒𝑂𝐼1

(1 + 𝑟𝑊𝐴𝐶𝐶)1
+

𝑅𝑒𝑂𝐼2

(1 + 𝑟𝑊𝐴𝐶𝐶)2
+ ⋯ → ∞    

Source: Sørensen, 2009, p 41-46 

CAPM: To valuate TDCs’ expected return of equity the Capital Assets Pricing Model (CAPM) will be used. 

CAPM is a one factor model based on estimations of the risk free return (Rf), market return (Rm) and beta 

(β).  CAPM has a linear relation to expected return of the portfolio company (TDC): 

𝐸(𝑅𝑇𝐷𝐶) = 𝑅𝑓 + 𝛽𝑇𝐷𝐶(𝐸(𝑅𝑚) − 𝑅𝑓  With 𝛽𝑇𝐷𝐶 =
𝐶𝑂𝑉(𝑅𝑇𝐷𝐶,𝑅𝑚)

𝑉𝑎𝑟(𝑅𝑚)
 

CAPM assume perfect capital market: no transaction cost, infinite divisibility of assets, no taxes, no 

restrictions regarding investments and short sales and all assets are traded on capital market. Investors is 

expected to only depend their investments decision on µ and σ, all have homogenous expectation and 

competition so no large investor can move prices themselves. 
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Roll (1977) criticized CAPM for being impossible to test if the market portfolio is efficient. Market portfolio 

is not observable, and therefore there is a need for a proxy. If testing this market portfolio for efficiency 

the result does not give a clear result. If the proxy is efficient, the market portfolio can still be non-

efficient because the Proxy is not necessarily the market portfolio and if the proxy is non-efficient the 

market portfolio can still be efficient. Despite Rolls critique and other critiques of CAPM it is still the most 

used method to estimate the expected equity return and is therefore used in this paper.  

Estimation of beta  

Beta is the measure of the systematic risk, also called market risk. With investors measuring their decision 

on µ and σ, the combination of risk and expected return are important. Risk can be spilt into systematic 

risk and unsystematic risk. Unsystematic risk is also called the company or industry-specified risk. 

Unsystematic risk is the risk that is firm or sector specified and therefore is possible to reduce through 

diversification.  

Systematic risk is the market risk. The risk is not attached to any specific company or sector and is 

impossible to completely avoid. The calculation of beta is based on how “affected” the company is of the 

systematic risk. The market portfolio is an efficient portfolio which can be held by all investor and have a 

beta of 1. Beta of 0 is the risk free asset and contains no systematic risk. Beta >1 is assets that have higher 

risk than the market portfolio and therefore need higher expected return to compensate for this.  To 

estimate beta for the different periods Bloomberg’s beta calculation and benchmark estimation on OMX 

C20 index is used. OMX C20 is formerly used as the classical benchmark for Danish corporations but was in 

2013 change with OMX CAP20 as official benchmark. The new Cap20 index is created because Novo 

Nordisk filled 45% of the OMX C20 index, and had too much impact of the value (Kjelland, 2013). OMX C20 

consists of the top 25 companies with the highest free float adjusted Market Capitalization, also called 

OMX C20 basis portfolio. The 20 with the highest turnover in the OMX C20 basis portfolio are included in 

the new OMXC20 active portfolio. Under normal conditions the new OMX Cap20 will be used, but because 

it is past values the old OMX C20 is used. Bloomberg’s beta is estimated in the old index OMC C20 index 

and the calculation on beta will be the same.  

When calculating β it is important to clean the data so it uses the same methodology to calculate return. 

OMX C20 adjusts for extraordinary/special dividends, but not ordinary dividend (NASDAQ OMX, 2011). For 

adjusting for dividend for OMX C20 dividend data from Bloomberg is used. TDC have had two 
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extraordinary payouts of dividends since 1994, 43.9 (adjust for split 219.5) per share in 06-04 2006 and 

6.05 per share 18-12 2009 (adjusted for split 30.25). The beta is calculated both without adjustments, with 

adjusted special dividend and all dividends.  

Adjustments of the stock price are made for split, dividends and other changes that affect the stock price. 

TDC have only used split and dividend since 1994. The total list of dividends and splits can be seen in 

Appendices 1. Adjusting for split, for example 5-1, the new stock price is the old multiple with 5. Dividends 

are adjusted by dividing the new stock price with the stock price minus dividend. The first dividend 

adjustment for TDC is calculated: 28.8/ (28.8-1.2) =1.04 after split adjustment. Beta is calculated by the s 

formula below. The beta is calculated by calculating the Covariance of the daily return of TDC and the 

daily return of the market portfolio (OMX C20) for 5 years back, divided with the variance of the market 

portfolio:  𝛽𝑇𝐷𝐶 =
𝐶𝑂𝑉(𝑅𝑇𝐷𝐶,𝑅𝑚)

𝑉𝑎𝑟(𝑅𝑚)
 

  

5 years beta estimation on OMX C20. Source: Own creation based on Bloomberg and Datastream 

The benchmark beta creating in this paper is a supplement to the beta from Bloomberg, and is made on 

daily return 5 years back. 5 years is used to capture a longer historical estimation, but is hold at 5 years, 

because return correlation change over time, a longer period than 5 years will give unnecessary influence 

of past returns on the future beta.  The calculation of the beta is based on historical returns, while the 

beta in CAPM is the future beta. The first values of OMX data from DataStream is from 1996, and the five 

years comparison starts from 2001. By looking at the 5 years beta for β, calculated on special dividends 

and all dividends on OMX C20, TDCs beta has changed over time.  
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Back in 2001 it had a beta around 1.3, which indicated a systematic risk 1.3 times higher than the market 

risk, and thereby a higher expected return.  

 Since 2004 the 5 year historical beta has decrease to around 0.1 and a small increase to around 0.4 in 

2014 adjusted for all dividend and only special dividends betas (OMX methodology). The decrease started 

with the first takeover rumors in 2004, and continued through the period of NTC ownership. For the three 

periods it is possible to use the benchmark calculation for 2005 and 2010, because this is the time where 

TDC is on the stock market before the valuation time. The estimation of beta (special dividend) in 2005 is 

1.04 and 0.108 in 2010.  The regression analysis show an r2 of 0.27 in 2005 and 0.01 in 2010. The 

explanation degree of the beta on OMX C20 is higher in 2005 than in 2010. The period used for 2010 is the 

approximated time where NTC owned TDC. Both betas are significant at a 5% level. (Appendices 2) 

Comparing the calculated betas with the betas from Bloomberg shows similarities, this is caused by the 

correlation of methodology. By using weekly returns the beta increase which indicate that returns over a 

longer period of time, have a higher correlation. With the high variation in betas Bloomberg’s calculation 

on weekly two year returns are also taking into consideration. When looking at the two and five year 

calculations it shows that the historical trend is changing a lot. The beta in 2005 has over the last couple of 

years shown a downward beta, while the historical data for 3-5 years have a higher correlation with the 

OMX C20. This indicates that the true beta will moves towards 1. With adjusting the beta with 2/3 raw 

historical beta and 1/3 of market beta will give an adjusted beta of 1.03 (2005) and 0.41 (2010) based on 

the adjusted for all dividend. 

For 1994 it has not been possible to calculate the beta based on correlation with the market portfolio. 

Therefore is the estimation based on the general communication service market and the possible 

knowledge in 1994. IT and Telecom Agency calculated in 1996 a beta of 0.8, and it can be a good proxy for 

the beta in 1994 (IT and Telecom Agency, 2008). The communication services market was seen as a stable 

market and with monopoly on some parts of the market the risk was lower than the competitors. 

Beta Own not adjusted Own adjusted 
for all 
dividends 

Own Adjusted 
for special 
dividends 

Bloomberg Bloomberg2 Bloomberg3 Own adjusted 
beta 

Calculation 
of beta 

Daily 5 years Daily 5 years Daily 5 years Daily 5 
years 

Weekly 5 
years 

Weekly 2 
years 

Daily 5 years raw 
beta 2/3 

30-11-2005 1,040 1,027 1,040 1,042 1,115 0,59 1.03 

13-12-2010 0,095 0,106 0,108 0,096 0,187 0,40 0.41 
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The risk free asset is difficult to calculate. No asset is risk free and therefore some of the safest assets are 

used as a proxy for the risk free asset. In Denmark the 10 year government bond is used. In average the 

Danish 10 year’s bond was in March 1994 6.6932%, October 2005 3.2176% and November 2010 2.6516% 

(Danish Statistics). Bloomberg also have estimations of the risk free asset in 2005 and 2010 on 

respectively 4.484% and 3.09%. To secure consistency with the market risk Bloomberg is chosen for 2005 

and 2010, while the 10 years government bond is used in 1994. 

Market premium is hard to estimate. The estimation methods of market premium can be divided into 

three categorize: 1) historic, retrospective, 2) theoretical, forward-looking and 3) enquiry (Sørensen, 

2009). All three have its pros and cons, but equal for them all is that none of them gives the fully correct 

market premium. To estimate the market premium Bloomberg’s estimate is used in 2005 and 2010. 

Bloomberg calculate a market risk premium 5.585% in 2005 and 11.86% in 2010. 

In 1994 Bloomberg did not calculated the market premium. Instead the estimated beta is based on 

Saabyes paper about the equity risk premium (2003) on the Danish market used. The average risk 

premium has been 5.2% in 1970-2003 with higher average in the last years of the sample. Based on this an 

estimation on 6% in 1994 are chosen.  

WACC: Expected return on equity 

1994: 𝐸(𝑅𝑒) = 6.69% + 0.8 ∗ 6% = 11.49% 

2005: 𝐸(𝑅𝑒) = 4.48% + 1.03(5.59%) = 9.10% 

2010: 𝐸(𝑅𝑒) = 3.09% + 0.41(11.86%) = 7.95% 

TDCs expected return on equity has fallen over time and can be explained by the decrease in the risk free 

asset and therefore increasing market premium. This combined with the lower beta in 2010 gives a fallen 

expected return on equity. 

Return on Debt: The return on debt is the return the company has to pay for debt. Bloomberg’s 

estimations for debt return for TDC was in 2005 0.8% and in 2010 3%. The debt return is after following 

the Modigliani–Miller theorem on WACC 
𝐸

𝐷+𝐸
∗ 𝐸(𝑅𝑒) +

𝐷

𝐷+𝐸
(𝐸(𝑅𝐷)) ∗ (1 − 𝑡𝑎𝑥). (Ross, 2008) 
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The distribution of the WACC is used by the D/E ratio from Bloomberg at the date of the transaction. The 

D/E used for calculating the WACC should be the future WACC and therefore the future long term D/E. In 

2005 it can be argue that with a takeover from a PE fund that the D/E ratio will increase. The short term 

D/E will increase but it is expected that the long term will end at the same D/E ratio as before the sale. 

TDC 2010 Ratio Cost Weighed  

Equity 62.60% 8.10% 5.07% 

Debt cost (A-T) 37.40% 3.00% 1.12% 

WACC 100.00%  6.19% 

Source: Bloomberg and own creation 

Peer group analysis  

The selection of peer group companies is important because the optimal peer group have the exact same 

characteristics as TDC. With the changes in TDC over time it is hard to find companies there have the same 

characteristics as TDC for the whole period. Criteria for selecting the peer group have been industry 

sector, geographic area, company history and national importance. TeliaSonera and Telenor are the 

biggest competitors in the Nordic region and are the competitors with most similarities to TDC. Other 

members of the peer group are Deutche Telecom, Vodafone and Telefonica there were selected because 

of their national status and geographic position in EU.   

Ratios: Price per share over earnings per share (P/E) is an easy and widely used valuation tool. The 

valuation through P/E should only be used when similar debt/equity ratio, because it is affected by the 

capital structure.  With differences in accounting policies across countries, it can be hard to compare 

across countries.  

EV/sales are good for valuation in industries where market shares are important, which fits well to the 

communication service market. The communication service industry is an industry where market share is 

an important measure, because of the low differentiation between the products. Accounting policies can 

affect the EV/Sales because of the revenue recognition, but the affect is expected to be low. The changes 

in accounting policies in Denmark about revenue recognition of onetime fixed fees are a con for using this 

ratio. Sales are in general a bad indicator of value/profitability and do not address riskiness, but can be the 

only multiple if EBITDA <0.  

EV/EBITDA is a close estimation of the free cash flow and takes capital structure into account. Is not so 

affected by different accounting rules and are therefore good across borders. The EBITDA does still not 

take capital expenditure, taxes and depreciation into account and assumes same growth for all.  

TDC 2005 Ratio Return Weighed  

Equity 60.40% 10.24% 6.18% 

Debt cost (A-T) 39.60% 0.80% 0.32% 

WACC 100.00%  6.50% 
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Valuation with multiples can give a high variation in the value because the companies can have different 

risk characteristics, capital structures, growth opportunities and assets that can affect the value. All 

multiples have its pros and cons, but together they have flexibility and give a good secondary estimation 

to the DCF for TDC.  

3. Principle agent theory 
Agency theory is all around us. It happens when one agent acts on behalf of another. We see this in many 

places and forms. The general aspect is that the owner has one objective. “If you want something done 

right, do it yourself” (Charles-Guillaume Étienne) is a famous quote which explain the agency problem. If 

you are not doing it yourself, it will be done differently.  If you need one to do something for you, you hire 

an agent to handle your interest. To make sure that the agent behaves the principal and the agent commit 

to an agreement (contract) for the job the agent have to do. Jensen and Meckling (1976) defined agency 

relationship problem as: 

“We define an agency relationship as a contract under which one or more persons (the principal(s)) engage 

another person (the agent) to perform some service on their behalf which involves delegating some 

decision making to making authority to the agent. If both parties to the relationship are utility maximizers, 

there is a good reason to believe that the agent will not always act in the best interest of the principal.” 

(Jensen & Mackling, 1976) 

If the agent does not act in the interest of the shareholder we have an agency problem. Behind this 

problem is asymmetric information. The principals missing information is the reason why he cannot make 

a complete contract. There will always be many different kind of asymmetric information. With symmetric 

information it is possible to detect these “failures” in interest and the agent will have cost if he doesn’t 

follow the interest of the principal. If there is asymmetric information there will be cost of monitoring the 

agent, because the agent can “cheat” the principal and gain extra utility without any cost.  

To limit the divergence it is possible for the principal to use incentives to motivate the agent to follow the 

same interest as the principal or expend resources (bonding cost) to secure that the agent will not do 

certain actions or secure compensation if it happens. It is not possible to illuminate all agency cost (Jensen 

& Meckling, 1976). 
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There are two basic components that create agency problems:  adverse selection (“hidden” information) 

and moral hazard through post-contractual opportunism. 

Adverse selection is when information is hidden from the principal. The agent has information that the 

principal need to know before hiring him. It can be motivation, decisions skills etc.. Moral Hazard appears 

when one agent not acts in good faith to earn more value. It happens for example with fixed salary. The 

agent has no incentive to do his best and perform better than expected because he will get the same 

salary. Moral Hazard can happen in many ways and in many appearances. 

3.1 Agency problem: 
“Agency problems happened when an agent has incentives to act otherwise than the principal he 

represents”. The classic view of agency problems is set-up by Jensen & Meckling (1976) and split the 

agency cost problem up in two: the agency cost of equity and the agency cost of debt.  Agency problems 

in firms can also be seen in other parts of the firm. General agency problems appear every time there is a 

connection between two parts. This paper will only focus on the agency problems characterized by Jensen 

and Meckling and do not handles agency problems between management workers, workers and 

shareholders etc. Other agency problems are expected to be handle by the management, and are 

therefore not affected by the ownership structure. If the management has the same objectives and 

incentives as the shareholders, the management will handle further agency problem in the firm.  

3.1.1 Agency cost of equity: 

The agency cost of equity is a situation between management and shareholders. The possibility of post-

construal opportunism, also called Moral Hazard, implies that the management will act in other interest 

than the shareholders.  If the management and the shareholders are the same, there should be no agency 

cost. If we consider the management as a self-interested risk-averse person he will often prefer value 

growth, size and diversification because it secures his job and create a bigger business at lower risk. The 

bigger business, the bigger management control and the higher should the expected salary be. 

Shareholders want only projects which generates enough return compared to its risk-taking. Shareholders 

can do diversification themselves and do not need management to do it. Management’s risk-averse 

behavior can do so that they not take risky projects with high returns. If they can keep the company 

stable, the management secures their jobs and status. This is a principal-agent problem. To minimize 

these agencies cost there are some monitoring cost. The shareholders ability to control the decisions from 

the management relates to the firms ownership structure. Jensen and Meckling compare the wholly-
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owned firm with the firm where he himself owns some of the firm. In both cases he will take decisions 

which optimize his own utility, and not the other shareholders. By only owning 80% of the firm he could 

make decisions (fx private plane, bigger office, specific projects etc) where he gets some private benefits 

or in other way gain a higher utility than his cost when only owing 80%. Should he bear the 100% cost, he 

would get negative utility and would go for the initiative. To avoid this, the minority shareholders can 

monitor the owner, which makes monitoring costs. With these monitoring costs it’s possible for the 

owners to capture some of the non-pecuniary benefits. It is possible with different work tools to minimize 

non-pecuniary benefits, for example a formal control systems, budget restrictions and the establishment 

of incentive compensation systems.  

3.1.2 The agency cost of debt: 

The other classic interest agency conflict is between the shareholders and the lenders. Agency cost of 

debt occurs based on the risk the lender have for not getting his money back. Jensen and Meckling 

mention 3 reasons to why we do not observe entrepreneurs owning a small part of the firm and the rest is 

borrowed: 

1. The incentive effects associated with highly leveraged firms 

2. The monitoring costs these incentive effects engender 

3. Bankruptcy costs 

High leverage incentivizes the entrepreneur (shareholders) to take on more risky projects, because he is 

bearing the same cost of projects with a small downside (often low return/risk) and projects with a big 

economic downside (High return/risk). If he succeed he is still going to pay a fix amount in interest, and he 

keep all the upside from this.  If the entrepreneur for example owns 5 % he will only lose 5% no matter if 

the loss of a project is associated with a possible loss of 10%. The entrepreneur is incentivized to engage 

in highly profit projects even at low probability of success. On the other hand the lenders bear most of the 

loss and have a low upside.  

To avoid this situation there will be some monitoring cost, to secure that the entrepreneur behaves in the 

same interest as the lenders. Here the lenders have to make sure that the entrepreneur does not take 

unnecessary risk, while shareholders have cost to make the management follow the same risk as the 

shareholders. Composing a system where the management follows the lenders interest could be possible, 

but would be really expensive because of the complexity and resources needed.  
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Bankruptcy and reorganization costs occur when the firm cannot meet its obligations. There will be cost in 

reorganization and extra cost of being close to bankruptcy. It can be harder to meet suppliers, get credit 

etc. in all aspects of the firm. If there is a risk for not getting their money, they will raise the prize. Too 

much debt will increase interests, because of the increasing risk. With higher interest the risk that other 

obligations cannot be meet increases and further cost will arrive from the other stakeholders. Equity is 

more variable and do not need a return every year, which does not affect the stakeholders.  

Company debt can be used as an incentive for the management to meet constant return to cover the 

interest and thereby be forced to payout dividends. This often happen after and LBO, in a cash stable 

company.   

3.2 Multiple objectives: 
SOE have other objectives than value. Many SOE is grounded in supply sectors, and are on the market to 

secure supply to the population. If 

taking Kowalski et al. (2013) and see 

SOE percentage in different sectors, 

it is clear that natural resources 

transport, energy and 

communication services are the 

most normal sectors for SOE.  

The reason for this is the multiple 

objectives that are connected to 

owning the SOE. The government 

wants to secure the resource and energy to its population, and not risk it to foreign investors.  

Besides the classical goal for an investor (Economic profit), the objective of a state can vary because of the 

many different possible political agendas for having a SOE. The high level of SOEs in the natural resource 

sectors can be seen as a result of the government to secure the natural resources as state property and 

not want to lose to foreign investors. There have been different ways to attach the problem of natural 

resources. Denmark use privatization to extract oil, while Norway made a SOE for which was given the 

right to extract oil from Norwegian ground. With the SOE Norway secured all profit associated with the 

sale of oil, would somehow become in benefit of the state. This was closely followed by a political strategy 
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of protecting other industries and sectors. The creation of the Government Pension Fund of Norway had 

strategic and political reasons, which the management has to take into account. The petroleum fund has 

some ethical standards for their investments.  Ethical issues are important for the state, and thereby also 

the management of the SOE. Profit itself, should be set up by ethical standards, which you normally not 

necessarily see in private enterprises. The ethical standard will vary from country to country, based on the 

government behavior. There will for example be differences between Russian SOE and Danish SOEs. 

Source: Own creation 

Employment in a sector or area can be an important objective for the state, both in general and for 

specific geographic areas. Technology development for special sectors or geographic areas can be an 

objective for the government. The sale of TDC cut for example the states opportunity to have a company 

to secure high speed internet to the whole country, even if this would be costly. If TDC still had been a 

SOE, it would have to take into account not only the economic issues of doing it, but also the political 

reasons and expectations from the society about the role of TDC.  

Cavaliere and Scabrosetti  (2008) tried to take the issues up about the ownership structure for how to 

meet these multiple objectives. Is it not possible making legislations to commit the private companies to 

live up to these objectives?  CS argued that allocated efficiency is higher in SOE, while productive 

efficiency is higher in private regulated firms. The reasons for this should be seen as different behavioral 

of the managers (behave the same in SOE as in private), but from their principals. Behavior from 
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bureaucrats needs to be taken into investigation to better understand the difference between SOE and 

private companies. SOEs are a way to control and get political agendas. 

4. Corporate Governance  
Classical theory based on Modigliani – Miller theorem 1 &2 tells us that financing decision does not affect 

cash-flow stream, but it is a purely financial tool that not affect the value of the firm. Later addition to the 

MM result that capital structure can add value because of the agency cost of debt (Williamson , 1988). 

This will create incentives for management, creates reasons for lenders to monitor and thereby limit the 

conflicts between management and owners. The management has more knowledge about the firm and 

the financial decisions than the investors. Probability of bankruptcy can align and affect various parties’ 

interest, which can change the value of the firm. An important factor is the power of a stock. Stocks are 

not only a financial paper, where you own a right to dividends, it is also a right which gives you decision 

power and control. This control can change the incentives between investors, and make the second 

agency problem, between different shareholders. The third agency problem is seen when the market is 

regulated to keep control over for example natural resources. It is between shareholders and 

stakeholders. A classical problem between the shareholder and the stakeholders is tax paying.  

CG ideal with the three agency problems: Agency problem between management and shareholders, 

between different shareholders and between shareholders and stakeholders.  The intention is to minimize 

the agency problems and cost, to maximize the potential value of the agents. 

4.1 Laws and regulation: 
CG is affected in many different ways. Agency problems between shareholders can arise when the 

incentives for monitoring the manager is not there. If one shareholders need to have agency cost by 

monitoring, the other shareholders does do need to use monitoring cost and get higher profit. Other ways 

to influence the agency conflict is by owner structure. With different structures (dual shares, stock 

pyramids and cross-shareholding) it is possible for a person or a company to control a majority of a 

company, without putting the same risk into the project. In this way the loss will be less and the 

willingness to go into more risky projects will increase, because of the smaller downside. These 

shareholders are willing to put some cost into monitoring, and thereby reduce the agency cost and get a 

higher value and better performance. This monitoring will happen through the board, by appointing their 

own board members. With a block holder status, there will be some private benefits, both negative 
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(monitoring cost) and positive (pecuniary and non-pecuniary). This is not necessarily reducing the wealth 

of other shareholders, but extractions can lead to lower value – where monitoring leads to higher value. 

The different studies show an increase in premium when buying large percentage blocks of common 

stocks (Barclay and Holderness, 1989). The lower the protection of minority investors, the higher is the 

premium for getting private benefits (Dyck & Zingales, 2004). The firm value is decreasing in continental 

Europe, when there is a block holder, with no affect in UK and US (Thomsen, 2006). This study indicates 

that the agency cost of a block holder is bigger than the positive effect of monitoring. The result can be 

explained by the lower investor protection in Continental Europe than in UK and US. Investor protection is 

a CG tool from the government to reduce the agency cost between shareholders. 

4.2 Board 
The board is an institution that in theory should minimize agency problems between management and the 

shareholders. Regard to the Danish Companies Act §111 all public companies should have either a board 

of directors or a supervisory board as the senior management. A supervisory board consists of entirely 

non-executive directors and a board of directors needs to have majority of non-executive directors. It is 

not allowed to be both CEO and Chairman of the board in Danish corporations. The board can have a 

board of directors with a mix of executive and non-executive members, a two tier system with a 

supervisory board and an executive board or a mixed system where some of the participants are parts of 

both boards. Source Challanging board performance: (European corporate governance report 2011) 

The majority of the board members should be elected by the shareholders at the annual shareholder 

meeting. Their job is to monitor 

the management and advising in 

term of setting up the firm 

strategy. Besides the monitoring 

and advisory role it is their 

responsibility to: (i) hire, fire 

and assessment the               

Source: Challanging board performance: (European corporate governance report 2011)     management, (ii) make sure that 

the company have an adequacy system to comply with all applicable laws and regulations, (iii) adequacy 

risk management and internal controls, (iv) gets ongoing reporting on the financial situation and (v) 
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evaluation the economic situation at any time to live up to the company’s liabilities and liquidation 

(Danish Companies Act §115). 

The board acts as the shareholders active monitoring of the management and performs the overall and 

strategic management to create value of the company (Committee for good Corporate Governance. 

2013).   

Board composition: 

The board should exist of people who have the right competences to maintain their duties and 

responsibilities. The most important is the independence of the directors. If the board has other interest 

in the company than its performance, it can decrease the value of the board. If the CEO have too much 

power in the board, their dependency of the CEO can affect their ability to live up to their responsibility. 

The division between the CEO and the chairman was created to minimize the power of the CEO and to 

make an independent board.  

The members of the board should be chosen by their expertise for a specific area in the board. Diversity 

can take form as competences, nationality, gender, education, demography etc. Diversity of the board is 

important to get stronger independence and more efficient control. Diversity provokes different thinking 

to minimize group thinking and enhance higher creativity. Disadvantages of diversity can be longer and 

less efficient meetings (different opinions and views). It can also minimize competence if the diversity is 

the reason for choosing a board member (for example gender quota).  

It is hard to measure the board’s performance and which board that is the best for the company. Smaller 

boards can be more efficient than larger boards, because the more board members, the higher is the 

probability of agency problems between board members (Hermalin & Weisbach, 2003). Studies have 

shown that what generates value in a complex firm does not necessarily do it a simple firm (Coles et al, 

2008). More complex firms have needs for bigger boards to give the correct advice and monitoring skills. 

The correct board structure depends on the characteristics of the firm, the environment they operates in, 

its life cycle and strategy.  

4.3 Management payment 
The last decades have increased the focus on management pay and CEO especially. United States has 

been the pioneers for the increase in the variable pay of CEOs. With variable pay, it is possible to 
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incentives the CEO to perform his best for the owners. Variable pay can be bonuses, options, stocks etc. 

Variable gives the CEO an incentive to make his best for the firm due to incentives salary. The 

development shows that after variable payment increased the fix wage has remained almost unchanged 

(Caprasse, 2009).  

Management and CEO can have other agendas than the shareholders. CEOs are in general categorized as 

risk-averse. They want secure profits from their projects, so they can show a stable profit and thereby 

keep their job. The CEO will tend to be empire builders and risk-averse do to the share of income they will 

lose. Bigger companies have higher salary for their CEOs, which incentivize empire building. He can 

diversify the company’s products to minimize his risk. These CEO interests do not align with the 

shareholders interest. Shareholders can diversify their investment on the market, and thereby decrease 

their own risk.  

With variable pay it is possible to let the CEO take some of the risk, and thereby minimize the agency cost 

between the shareholders/owners and the CEO. By aligning the CEO and the shareholders goals of 

interest, it can create more value for the owners. The monitoring cost is the possible extra salary the 

CEO/management gets from taking the extra risk.  

The effect of incentive payments is not yet identified, partial due to identification problems. Minimizing 

agency problems with incentive payments is a classical tool, which theoreticallyl improve performance of 

the company.  

Incentive pays some time award “bad” CEOs general trend in the market or sector and good CEO punished 

in low growth trends (luck factor). Incentive payments should take the performance of the market and the 

competitors into account when making the incentive schemes. 

There are still many unanswered question related to incentive payments. It is well known that CEOs is not 

only driven by extrinsic motivation but also intrinsic motivations. People’s motivation can be driven by 

other things than profit and intrinsic motivation can affect the performance of a good CEO more than the 

extrinsic. This set questions with the effect of the higher and higher compensation to CEOs. Does the 

performance based salary have any effect, or would the good CEOs perform the best based on intrinsic 

motivation? Further studies of the performance align with the CEO compensation is necessary to tell the 

effect of the incentive payment of management.  
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4.4 The Market of Corporate control 
The market of PE created a new CG tool. The PE boom in the 1980s made it possible for new 

investors/management teams to take over underperforming companies. Jensen and Ruback (1983) 

described the characteristic of the CG tool prior to the increase of hostile takeovers in the late 1970s and 

early 1980s. The market of corporate control can be defined as a market where alternative management 

teams compete for the right to manage corporations. Outside managers or investors can pick out 

underperforming companies and make a buyout and thereby remove the management. This makes an 

extra incentive to perform in the interest of the shareholder for the management. If not performing 

efficient enough, there is a takeover risk that you lose your job. Jensen and Ruback made the market of 

corporate control an extension of the managerial labour market created a link between CG and the capital 

market. The capital market is with PE limiting the agency cost between management and shareholders.  

The structure of CG used by the top PE funds has the same characteristics: relative few board members 

(five to eight), a non-management chair and only one management director (Wruck, 2008). The non-

management is having both financiers and individuals with strong management experience or industry 

expertise. The characteristics of a PE fund will be handle separately in this paper.  
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5. Privatization of SOEs 
Through especial the 1990’s there have been an increasing change from state enterprises to SOE. The 

ownership structure of a SOE can vary in forms, but similar for all is that the state owned or in other ways 

control the enterprise. It can be as a private/public limited company, limited partnership and self-

governing institution (Hansen et al, 2001).  

The motivation for creating these SOE is to give the same management structure and legislation as private 

companies. There will be a board which are responsible for the operation of the company. A SOE is no 

longer under the same regulations as state companies hereunder the Public Records Act, Public 

Administration, Law on public records and Ombudsman Act. They are still owned by the state, but will not 

act under the same rules as the rest of the state because they are now under private regulations. 

Hansen et al (2001) describe 3 defaults with general public sector entities, hereunder SOE: 

1. The democratic problem: It is the same people who owns the company and set of the regulations 

which the company works in with competition from private competitors 

2. Lack of skills in the board: Politicians and officials that fill up the boards. They do not necessarily 

have the skills and competence to be in the board. SOE boars have today more and more 

professional business know how which have decreased the lack of skills in  the board. 

3. The bound mandate problem: The board members loyalty to the people who elect them for a spot 

in the board. This can harm the cooperation of the board, because they have different agendas, 

with is not necessarily is driven by profit. 

These problems needs to be taking into consideration when you run a SOE, and is why OECD has made 

special guideline for how CG in a SOE should be handling.  

5.1 Corporate Governance in SOE 
Based on the experience and knowledge of the conflict between state as an owner and regulator for the 

same sector and the classical agency problems in a company, OECD made a guideline for CG in SOEs.  

The state needs to have active ownership functions, such as appointing board members, strategic etc. the 

same time not have political interference in the management of the company. As owners the state has to 

legislate for sectors where SOEs are competing against private competitors.  OECD gives different 

suggestions to keep ownership and legislation separated. OECD focuses on 6 different areas which should 

be considered when governments make their strategy for handling their SOEs.  
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Source: OECD, 2005 

Separation of the ownership function and the state function is important so the SOE does not get 

competitive advantages. In general SOEs should be handled as any other public company and have the 

same corporate responsibilities as any other owner.  It needs to establish a clear and consistent 

ownership policy that has the necessary professionalism and effectiveness. The state as an owner has to 

secure high transparency and dis. High transparency and disclosure is good to give credibility to the SOE 

and the state ownership of it. It is important that the state recognize the rights of all shareholders. When 

Effective Legal and Regulatory framework 

•  Clear seperation of functions 

•  Streamline operartional practice 

•  Obligations and responsabilities beyong expected         need to be clearly mandated by laws or reglislations 

•  No special treatment 

•  Sufficient flexibility for adjusment in in the capital structure 

•SOEs should face compititive conditions 

The state acting as an owner 

•  Ownership policy 

•  Not envoved in day-to-day management 

•  Let board exercise their responsability and repect their independence 

•  Exercise of ownership rights - clearly indentified 

•  Clearly defined roles with public bodies 

•  Active owner exercising their ownership rights according to the legal structure of the company 

Equitable Treatment of shareholders 

•  All shareholders in  the SOE should be treatet equally 

•  High degree of transperency 

•  Develope an active policy of communication with all shareholders 

•  Allow minority shareholders to take part in fundamental corporate decition 

Relation with stakeholders 

•  Regocnize and respect stakegholders rights 

•  Report shareholders relations 

•  Develope, implement and communicate compliance programmesfor internal codes of ethic 

Transperency and disclosure 

•  Publish annually an aggregated report on SOEs 

•  Internal Audit processes and function monitored and report directly to the board 

•  Annual  independent audit based  

•  Same quallity accounting and auditing standards as listed companies 

•  Disclosure material information on all matters from OECD principles and other matters significant concern for the state as an owner and the 
genreal public  

The responsability of the boards of SOE 

•  Mandate and ultimate responsability for companys performance 

•  Monitoring of management and strategic guidance, subject to the objectives set by the government 

•  Be composed so that they can exercise objective and independent judgement 

•When necessary set up specialized committees to support the full board in performing its function, particularly in respect to audit, risk 
management and remuneration 

•Carry out an annual evaluation to appraise their performance 
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the state is the legislator it need to be the best example and treat all shareholders equal and fully 

recognize the responsibilities towards stakeholders.  Board construction and responsibility should be at 

the same level as a public company. The board need the necessary authority, competences and 

objectivities to live up their function of monitoring the management. The market of corporate control is 

not possible for SOE it they not at least partial privatized. Without the market of corporate control it is not 

possible for the SOE to imitate the CG of public companies. The market of SOEs looks a lot like the public 

market in 80s and can create empire builders in the management which can decrease efficiency. 

5.2 Danish Corporate Governance in SOE 
The Danish government made in January 2004 a statement about their role as owner in a SOE. Danish 

SOEs are often following different purpose than value itself. Sector political goals for example service 

levels and higher competition, are associated with the SOE and the reason why they exist. The report 

defines the goal for the CG of the company as: 

 

“A SOE should be operated professional in a way that it would be possible to involve private investors as 

co-owner” (Ministry of Finance, 2004) 

 

SOEs should be run professional and attractive to private investors. Professionalism is the key word for 

the Danish government. To be professional and act as any other company is important to secure the best 

possible ownership for the company taking into account the political reasons for having the SOE. 

 

CG in Danish SOEs is based on the growing knowledge and focus on CG in general. Danish CG of their SOE 

is split up in 3 columns: Owner policy, expectations to SOEs and SOEs when and Why? (Ministry of 

Finance, 2004) 

 

5.2.1 Owner policy 

Credibility and legitimacy are crucial for a company with the Danish state as an owner. It is not only the 

professionalism when acting as an owner but also have high standard of objectivity and neutrality when 

handling government issues that affect the SOE. As owner the state respect the board decision 

competence and exercises their ownership in compliance with the Danish Company Act. The state shall 

act as an active owner and elect a professional board and evaluation of the development of the company. 
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It should be able for the public to follow the ownership and the performance of the company. If the state 

is not sole owner it is important to respect the private investors and when including private investors the 

SOE has to be operated purely on business principles. A SOE cannot be perceived as a subsidy of the state 

but as shareholders (state) of a public company. The ownership policy needs to have parliamentary 

support which is the big difference between a SOE and a public limited company. The minister and 

ministry act as the shareholder and refer to the parliament under the Ministerial Accountability Act. There 

must be a clear communication between the board and the minister so it is possible to keep adequate 

supervision and follow a “no surprise” information strategy (Ministry of Finance, 2004). Board election is 

the most important responsibility for the minister of the ministry owning the company. Appointment 

should follow general good CG for boards. It is recommended that the majority of the board is 

independent non-executive board members and a maximum age of 70 years (Nørby committee, 2001).  

 

Source: Own Creation on Ministry of Finance, 2004 

The management should as a starting point is driven to create the highest value. Political issues can do 

that investment cannot/only be made because of political interest. Especial sole owned SOE will therefore 

often have less freedom than other public companies and will often have harder to get state financed 

capital because of political issues and therefore often have a low among of foreign capital (Ministry of 
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Finance, 2004). The states roles ownership role should in general be put in another ministry than the 

ministry for the sector political legislation or in a separate part of the same ministry.   

5.2.2 Expectations to SOEs 

It is expected that the SOE life up to good CG following other public limited companies clarified by the 

Nørby committee. In special areas it is clarified and adjusted according to the ones applies to a public 

limited company. Public limited companies have since 2005 followed the international accounting policies 

(IAS/IFRS), which especial smaller SOE will have hard to live up to because of unnecessary high cost 

(Ministry of Finance, 2004). They will therefore be exempt from following the regulation. SOE are 

expected to live up high openness and transparency.  

The board is expected to follow Danish Companies Act and act as monitor and sparring partner for 

determine the company strategy. SOEs are not part of the governmental wage agreements and it is 

therefore up to the management set-up the wage and personnel policy and the company is free to choose 

the scope of the orientation of salary payments for employees. 

Political interest between the SOE and the political system should be based on the same terms as any 

other company. It is expected that the SOE is acting as best practice and life up to all the minimum 

requirements (an often more) set by the law.  

5.2.3 Why privatization? 

Privatizations of SOEs are when the state makes a full or partial sale of their shares to private investors. 

The beginning of privatization can be explained by two prominent explanations. The situational changes in 

the environment affect the duties of the company. New technology, liberalization, EU etc. forces the SOEs 

to adapt the market and change their natural monopoly. The other explanation is the change from retail 

management to management framework which also affects SOEs and privatization can be seen as a 

modernization of the public system. (Greve, 1996) 

To understand the privatization of SOEs it is important to understand why they exist. Historical have 

Denmark not had a policy for state companies and up through the 80s the big state companies got more 

and more independence. The net figure was a number they should live up to every year and as long as 

they did no one interrupted the operation of the company (Greve, 1996). From 1990 the Danish 

government started to create SOEs as a limited company. TDC was privatized prior a pressure from the EU 

of liberalization of the telecommunication market. Copenhagen Airport and TDC had natural monopolies 
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that was threaten by new competitors, while other new SOEs as Giro Bank and Statens Konfektion had de-

facto monopoly, which was opened up for competition. While TDC had to open up for competitors, Giro 

Bank had a market that was disappearing and they had to change to a normal bank. Creation of a limited 

company was seen as a good step towards privatization, which is an example on situational changes that 

is behind the creation of SOEs. Statens Konfektion and Copenhagen Airport was not threaten of 

competition, and can be seen more as an institutional changes. Copenhagen Airport needed investment, 

and as a public limited company it would be possible as a SOE. Political interest and more efficient 

management of the company are other reasons for making Copenhagen Airport as a SOE. 

Besides the mention two explanations the expiation of more efficient operation, institutional adapting 

and political interest in splitting companies from the political area (Greve, 1996). The creation of SOEs has 

many different explanations. After the privatization started through the 1990s the need of an actual 

strategy for the SOEs was necessary. In 2004 the ministry of finance made a policy for when to use SOE as 

a governmental tool. It should have commercial basis, capture sector political issues, open up for possible 

PPP and/or liberalization to be a SOE. The SOE should sell its goods at competitive prices; capture the 

sector political issues by other methods like price regulations, supply security and market development. 

When defining when to use SOE as organizational structure it is also important to evaluate the reasons to 

be SOE, and what is seen as the reason to privatization of the SOEs. 

SOEs are chosen when there is a clear target separation, economic freedom and involve private 

competences. Target separation involves separation efficiency and value from all the other objectives 

there can be for state companies. With separation of business objectives from other objectives can the 

management focus on operation and the state on sector political issues. Economic freedom makes it 

possible for the company to find outside capital, if it is not possible to invest state capital in the company 

(Ministry of Finance, 2004).  

The Danish government does not see it as their responsibility to compete against private companies if it is 

possible to give the population (1) better service and lower prices, (2) better development opportunities 

for the companies and (3) proceeds to reduce government debt by privatization (Lønborg, 2010). 

Better service and lower prices will come through higher competition on the market, through splitting the 

sector policy consideration from business considerations. Can the sector policy considerations been slowly 

been incorporated in the regulation the government wants to use the SOE as a step to privatization and 
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market liberalization.  Full privatization is selected when the state wants to limit its involvement in the 

market and partial when the state wants to involve private competences in the companies and to secure 

state ownership is liberalization is not effective enough (Ministry of Finance, 2004). 

6. Private Equity 
PE has many definitions. The widest are all private investments in non-public companies. This paper will 

focus on a specific kind of PE. PE funds and its portfolio investments will be the primarily focus.  PE funds 

can be characterized with 5 characteristic (Bennedsen et al, 2008): 

1. Active ownership:  Close contact between owner and management, change in board and close 

communication between the board and the daily management. 

“I think I had a good board when Safeway was a public company. But the level of scrutiny and 

questioning is just not comparable. In our board meetings with KKR, anything can be brought up, 

and management has to really work to defend itself. It is just utterly different from what goes on 

in public companies.” (Safeway CEO Peter Magowan, 1991) 

2. Private ownership: If the companies are public, they are delisted from the stock exchange. With a 

private ownership, they do not need to live up to a lot of demands from the authorities as a public 

company. 

3. High leverage: buyout is mainly financed with debt which makes high leverage. 

4. Incentive pay of management: The management is incentivizes to invest their own money in the 

company. This is both for the management of the funds and for the acquired firms. Incentives 

programs is an important way the motivate the management to follow the incentive of the 

investors 

5. Temporarily ownership: Will exit between after 3-7 years after the takeover. The exit is often 

either through selling to a competitor, strategic buyout or IPO. It is also seen that other equity 

funds will take over the ownership with the same time horizon. A company can therefore be 

owned by an equity fund for more than 7 years, but it is really rare it is the same equity fund. 

PE funds are organized as a strategic and financial intermediary between the investors and the portfolio 

companies. This will happen either directly through a fund or through a fund of funds. This makes it 

possible for private investors to invest in PE without putting all the equity available for the buyout.  
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PE is organized as a limited partnership (Bennedsen et al, 2008) and has two types of partners; general 

partners and limited partners. General partners have unlimited liability and partners only liable for the 

capital invested. The risk for the general partners (management) is bigger than the partners (investors), 

because they will see losses excess their injected capital. The management teams have a mandate to 

invest in portfolio companies than fit the strategy for the PE fund. The strategy can involve size, sector, 

geographic etc. and is the strategic background known to the investor. 

6.1 Who invest in PE? 
Bennedsen et al (2008) list the PE investors in 4 categories: Institutional investors, companies, public 

authorities and funds of funds. Institutional investors are banks, insuring companies and pension’s funds.  

Pension funds are the greatest contributor to PE market in Europe with 33% of the capital, while it is less 

in Denmark 18.4%. Funds of funds are the largest contributor in Denmark with 29.4% of the capital in 

2013. Taking a look at the previous year’s shows that there is a big spread in who contributes with most 

capital (see App. 3).  General for all the years is that Institutional investors are the highest among of 

capital contributor. Investors in PE are not so different from the investors on the public stock market, 

which indicate that PE is used to diversification of the investors capital (Bennedsen et al (2008). 

(Own production, based on EVCA 2014) 
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6.2 Target firms 
The portfolio enterprises for PE have often the same characteristics (Dansk PE): 

1. Stable Cash-flow 

2. Stable and experience management 

3. Possible strategic development 

4. Possible optimizing of operation 

5. Elimination of unprofitable activities 

6. High leveraged 

7. Possible spinoff or selloff 

8. Low multiples compare to market 

General for all the characteristics is that they can vary from sector to sector and company to company. 

Some characteristics do that some sectors, are more “popular” for PE than others. For example is the 

energy sector a growing market for PE. It is a market which is growing, and energy secures a stable cash-

flow (MacArthur et al 2013). Stable cash-flow make it possible to payoff high interest and possible lower 

interest because of the security of payment. Sometimes only one of the characteristic is the reason. The 

buy in of Goldman Sachs in Dong is a great example of the growing investments in the energy sector. It 

has stable cash-flow and has great strategic possibilities for the future. 

Looking at the risk of the investments of the PE funds, they focus on low operational risk and high 

financial risk due to high leverage. Due to the high financial risk it is often seen that the overall risk of PE 

investment is higher than the average public corporation. This is important to take into account for the 

performance of PE. 

6.3 Investments and exit of PE funds 
PE fund does often operate under 4 different types of buyouts (Bennedsen et al, 2008): 

1. Leverage buyout (LBO) 

2. Management buyout (MBO) 

3. Management buyout (MBI) 

4. Institutional buyout (IBO) 

Buyouts are often a combination of the four types. LBO is financed mainly with debt, which gives a high 

leverage after the buyout.  This investment type is often used on low leverage companies. They had a 

stable cash flow to pay off the debt. MBO is where the existing management buys the company, often 
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together with a PE fund. The management often finance it buyout with debt (like LBO). MBI is when an 

outside management team wants to take over the management of the company. IBO are institutional 

investors or a PE fund which make the buyout.  

When a PE fund buyout a target company, it will often either has the existing management team or a new 

management team as co-owners, to incentivize the management to follow the interest of the PE fund. 

Other institutional investors can be invested into the buyout if the PE fund cannot fund the buyout 

themselves. The buyout of TDC and NETS is example where more than one investor finances the buyout, 

also called funds of funds. 

General for all buyouts is that the 

management team is often a part of 

the new owner structure and is 

thereby incentivizes to make the 

performance of the company their 

own interest. In the same way is the 

management of the PE fund  

Source: Bain & Company, GLOBAL PRIVATE EQUITY REPORT 2014 

 incentivized by partial ownership in the PE fund, so the active ownership also is in the interest of the 

management team.  

In general the investment time horizon is between 3-10 years, where the really successful investment is 

sell off after 3 years. In general there are 3 main exit strategies for PE funds in portfolio enterprises: 

sponsor-to-sponsor, strategic and Initial Public Offerings (IPO). The most common exit is strategic exits. 

Mergers and acquisitions have always been a popular exit strategy because of the possible synergies and 

selling the whole company at once. Organic growth is often a hard way to expand because of sluggish 

demand on PE attractive markets, and M&A is an attractive alternative. Sponsor-to-sponsor exit is 

decreasing, but do still have a higher part of the total exit than IPO.  The IPO has some disadvantages 

compare to strategic exits. It is not a complete sell off, it is expensive in cost, timing is important and loss 

of control and new regulations to submit is all reasons to look for a fully strategic exit instead of an IPO.  
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6.4 Performance of Private Equity 
When PE attracts the same investors as the stock market, why do investors invest in PE funds? Through 

the last decades the performance of PE funds has been a popular topic of discussion. Is PE a better 

investment than investing in public companies? The investor wants the highest return with the lowest 

possible risk. 

Return for a PE fund is based on the fund’s total investments on the different portfolio companies. 

Returns at the stock market are easy to find and compare across enterprises and sectors. Otherwise it is 

hard to precisely estimate the return of a PE fund. 

Jensen (1989) mention high leverage and powerful incentives as important reasons for the creation of 

value in leverage buyouts (LBO). These two characteristic can change the management motivation away 

from cash-flow diversion and averse to taking efficient levels of risk. He proposed that management of 

public corporations often resembles these characteristics. Value creation from LBO is driven by reducing 

the principal agency problem and the cost associated with it.  

LBO is often initiated by PE funds and is therefore a good indicator for the performance of PE funds. 

Kaplan and Schoar (K&S) (2005) focused on the return of the PE fund, by using the internal rates of return 

(IRR) to measure the PE funds’ performance. They used data based on Venture Economics which came 

from volunteering reporting from both the limited partners and general partners, which may create a 

possibility of inconsistent reporting. If this bias is present, it is believed that it is upward bias in the 

average return, due to possible missing underreporting from worse performing funds (Kapalan & Schoar, 

2005).  

To compare the performance of PE fund with the market, K&S used public market equivalent (PME) on 

the sample and the S&P 500. This is done to realize respectively gain/loss of investing in PE compared to 

the public market. If PME is greater than 1, it performs better than the market and if lower worse than the 

market. The disadvantage of using PME is that it does not consider systematic risk. Depending on the beta 

of the PE return, PME will either overestimate or underestimated the true risk-adjusted return. K&S does 

not adjust for this risk (not possible to find correct beta for each fund), but stress test the analysis with 

different risks to show how different risk can affect the result and try to adjust for this by for example 

industry composition and stage of investment. K&S use different bias for the risk, because it is really hard 

to compare the actual return with the risk associated.   
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K&Ss results show that the IRR of buyout funds is 18% with a PME of 0.97, which indicates that buyout 

funds returns are marginal lower than investing in S&P500. The data shows a big spread in the 

performance of the fund. The 75th percentile had an IRR of 22% (PME 1.21) and the 25th and IRR of 3% 

PME (0.62). The returns of the funds are after management pay, so it is what the investors receive as 

return. Another important notice of the research of K&S is that performance is persistent over time and 

follows the different generations of funds which can indicate the importance of human capital in funds.  

Phalippou & Gottschlag (P&G) (2008) used almost the same sample, but made some corrections. P&G 

tested the funds where only finished investment was used. In this way only funds which, have ended their 

life time and then given their “true performance” was taking into account. They find positively and 

significant relations for that exit success are a proxy for true performance. P&G found that the returns on 

PE funds are even lower than the K&S. 

Both K&S and P&G studies were based on the same sample (few modifications of years). This can explain 

the relations between their findings.   

Harris, Jenkinson and Kaplan (HJK) (2013) estimated the return on PE funds using the PME method of 

Kaplan and Schoar, gives a return of 20-27% over lifetime and more than 3% per year compared to the 

S&P 500. HJK finds similar results using other benchmark as NASDAQ and (small-cap) Russel 2000. This 

result is remarkably different from the former research papers describe above.  

HJK use data from Burgiss. The data is entirely based on institutional investors which report regular to 

Burgiss. This dataset has nearly 1400 PE funds from more than 200 institutional investors (Limited 

Partner). The dataset has a highly detailed timed cash-flow, which other datasets with self-reported IRR 

and investment multiple miss. This combined with the high amount of investors, make the Burgiss data 

suitable for research. HJK also point out the weakness on buyout funds in the early years since 2000. HJK 

still have complications with the systematic risk, and therefore test it with higher levels of systematic risk. 

They find similar results with the higher level of risk.  

HJK find that buyout funds consistently outperform the S&P 500. The weighted average vintage PME was 

1.27, with the average and median of 1.22 and 1.16. Divided into century’s shows a small difference in 

time, but with the 90s having the highest return with a weighted average of 1.34. In 20 out of 25 years 

Buyout funds outperform the S&P500 (Harris, Jenkinson and Kaplan, 2013).  
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HJK also compared the results from the Burgiss data with other commercial datasets – Cambridge 

Associates (CA), Preqin and Thomsen Venture Economics (used in earlier studies). This data does not have 

the underlying cash flow, but use the strong statistical relationship between PME and IRRs in the Burgiss 

data, to estimate average market-adjusted performance on the other commercial databases. This showed 

that the buyouts funds outperform implicit the public market in 1990s and 2000s in for all databases.  

HJKs results suggest that buyout funds outperform the public market, which is in contrast to former 

studies. By using the statistical relationship from the Burgiss data to make the other three commercial 

databases more precise, they find that even by using the same data (VE) the PE buyout funds outperform 

market over lifetime. It should be mentioned that the VE data had an average vintage year 

outperformance of more than 10%, while the other datasets showed an average vintage year 

outperformance of at least 20%. With the three different databases the result should be solid.  

Other studies confirm the outperformance by Robinson and Sensoy (2011) and Higson and Stucke (2012)  

6.4.1 Critique  

Phalippou 2012 argued that S&P 500 which is used to calculate the PME for Harris, Jenkonson & Kaplan 

(2013), Robinson and Sensoy (2011) and Higson and Stucke (2012) are underperforming compared to 

other indexes, especially Fama-Fenchs small and mid-cap (Phalippou, 2012). Large caps are outperformed 

in the 2000s. The basic question is: Are S&P 500 the best benchmark for buyout funds? Studies of beta for 

both buyout and Venture Capital show a beta bigger than 1. Large corporations are often secure firms 

with a stable cash flow and low risk. Different papers find beta higher than 1; Driessen, Lin and Phalippou 

(2011), Cao and Lerner (2006) and Franzoni Nowak and Phalippou (2011) have a beta of 1.3 for buyout 

firms. This argument can be used to say that buyout firms have a higher systematic risk than the market, 

and therefore S&P 500 are not the correct benchmark for the performance of buyout funds. Axelson, 

Sorensen, and Stromberg (2011) reported a beta of more than two for individual buyout fund investments 

gross of fees. 

All the three papers criticized by Phalippou (2012) also tested their results on size. Robinson and Sensoy 

(2011) divided the buyout funds into three groups based on benchmark size.  They tested these three 

groups against the three size-tercile portfolios of Fama-French with the largest against the large and so 

on. This lowered their PME from 1.18 to 1.08 which indicates that some of the performance may be 

driven by a size effect. Harris, Jenkonson & Kaplan (2013) used Russel 2000 and find similar 
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outperformance but lower PME (1.11). Philoppou (2012) argued that Russel 2000 did not perform as well 

as Fench small and mid-cap. The size critique is about the best benchmark and the change in results with 

wrong benchmark. S&P 500 can be the best benchmark, but no one agrees on a certain benchmark which 

is similar to the argumentation of efficient market portfolio. 

Generally it is hard to compare public equity with PE. All above calculations have difficulties with making a 

risk adjustment, and have different results after adjusting for risk. Some only recognize small changes (RS, 

2011 & HJK, 2013), while others have huge changes in alpha (Franzoni, 2012).   

Phalippou (2012) mention three other factors that make PE and public equity return hard to compare. The 

first issue is capital commitment in PE, where the fund management can transfer from the investor to the 

fund when it is convenient. This gives the investor some extra cost by investing in PE. The second issue is 

the illiquidity of PE, which Sorensen et al. (2011) estimates to be extra cost at at least -1% annually. 

Thirdly, is extra cost might comprise expenses to consultants, lawyers and internal costs (e.g. staff, 

premises, travel). Last is NAV (Find det) which is used to assess return, can be conservative or aggressive 

depending on time.  

The increasing investments in PE could imply that investors think, and might have experienced, that PE 

outperforms the public market. The first studies showed that this was not the case, while recent studies 

show in favor of outperformance of PE investments. There are still many uncertainties in the methods of 

the studies and the background data. For example is all the data from recent studies reported by the 

people of the PE sector or by people with other interest in it.  

It is not possible to come to a certain conclusion in favor or against PE; recent studies showed in favor for 

outperformance, but do not have a clear empirical support for the conclusion (Phalippou, 2012). No or 

less there is no clear study that supports the opposite conclusion, which makes it a growing and 

interesting field for further research.  

6.5 Decomposition of Private Equity return 
If PE is outperforming the public market, where does this better performance come from? Even though 

Kaplan and Schoar’s (2005) study showed that buyout fund in general didn’t outperformed the S&P500, 

they also noticed, that the evidence suggested that large mature PE houses (operating at least 5 years) 

had a median performance of 150% and mean 170% compared to the S&P500. The question is, where 
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does this extra value come from? To answer this it is important to analyze what have created value in the 

acquired companies. Acharya, Gottschalg, Hahn & Kehoe (2012) decomposed the return by looking at 

three specific drivers: 

1) Value creation of portfolio companies compared to sector peers, financial leverage and/or luck? 

2) Effect on operational performance 

3) Human capital  

To decompose leverage from and luck from the return, they decompose the deal IRR into: 

RL,i =α+ RSU,i (1+D/ES,i)−RD,i (1−t)(D/ES,i) + (RSU,i −RD,i (1−t))(D/Ei −D/ES,i)+α(D/Ei) (AGHK 2012) 

i) α is the deal abnormal profit performance, which measure the excess asset return at 

enterprise level of PE investment, without leverage effect.  

ii) RSU,i (1+D/ES,i)−RD,i (1−t)(D/ES,i) is the levered sector return, which measure  the effect of 

sector returns, including effect of leverage in the sector. 

iii) (RSU,i −RD,i (1−t))(D/Ei −D/ES,i)+α(D/Ei)  is the return from incremental leverage, which 

measure the incremental deal leverage effect, without sector leverage and that total leverage 

has abnormal performance. The last part does also take tax benefits of incremental leverage 

in PE transactions into account. 

The limitation of their methodology is that leverage only has financial effect and no incentive effect. From 

agency theory it is known that the leverage creates incentives effect for the management to perform 

better and secure higher profit because of the secure payment to debt holders. It is often seen that 

management and the board payout less for dividend to secure capital for investment. Secure payments 

for debt forced the management to perform stabile cash flows to pay back deb.  

AGHK find out that the IRR was 56.1% decomposed to 19.8% abnormal performance, 8.5% leverage sector 

return and 27.9% from incremental leverage. Large PE house do outperform benchmark with 1% 

significant level, even when we take sector exposure and financial leverage into account.  

Other studies have suggested that portfolio companies do not outperform the public market. 

Swenson(2000) showed that with a simple average of 48% with S&P 500 had 17% portfolio companies 

outperform the public market. This study did not measure the risk for the investment, and do not take the 
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higher financial risk, due to high leverage into account. If considered the adjusted return for risk S&P500 

outperform the portfolio companies (Bennedsen et al 2008). Later studies of Phalippou (2007) show the 

same as the Swenson study; higher average return, but lower return if risk adjusted.  

6.6 Operation performance 
AGHK (2012) show positive impact on operation performance in the three tested areas: Sales 7.9% 

growth, but not significantly different from sector sales; EBITDA/SALES margin 1.44% growth and 

significant (1% level) different from sector (0.47%) and EV/EBITDA multiple 1.22 higher and significant (1% 

level) different from Sector multiple (0.15). AGHK studies indicate positive effect from PE ownership on 

operational performance. Earlier studies (Muscarella & Vetsuyones) showed similar increase in revenue 

(9%) but did not compare it to sector growth.  

Different studies show increase in productivity (Lichtenberg & Siegel (1990), Amess (2002), Harris, Siegel 

and Wright (2005) and Bruining et al (2005).  These have different complication based on productivity 

place and sector. General for all studies is the significant increase in productivity. The question is where 

productivity efficiency comes from.  

AGHK estimated the abnormal performance on all deals, organic deals and in-organic deals based on the 

three operation performance measures. They find that for organic deals all three performance measures 

had significant (1%) influence on the abnormal performance, while only EBITDA/SALES margin had 

significant (1%) influence in inorganic deals. This could indicate different factor drivers in the two different 

kinds of deals. The same regression on IRR and PME showed that all performance measures have impact 

on PME and IRR (Margin and sales 1% level and multiple 5%/10% level) on organic deals, while only 

margin has influence on in-organic deals. AGHK concludes that operational performance can explain 

abnormal performance. Operating value creation strategies might have an influence on different PE deals, 

and the results of them.  

Studies on Portfolio Company’s operational performance can be hard because you need the same data for 

all companies and for the same time interval to make it valid. How long does it take before you can see 

the changes in the operational performance and what time periods are most optimal to compare. 

Bennedsen et al (2008) have listed older studies for operational performance for different parameters. 

They find general empiric documentation for the profit margin increases when a PE takes over the 

ownership of a company. Cressy et al (2006) indicates that profit margin improves with 5% compared to 
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non-portfolio companies. The effect is larger if the PE fund is specialized. Specialized companies, with 

more knowledge outperform non-specialized PE funds, which indicate that human capital and knowledge 

are important for value creation and better performance.  

This leads to AGHK last result; Human capital from the deal partner. Operation partner seems to have 

positive impact on organic deals. First when combining operational with organic deals it gets significant. 

The impact from the deal partner relates to the deals strategy (organic or in-organic) and shows that prior 

experience is important to its organic or M&A strategy (in-organic) in order to shape the strategy of the 

portfolio company with active ownership. Relevant business experience and the human capital in the PE 

industry are both significant for performance. The classical instruments of PE funds are only a part of the 

explanation of the performance of PE. The result of AGHK indicate that high performance does not only 

rely on financial instruments and incentives of management; both are affected by owners knowledge 

when performing their ownership rights and influence the firma strategy and find the right management.  

7. Case TDC 

7.1 History 
TDC, formerly Tele Danmark (change name in 2000), is a Danish communication company which started 

back in 1990 where the Danish parliament approved a law that made a national telecommunication in 

Denmark possible (TDC homepage).  Since the beginning TDC have change their product portfolio to 

consist of other things than telecommunication like TV, internet and mobile internet. Besides the mother 

company, TDC also own a group of subsidiaries: Yousee,  Fullrate, Telmore, Netdesign, TDC hosting and 

Dansk Kabel TV. (TDC homepage) 

TDC was state-owned until the IPO in 1994 for the value of 19.3 billion for 48.3% of the shares (Ritzau 

finans, 2014). The former regional telecommunication companies were merging to one company in 1995. 

Before they had work as subsidiary under TDC.  

In October 1997 TDC and Ameritech engaged in a strategic partnership which gave Ameritech an 

ownership stake of 42%. The Danish government sold the last part of TDC at the same time. Later 

Ameritech and SBC engaged in a partnership, which made TDC a part of one of the biggest communication 

services companies in the world until SBC sold their shares in 2004 and left TDC without a dominant 

shareholder.  
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Apax, Blackstone, KKR, Permira and Providence created a PE fund (Nordic Telephone Company, NTC) and 

made a takeover of 89% of the shares in 2005. A few shareholders with ATP in front block for a full 

takeover. Because of the block from the shareholders, TDC was not delisted from the stock exchange 

(Ritzau, 2006). 

In 2010 NTC sold 28.8% of their stocks, and was the start of their exit from TDC which ended when KRR as 

the last of the five PE funds sold their last shares in September 2013.  

 

7.2 Strategic analysis of TDC 
The strategic analysis consists of a Pest analysis and Porters 5 forces. To analyse TDCs market it is 

important to define the market.  

 

The market of TDC is defined by: 

The communication service market in Denmark 

 

The definition is wide and can therefore lead to uncompleted analysis, but the definition has to be so wide 

to make a full strategic analysis of TDC.  Over time TDCs market and environment has change. The Danish 

communication market has change from a monopoly in 1994 to a competitive market with som of the 

lowest prices in Europe (App. 4).   

7.2.1 Pest 

To describe and analyse the macro-environmental factors, the pest-model is used. The PEST model 

analyse the Political, Economic, Social-Culture and Technological factors which have impact on the 

performance and strategy of TDC. The extended PESTEL model is not selected due that the general PEST 

model which can capture the macro-environmental factors. Legal are discussed under Political and 

Environmental has little effect on TDC and their business. Communication services are not affected by 
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environmental factors, and the product does not lead to big environmental changed. Discussions about 

mobile radiation can said to be environmental, but will be discussed in Socio-cultural factors.  

 

 

Political Factors 

TDCs main market is in Denmark and the EU. As former SOE, it has close historical relations with the 

Danish state and government. TDC is for some still Danish national communication services company.  

1994: Liberalization of the communication services market was done through political legislation. In 1994 

TDCs shareholders and everyone else knew that there in the future would come a liberalization of the 

communication services market. This was expected to come in 1997, which gave TDC a monopoly in the 

first years as a public company2. The Danish government had a goal of having the best and cheapest 

communication services in the world in 2000 (Ministry of Research, 1998). For achieving this goal sector 

political regulation was needed to remove TDC from its dominant position. 

With the privatization of TDC the market was given with some restrictions on infrastructure and 

interconnections. One was universal service of basic communication services to all citizens in Denmark. 

Over time the universal service has been modified to include internet. TDC have since 1994 had the 

universal service commitment. This is a political decision, which forced TDC to make some investments in 

areas where the NPV of the project is under 0. The universal service is made to secure communication 

                                                           
2
 The mobile was already opened in 1991 where Sonofon got their GSM license. Other services was opened earlier. Falch et al, 2007 
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services to the whole country, at favourable prices and quality. The sector political challenges are 

important for the state in a socioeconomic aspect. Important infrastructure is crucial for companies and 

citizens in the whole country. These political issues are the reason for the SOE to exist and with 

privatization this is change from ownership to legislation.  

Licences and permits to set up a network, is made available from the state. The numbers of licenses sold 

by the state regulates the numbers of competitors on the different mobile networks. Limitation of 

infrastructure providers does not need to affect the end consumer. The competition does not need to be 

on the infrastructure, but in the services (Ministry of Research, 1998). Regulations of prices for using 

others infrastructure net is needed to secure the ambition of having the cheapest and best 

communication services in the world. Together with interconnection agreement this secured that a 

dominant market leader cannot use their position to squeeze out the competitors, but have to open their 

infrastructure to secure competition, to the beneficial of the consumer. For the Danish government in 

1995 the price and quality for the end user is the important measure. It is assumed that these objectives 

were the same when the privatization of TDC started in 1994. It is the communication services where the 

competition and quality is most important (Ministry of Research, 1998). 

Other political factors important for TDC in 1994 were the legislation from EU. With the Danish 

government ahead of its time with privatization, it is not expected that there would be further regulations 

from EU that was not already implemented from the Danish government (Ministry of Research, 1998). 

2005: The political environment follows the same baselines as in 1994. The objectives of the liberalization 

was reached with 166.7 communications routes per 100 inhabitants in 2004, which is lower than for 

comparable OECD countries (except Sweden) (Falch et el, 2007). The prices decreased with the entering of 

Telia and Mobilix and later with cost focus companies as Tellmore and CBB. The openness for first 

infrastructure companies and later service providers created the wanted competition on the market 

(Falch et al, 2007).  

A regulated market is influenced by regulations as for example the price of interconnection agreement 

and other similar prices at the market. To maintain the market and competition the state made 

Teleforum, where important issues could be discussed to optimize the market in benefit of the costumer 

(IT and Telecom Agency, 2005).  
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It is expected that the Danish government and EU would continue to regulate the market to keep 

competition on the market. Communication has an increasingly importance as infrastructure for 

companies and for consumers to interact in an increasingly globalized world. In 2005 the focus on prices 

for using your mobile in foreign countries increasingly became a political debate. The Danish consumer 

Council called the EU commission to look at international calls after they warned tourist to use their 

mobile phone on vacation. They wanted the EU-commission to legislate against the high prices. Earlier 

that year the Danish Tele and IT agency concluded that the solutions for business companies in Denmark 

were competitive enough. 

The communication industry is vulnerable to legislation from the political system, because of its strategic 

position. The stable political climate in Denmark does so that change in governments does not change the 

environment for the communication industry.  

2010: The focus on prices for international calls increased since 2005. The EU commission has legislated 

for lower international calls and therefore has the prices decreased several times. The general situation is 

close to the situation in 2005, but starts to have focused on data prices too. The general political factors 

are the same.    

Political influence over time: 

The political factors have had huge impact on TDC and the market they operate under. First legislations 

repealed the monopoly and then came regulations over the use of infrastructure and networks. With 

these regulations and legislation the government had influenced the market to be more competitive. It 

could be expected that EU in the future will develop into one big market, which in 2013 was a high priority 

for the EU commission (Jensen, 2013). This political change will create some big changes/opportunities for 

TDC. It will not be the dominant market leader, but will operate as a small player on a bigger EU 

communication service market.  

Economic Factors 

The Danish market is the primarily market, with the Nordic and Swiss market as secondary markets. 

Therefore the focus would be on Denmark and secondary EU. EU affect Denmark’s economic situation and 

the factors in EU are important for the economic factors of Denmark.  
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The communication service industry is not so cyclical, which the TDC came through the financial crises 

shows well. Communication services are needed at all time. The core product is necessary for the 

companies to make their business. With economic growth and globalisation the need of communication 

will increase. 

1994: The Danish economy experienced a drop in 1993 affected by the setback in the economic around 

Europe in 1992 (The Danish National Bank, p 7, 1993). The Danish economy was influence by the decrease 

in growth in Western Europe, but did perform better. The last couple of years the Danish economy 

performed lower growth than the rest of Western Europe with exception of 1992 and 1993. It is expected 

that the last period of 1993 and 1994 is the start of an economic recovery. A growth around 2½-3 

percentage is expected based on bigger growth in production than in the rest of Europe, but that the 

households will continue its consolidating by payback debt (The Danish National Bank, p 29, 1993). 

Decrease in interest rates, remortgaging and growth in disposable income suggest an increase in 

consumption.  The unemployment rate is expected to decrease faster than normal under economic 

recovery and the expansionary fiscal policy for 10 billion DKK will increase the debt to 45 billion DKK and 

5% of BNP. The fiscal leeway is therefore expected to be limited in the future, if not growth continue as 

expected.  

The Dollar has over the last years increase in value compared to D-mark, which made Danish goods more 

attractive to the American market. The fixed exchange rate policy loosened up in 1993, and Had now a 

margin of +/- 15 percentages in the EMS currency cooperation. The long interest rate decreased with 3% 

during the year, and it was expected to stay stable for in 1994 (The Danish National Bank, p 31, 1993). 

After the referendum 18th of May 1993, Denmark confirmed entry in the Edinburgh-decision and the 

Maastricht-agreement and thereby their participation in the second phase of the Economic and Monetary 

Union (EMU), but not the third phase (common currency) and the restrictions of economic policy 

applicated countries in phase 3 (The Danish National Bank, p 57, 1993). 

Inflation was in 1993 1.3% and the hourly pay increased with 2-2½%, which give an increase in real wages 

(The Danish National Bank, p 24, 1993). The real wages is expected stable for 1994.  

The economy is in turnaround from recession to an expected boom in 1994. The economic development 

can increase the expected activity on the market and it is expected that there will be an increasing need 

for communication services. 
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2005: The global economic continue the economic recovery in 2004 and the Danish BNP increased to 4% 

growth. The economy was driven by the domestic demand of 3.7% based on an increase in private 

consumption and investments. Housing prices increased with 8%, inflation decreased, interest rates low 

and increasing real income show a healthy economy (The Danish National Bank, p 13, 2004). The wages in 

Denmark is still one of the highest in the world, which threats Denmark’s competitiveness and increase 

the need of innovation and technology to keep its competitiveness.  

It is expected that the economic boom will continue in 2005. Low interest rates and increasing house 

prices will drive the private consumption and expect that the domestic demand increase more than 

foreign demand, which will lead to a decrease in profit of the national balance of payments. The increase 

in employment is expected to continue, driven by the private sector.  

The economy is pressured by the change in age distribution to more elderly people. With the high 

proportion of elderly and with an expensive and comprehensive social system, there will be need for 

reforms to continue to operate and compete against the increasing globalisation.  

Denmark has a fix currency policy with the euro. It is following the ERM2 from 1999 and cannot deviate 

from the euro with more than +/- 15 percentages to the central rate. Because of the close relation with 

the euro area there is a fix deviation degree of +/- 2.25 % to the central rate of 746.038 pr. 100 euro ((The 

Danish National Bank, p 28, 2004). With a fix currency rate with the biggest export markets (Germany) the 

currency policy secures less uncertainty about exchange rates and creates a platform for good export. 

The economic boom expects to continue to develop in 2005, with big political reforms to secure the long-

term prospects of the economy. 

2010: The financial crises in late 2008 and the beginning of 2009 change the economic situation all over 

the world and put the global economy into a recession. The financial crises showed how integrated the 

international economy are and how crises can spread across countries, especial when it hits the big 

economies. For Denmark EUs development has a huge effect on the Danish economy. The global economy 

started in the late 2009 to show some signs of improvement, driven especial by the emerging economies, 

while the established industry countries had a slower growth rate. Expectation was very unsecure, but 

with expectation of 3.9% in 2010 and 4.3% in 2011 growth in the global economy (The Danish National 

Bank, p 8, 2009).  
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The Danish economy experienced in the first half year of 2009 a huge decrease in BNP there with a small 

growth in the second half ended at -5.1% (The Danish National Bank, p 10, 2009). The economy starts 

slowly to decrease form 4th quarter of 2007 and through 2008, where the financial crises in second half of 

2008 had a huge effect on the decrease in BNP.  Especial the house investment and business investments 

laid behind the fall, with respectively 12.4% and 16.8% decrease in 2009.  Private consumption, domestic 

and foreign demand decreased in 2009. The Danish economy was in 2009 market by the financial crises on 

all parameters which made negative growth for the most parameters. The public investments increased to 

stimulate the economic, which is expected to continue if the economy develops negatively in 2010. A 

positive development with positive growth rates will start a consolidation process to pay off the public 

debt. Further public investments in 2010 will increase the necessary of consolidation, which will increase 

the possibility of tighter fiscal policy in the future.  

With the fix currency policy to the euro and the crises in the euro area in general and in Southern Europe 

especial, the Danish national bank tried to keep the rates stable by low inflation policy. With different 

economic situations in Europe the monetary policy is fixed as a tool stimulate the market. The Danish 

national bank lowered the lending and deposit rate several times during 2009. The difference between 

the European central bank (ECB) and the Danish lending rate decreased during 2009 after have been 

extraordinary high in the beginning of 2009 (The Danish National Bank, p 13, 2009 ). The situation on the 

market has stabilized and it is expected that the low rate will continue during 2010.  

Socio-cultural factors 

1994: People meet up once in a while and are social together. Social communication is happened by 

meeting people and socialising. Landline telecommunication is the normal way of getting connected with 

others if they are not nearby. 

With both parents are working the need for organisation and planning increases. Communication is an 

important tool to keep families connected both in the daily life and between holidays.  

It is normally men who earn most in a family. Women are paid less than men, in the public servants jobs 

are women only paid 87% of the men’s pay in 1993 (Danish statistic). Women only have 29 % of the PH.Ds 

and only 4% of the professors are women. In 1994 the men is still the controlling part in the house whole 
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and in powerful positions, but a change is un its way, 48% of the students at master level and 51% at 

bachelor level are women (Danish statistic).  

People live longer and have slowly increased their expected lifetime to around 72 years for men and 78 

for women. Increasing health knowledge and focus do that the percentage smokers have decreased 

drastically since the 70s. 

2005: Social contact and communication is beginning to move to the internet. The use of the internet as a 

communication tool with messenger, chat etc. has accelerated since 1994. Together with the spread of 

mobile phones, the uses of the internet have changed when and how people communicate. It is now 

important that it is possible to contact others at every time. Especial the mobile phone do that it is 

possible to get in touch with one at all time and in 2005, there are 95.5 mobile subscriptions per 100 

inhabitants.  

Education level shows decreasing percentages of people with primary school as their highest education 

the younger the person is. The group under 39 years have 21-22% primary school as their highest 

education, while 55-69 years have 40% in 2004 (Jacobsen, 2004).  The new generation have higher 

education level than their parents. Men and women have still unequal pay. In the private sector with a 

M.Sc., men earn 117% of what women earn (Jensen, 2004). 

Increasing focus on health has affected the mobile business. Mobile telephony is everywhere and with it 

radiation. The focuses on radiations are subject for studies and are a public issue. It is known that there 

are radiations from mobile technology, but no clear studies of the effect on the brain and long-term 

consequences (Sørensen, 2004).  

2010: The internet use and connection to it through mobile phones have change our way of 

communication. With social medias as Facebook and Instagram, people are online almost constantly. 

Where they before was online by telecommunication, it is now about sharing your life online and be 

online constantly. The increasing use of the internet to communicate has not decreased the use of 

outgoing domestic traffic and SMS, which continued to increase in second half of 2009 (National IT and 

Telecom Agency, Denmark, 2009). The change in social life had increased the need for communication. 

The mobile phone are with the new smartphone era, change from just a telephone to small personal 

computer which keep all the most important data. The telephone beginning to be the most important tool 



Rune Klausen  Private Equity in the privatization process of Danish SOEs 15/12 2014 

  

Page 55 of 101 
Copenhagen Business School 

for the consumer and with the smartphone the need for mobile internet increases. Urbanization of 

Danmark does that the outskirts areas in Denmark is depopulating and the market becomes smaller (KL, 

2011). 

As a personal secretary the new phone generation is getting more and more important in the hectic life of 

a family. The education level increases for the population and women has equalised the differences of 

education level, while men have a higher percentage of higher education, 56% of the persons started on  a 

master is women and they expect to overtake the position in the near future (Danish Statistic). 

Technological factor 

The development of technology has been an important factor for the communication sector since the 

optical telegraph was invented in the by Claude Chappe in the late 1700 hundred (Dilhac, 2002). 

Alexander Graham Bells invented the phone in 1875 which spread fast to Denmark and already in 1881 

the first central opened in Copenhagen. The technology has developed over time, with the real change 

come in the 1990s where the mobile telecommunication and the internet change the way of 

communication. To meet this change it is important that the communication companies follow the change 

in technology and how they can benefits from the increasing opportunities of communicating.  

1994: The market is affected by the new technologies with developed the mobile technology and the 

internet. It is expected that these technology changed can change the use of communication. World Wide 

Web made it possible to communicate across the world, easy and fast. The internet used in 1994 the fixed 

telephone network which made it impossible to use the internet and the telephone at the same time. 

Because of this, it was natural for the communication services companies enter the market of internet 

delivery. The technology secured that the telecommunication companies took over the new substituted 

market. At first, the communication services companies did maybe not see it as a big competitor, but after 

much communication moved to the internet, it is still a part of their portfolio.   

The GSM net (second generation) made it possible for the communication services companies to serve 

better mobile net. It was integrated in 1991 and was in 1994 almost as used as the old NMT net (Falch et 

al, 2007). Network licenses to the mobile market decrease the opportunity of new entrants on the 

market. In 1994 TDC and Sonofon had the two GSM licenses for mobile network. With a future 



Rune Klausen  Private Equity in the privatization process of Danish SOEs 15/12 2014 

  

Page 56 of 101 
Copenhagen Business School 

liberalization of the market it is expected that it is possible for more than two licenses and an opened for 

others to use the existing network.  

Denmark has high wages compared with the Euro area, which reduce their competitiveness and force the 

companies to be innovative and efficient (Danish National Bank, 2004). To secure competitiveness high 

technology and innovation was necessary and with that communication services.   

2005: Denmark still had some of the highest wages in the world and innovation and efficiency are 

important factors for Danish corporations. Access to internet is crucial for to work and life in Denmark. 

The companies use IT in production and organisation of employees, customers and suppliers.  91% of the 

companies used internet access today, and is and integrated part of the daily life (Danish Statistic, 2003). 

Denmark is one of the countries that have the highest share of fast internet connection per 100 

inhabitants, most of them through ADSL where TDC is the biggest provider (Danish Statistic, 2003). All 

with internet connection in the home have connections through computer and only 5% through mobile 

phone (Danish Statistic, 2003). The start of mobile internet is still in the beginning and is expected to 

increase the following years.  

2010: 86% of Danish families have access to the internet. Holland, Norway and Sweden are the only other 

European country with higher access to the internet (Danish Statistic, 2011). 78% of the population 

between 16-74 years old use the internet every day, which increase the need for reliable and fast internet. 

With the low differentiation between the suppliers of internet, these are becoming more and more 

important for the companies. Without internet is the companies paralyzed and many cannot work. 

Communication services are with increasing use of the internet become even more important than it was 

earlier.  54% of the internet users had connection in 2010. The market for Mobile internet is expected to 

increase further the next couple of years and the quality of the connection will be important. 

7.2.2 Porters Five Forces 

To understand the development and the effect of socioeconomic objectives over time, P5F will be used to 

explain both how the market was a in 1994, 2005 and 2010 and how it is developed to the market it is 

today. P5F is used to analyse the industry.  This P5F analysis will mainly focus on communication services, 

but mainly on telecommunication. The strategic analysis is not only used to understand the company and 

its future opportunities, but also to measure some of the multiple socioeconomic objectives for 

liberalization of the industry and the privatization of TDC.   
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Source: http://www.notesdesk.com/ 

 

Threat of substituted products 

1994: Tele communication in 1994 was mainly by landline. Other communication was mainly by letters. 

Word Wide web was founded in 1991 and was in its early beginning3. In 1993 the e-mail system just got 

into a face where it is possible to communicate with a broader network (Reuters, 1993). With internet still 

in an early phase, it was not seen as really threat to telecommunication, both because of the expenses 

and dissemination of the new service. Apple charged 8.95$ a month for the service in 1994 (Reuters, 

1994). The threats from digital communication did almost not exist in 1994, but the industry was aware of 

its possible threat in the long term. Mobile technology was in its early phase, and TDC had was with 

Sonofon the only operatros on the market and was expected to be biggest operator in Denmark near 

future with the financial power to adopt the market change to mobile communication.  

2005: With landline (Fixed network) telecommunication start declining in 2001 after years of increasing in 

subscriber lines and outgoing fix traffic (including ISDN lines), telecommunication was start to be pressure 

by other communication platforms (Teleårbog 2003).  The mayor threat is from mobile technology and 

                                                           
3 http://www.history.com/ 
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mobile communication. This is still an area which fit under the market description. The change from 

landline to mobile did increase the outgoing traffic.  

The actual threat from substitute products was by new internet based communication platforms. Skype 

was released in 2003 and sold in 2005. It was still in an early beginning, but the sales price of skype 

showed the expectations to this type of communication. Especially international traffic was pressure by 

internet based products as Skype. In 2005 Skype had 2.9% of all international carrier traffic in 2005. 

Another new substituted product is IP Telephony (VoIP), which was developed in 1997 and over time 

become more and more used for communication. In 2001 17% of the American companies used IP 

telephony, which indicates the pressure from internet based communication, especially across borders 

(IBM report). TDC was early a part of the VoIP and included it in the product portfolio.  

2010: The release of the first IPhone in 2007 started a new era in telecommunication services. Mobile 

internet increased and the focus of mobile communication services is moved from telecommunication to 

mobile internet. From the early beginning it has mainly been communication services companies which 

deliver mobile internet. Mobile internet, especially over the telephone net, is now an important segment 

of communication services companies’ portfolio.  The pressure from internet communication, both 

written and speech increase and pressure especially communication services across borders. Apps and 

other services does that these services are available for the consumer. Internet is the main source for this, 

which makes other internet suppliers, substituted products. The future focuses in on mobile internet and 

other wireless internet sources. The more free internet there are available, this harder is it for 

communication services companies to earn money on communication. The increased in internet born 

items, does that mobile internet as well as fix lines (often faster than mobile) take over almost all 

communication.  

Threats from new entrants 

1994: TDC had monopoly on fixed network until 1995-1996 where the Danish telecommunication market 

was liberalized (Falck et al, 2007). Therefore the threats from new entrants were very little in 1994. The 

new owners knew that the liberalization would come, but with the position as the owners of the cables in 

the ground, they still had a favourable position compared to new entrants. To invest in new cables would 

be a huge investment for new entrants and create a barrier that could do that the market would have 

continued as a monopoly. To prevent this, the liberalization included an interconnection agreement that 
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should secure other operators to used TDCs net. In the beginning (and as it looked in 1994) the costumer 

should key a 4-digit option code before the phone number. This is an extra advantage for TDC that their 

customers did not need to key this option code. Even with the liberalization new entrants had other 

condition than existing operators (TDC).  

The mobile market was already liberalized in 1991 and TDCs monopoly was disappeared with Sonofons 

GSM license (Falch et al, 2007). This part of the market would be easier to penetrate for new entrants. The 

investment in masts is lower than digging down cables, which make the barriers smaller for a competitor 

at with their own network. Mobile license is needed entry the market and create your own infrastructure. 

In 1994 only Sonofon and TDC owned this right. In 2001 this was extended with two so four operators had 

license to the Danish market for third generation net: HI3G Denmark, TDC Mobile Internet, Telia 

(Sonofon) and Orange (Christensen, 2001). With the licenses the entry barriers increases for having their 

own infrastructure of net. Interconnection agreement and legislation for maximum price of “renting” 

others net decreases the entry barriers for new entrants without their own infrastructure.  

2005: Fixed networks is further liberalized, which do that the interconnection agreement is getting 

cheaper for new competitors and had lower cost to entry the market. The later development in licenses 

and technology does that the barriers for your own net and cables are still high. The interconnection 

agreement does it possible for low cost companies enter the market. On fixed network TDC was down to 

64% of the market in 2003. The removal of the option code, made a big loss of market share, but the 

growing market compensated for the loss (Lai & Lund, 1999). Fixed network traffic is decreasing in the 

beginning of the 00s. The interconnection agreement makes it easy to start up new companies, but the 

barriers to entry at the same level as the “big players” are rather high.   

2010: The market looks similar as in 2005. TDC is still the market leader with 81.9% of the subscriber lines 

in 2009 and 63.3% of domestic fix network traffic (National IT and Telecom Agency, 2009). The high 

barriers and the declining market minimize the new entrants on the fixed line market. On the mobile 

market the licenses barriers is outweighs by the interconnection agreement, which creates low barriers 

for new entrants to use the 4 licenses network.  

Markets as VoIP has low barriers, because there is no need for cables or masts and thereby is the entrance 

cost low. Internet connections have relative low barriers due to interconnection agreement.  
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Fibre internet connections have relative high barriers, due to high cost of cables. The many operators in 

the fibre market, is a consequence of local energy companies investments in their regional area. The 

entrants’ barrier for this part of TDC portfolio is still considered high. 

Suppliers Power 

Supplier’s power on the communication services market is limited. Communication products are about 

connecting the costumer with each other. Building the network infrastructure can be done by many 

suppliers, which minimize the power from them. Besides the actual infrastructure network the suppliers 

of the technology used to build the network is important. With high competition can the communication 

service companies shop around the suppliers. Suppliers are worldwide and are delivering to 

communication service companies all over the world. Networks are not only delivering the technology, 

but also maintain and secure the delivery of the network and power. Network operators work under 

contract and win big orders for a curtain period. To lose a customer (as TDC) will give losses and therefore 

are the quality and price very important to maintain a costumer.  There will always be another supplier 

ready to submit the demands from the customers. The supplier’s power is limited and the operators can 

chose the one with the best product and price. In 2014 TDC changed supplier from Ericson to Huawei, 

because of unsatisfied product (Ritzau Finans, 2013). The speed of the mobile internet was not the best 

on the market. Speed of the internet has since the smartphone entry on the market been a way of 

differential the products. TDC will have the fastest on the market and therefor need the best supplier. The 

suppliers’ power is the same 1994 and 2005, with lower and lower supplier’s power over time. With the 

smartphone on the market net speed increase the supplier’s power in 2010. The competition and 

globalization does that the operators can choose the product with the best product price combination.  

Taking a step down and look at the network as the supplier, we see what new entrants meet when 

entering the market. The high entrant barriers for new suppliers to set up network limit entrants of new 

on the market. The license for third generation licenses was sold for almost 1 billion DKK in 2001, which 

make the price for the building the network high (Lauridsen, 2001). This most make them interested in 

selling the capacity to other companies. The suppliers of networks will need the competitors used of the 

network, to repay the investment. The most attractive for all the four license winners, would be to keep 

the license for themselves and get all the costumers for the 4 companies. But if one is willing to break this, 

it would score much more on the network, while the others would get less. While if everyone does it, the 
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possible profit is lower than if all keep their network themselves. It is characterized as a classical prisoner’s 

dilemma. TDC would be a network owner and this discussion could be under buyer’s power.   

Buyers 

The buyers of communication services are the consumers. The consumer’s power is in choosing which 

operator they use. Active choosing their operator and change if they want something else describe the 

power the buyers have. The buyers are only one out of many and therefore are the bargain power from 

the buyers limited.  

1994: The buyer power is close to zero. There are monopoly on landline fixed network, and duopoly on 

mobile. If the costumers want to use telecommunication, they have to use TDC. 

2005: The market is much more competitive on mobile and still limited on landlines. Buyers Power is 

limited for the single consumer. With more than 2.5 million landline subscribers and close to 5.2% million 

mobile subscribers are the single costumers’ power low (National IT and Telecom Agency, 2004). Business 

customers can have a size where they will gain some power and thereby negotiate with the companies.  

2010: Market look similar to 2005 and the buyer’s power are similar. At the internet market there are 

more options which increase competition. This does not change the low power from the costumers. 

History has shown that the low power is strong if they are united. The huge growth for low cost 

companies showed that changing operator is a strong tool, if many people do it.  

Network market: 

The interconnection agreement made by law is doing that the network owners (TDC and others) lose the 

possibility to agree not to let other competitors in on the networks. The law gives the buyers of networks 

more power and possibility to enter the market at low cost and at competitive prices. 

Industry Rivalry 

Communication service is a product with low differentiation. The industry is about moving data from one 

to another. This data could be speech, numbers, messages etc.. The differentiations are, besides price, 

coverage, delivery speed and security. With the technology development in all three periods’ secures 

delivery and the interconnection agreement almost the same coverage. Speed on telecommunication is 
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irrelevant, because of the technology available for all periods. On telecommunication the price is the 

parameter which is available for differentiation, while it on internet also includes coverage and speed. 

1994: TDC had monopoly in 1994 on fixed network and very little competition on the mobile market. With 

the status as monopoly for fixed networks made TDCs position favourable for future profit. The 

interconnection agreement that will come with the liberalization is still in favour for TDC, because of the 

option code for other companies. Mobile market can be described as a duopoly with TDC as the market 

leader. With the position as partial owned by the state and the supply duty TDC still have a special role in 

the market. TDC should expect change in legislation to open up for more competition and thereby lower 

prices for the consumer. With only TDC or one other provider (Sonofon) the market is highly concentrated 

and is a monopoly (landline) or a duopoly (mobile). 

2005: The market had opened on both fixed and mobile network. Subscriber lines are still dominated of 

TDC with 81.9% in 2004. The interconnection agreement does that the effect on the domestic traffic has 

higher competition. To measure the competition level the Herfindahl index is used. It measures the 

market shares squared and sum up. The range is between 100% and >0 with 100% for a monopoly 

(100%*100%=100%) and the lower the more competition. A market with a HI between 15% and 25% is 

considered a moderated concentrated market. Exceed 25% is seen as highly concentrated (Department of 

Justice, USA, 2014). Looking at the HI in second haft of 2004, shows TDC has a big and important share on 

fixed networks, which can be lead back to the cables that TDC was “born” with and the high entrants’ 

barriers in a down going market. The subscriber’s lines of fixed network are declining from 2001 (App. 5).  

The high investment entrants and the low future growth do that the new companies have been caution 

with invest in the fixed network market. Denmark does already lie in the high end of fixed network 

subscribers lines compared to comparable western countries and OECD in general. The lower competition 

is affected in the prices. The average price for tariffs for low consumption is increasing, and is in 2004 

lower than the price of consumption for mobile (National IT and Telecom Agency, Denmark, 2003). 

Especial the minimum price had increased. This could have the effect that people with low consumption 

prefer mobile, because the expenses are almost the same and the advantages of having a mobile phone 

compared to a fixed network will move low consumption costumers to mobile. For a high consumption 

costumer fixed network are still cheaper than mobile. 
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  Fixed networks Internet Mobile 

  Subscriber line Domestic traffic  International xDSL Subscribers Outgoing traffic  SMS 

HI 68% 40% 24% 58% 18% 20% 20% 

TDC 
share 81,90% 61% 46% 75% 21% 33% 12% 

Source: Own estimations from National IT and Telecom Agency, Denmark (2004) 

Mobile has decreasing prices from 1998 to 2004. The development is lower minimum prises. HI around 

20% shows that there are many different competitors with no market leader. TDC is still the biggest on 

outgoing traffic and subscribers, but the third biggest on SMS. The competition had impact the prices and 

lowered the minimum prices for mobile communication in 2004. With an expected continue growth in the 

mobile sector, could it be expected that the level of mobile subscriptions would exceed 100 subscriptions 

per 100 people.  

In xDSL TDC have a strong position with small competitors (Cybercity is second with 12%). XDSL is relying 

on data cables and thereby high entrant’s barriers. In all areas which rely on investment in cables and 

other to connect, TDC has kept their dominant place as market leader. The general prices are declining 

from 1998 to 2004 but the increasing consumption most be taking into consideration. This can make the 

price cheaper for a specific use, but if the general consumer uses more data than earlier the price is 

maybe the same. Technological change must be considered as an effect for lower prices and not only 

competition.  

2010:  The telecommunication market change a bit from 2005 to 2010. The four big players on the market 

TDC, TeliaSonera, Telenor and 3 had bought up the other companies and thereby concentrated the 

competition on the market. With the ownership of the different companies the actual HI index increased 

from 20% to 30% on outgoing domestic. The market is still really price orientated and all the big players 

had a low cost company. Looking at the HI index for the consultation of the market had increased the 

market to around 30%. In international Lebara has a big market share, which decreases the HI to 22%, and 

TDC have a lower market share compare to other mobile areas. Data is a new area, which started with the 

first IPhone. 3 have the data and smartphone segment as their main target, which also is seen in the on 

22% on mobile data. Their subscriptions are mainly with data. IPhone and later smartphones arrival on the 

market had change the market situation. The third generation licences is given to the four big players, 

while the licenses to the second generation net is less worth. 
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The mobile prices in Denmark are significant lower than the mean in Europe. In 2007 the prices from 

Sonofon and TDC was around half the mean in Europe (Falch et al, 2007). It can be hard to compare the 

price across countries because there are many different subscriptions and the price is affected by which 

subscription there is used for comparison.  

2009  Fixed net IP Mobile* 

  Subscribers Outgoing International Subscribers Outgoing International Subscribers Outgoing International SMS Data 

HI 68% 42% 20% 15% 17% 32% 32% 30% 22% 30% 34% 

TDC 
share 82% 63% 38% 32% 32% 8% 44% 40% 27% 37% 45% 

Source: Own estimations from National IT and Telecom Agency, Denmark (2009) 

In Fibre net TDC had almost no market share. Compete with really fast internet against the standard 

broadband can in the future threaten TDCs position on the internet market. TDC hasn’t take this market in 

2010, but started with their bought of Dongs fiber net in 2009 and expansion of their internet portfolio to 

distribute high speed internet to business and private costumers (Breinstrup, 2009). Fiber net is mostly 

geographic distributers and it is rare that it is possible to get fiber from more than one provider. The 

market for Fiber and broadband internet is having higher barriers of entrants and rely on cables and 

thereby investments. This makes the market less attracted and thereby fewer providers and a more static 

market. TDC had 63.5% market share in second half of 2009 on xDSL and a HI for market of 45.4%. XDSL 

rely on the telephone net, which make TDCs position can the landline fixed network advantageously. On 

normal broadband the competition is much higher competition level (19.4%) and fiber net (10.3%), where 

fiber is geographic divided. 

7.3 Financial Analysis of TDC 
The reclassified income statement of TDC shows a variation over the last 17 years. The communication 

services market has change since the liberalization of the Danish market. From 1997 to 2000 increased all 

key ratios (Total rev, Net Income, NOA, NFA). After the liberalization in 1996, it should be expected that 

the all key ratios was under pressure because of free completion. Historical have SOEs have performed 

poorly, are inefficient, tend to produce at lower quality and at higher cost (Kikeri & Nellis, 2002). If a SOE 

perform poorly and are inefficient meeting free competition it would be logical that they have to improve 

fast or lose their market share. The monopoly status in some areas makes a smooth transition from SOE 
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to public company. With the partial privatization in 1994 and the strategic partnership with Ameritech in 

1997, it has been possible for TDC to improve their key ratios. ROE increased from 11% to 31% from 1997 

to 2000. TDC got outside knowledge to change their business strategy from a state-owned communication 

services company with limited competition. The financial assets increase from 1997 slowly until the NTC 

took over the majority of the shares and increased the debt. 

Source: Own creation (DKKm) 

Revenue had increased until 2001, where the revenue slowly has fall since. The revenue almost double 

from 1992 to 1997 (Annual report TDC 1997). The market of communication services has been under 

pressure after the liberalization law and the competition on the Danish market are really competitive. 

Prices in communication services have fall drastically, from 2004 until 2013 mobile prices felled with 

75.1% (National IT and Telecom Agency, 2013). 

Lower prices, better technology and higher competition explain the fall in revenue. Change in accounting 

policies has affected the revenue decrease a couple of time with the decrease in 2007-08 as the most 

dramatic. The huge decrease can be explained by the change in accounting policies in 2010 (change 3 

years back). Before the accounting policy change the decrease in revenue was 500 million DKK, which only 

is a small part of the 9,862 million DKK decreases on the graph. These accounting changes have a big 

impact on the revenue, but have less impact on net income. Anyhow it is making the comparison over 

time has to be taken with cautiousness. The decrease in revenue the last years can be explain by sector 

not only on landline, but also on mobile telephone, internet and mobile internet (National IT and Telecom 

Agency, 2013) in both domestic and international level. Therefore can market share be really important 
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for how well TDC is performing. Looking at the market share from Porters show a slowly decrease in 

market shares on all markets and bigger in international traffic and mobile.   

 

Roe measure the total income to shareholders compare to the average equity. Up to 2000 the ROE 

increase from 11% to 31% and after a down period went to an area between 15 % and 22 % in the years 

04-07. In 2008 the financial crisis also affected TDC, but already in 2009 the ROE was around 12-15%. 

Return on invested capital (ROIC) measure how profitable TDC is compare to their assets. ROIC is driven 

by either the profit margin or the asset turnover (AT).  

Source: own creation 

Besides the operations drivers is ROE driven by financial drivers FGEAR (financial leverage) and spread 

(ROIC-r). r is calculated based on Net Financial Cost (NFC)/ Net Financial Liabilities(NFL). FGEAR is stable 

until 2006 where NTC have taken a lot of debt to leverage TDC and payout dividend. ROIC went up and 

down until NTC took over and have been around stable 6-10% since (expect 2008 financial crises). The 

high leverage is 2.67 in 2007 and go down to around 1 where NTC is starting their exit strategy with the 

IPO. NTC change the financial drivers to continue the high ROE from the startup years after the 

liberalization. As a SOE TDC had really low leverage and this continue after the IPO in 1994. After NTC left 

TDC the FGEAR around 1, which look as a reasonable balanced between debt and cash-flow. 
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If decomposing the change of ROE into financial drivers (Spread are partially based on movement in ROIC) 

and ROIC, it shows that the effect of the higher leverage change over time. The higher level also increases 

r and thereby the benefits of financing the higher leverage (tax shield) decline, because of the extra cost 

of having debt. 

Level 2 understands which drivers from operation that creates value in ROIC. Profit margin (PM) has been 

pretty stable, with a few ups and downs through the years. The main difference between the high ROIC in 

2000 and the lower ROIC in the last years is the AT. The explanation to the decrease in AT could be the 

lower prices on mobile and landline. It is still important to have all the equipment and property to give 

signal to the consumer, no matter if it is internet, mobile or TV. Because of the competition does TDC not 

get the same revenue out of their assets as they did earlier years? If digging further down in the AT the big 

change comes because of the net Intangible assets. Under the NTC ownership AT change from 0.79 to 

0.49, this was driven by a decrease in net Intangible assets of -56% (AT IA). One of the reasons for this 

decrease is that the accounting policy change of revenue is affecting the Intangible assets because there is 

written in customer relationships to the net intangible asset with experience a huge increase in Intangible 

assets. This explains a lot of the change from 2006 to 07 and further in to 2008. It hasn’t been possible to 

decompose the correct correction for the further years to make a better comparable.  

Level 2 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 

ROIC 6% 10% 9% 7% 7% 2% 9% 9% 13% 18% 4% 8% 1% 22% 12% 15% 

Profit 
Margin 11% 17% 16% 15% 18% 6% 17% 14% 17% 25% 6% 10% 1% 20% 10% 11% 

AT 
          
0,57  

          
0,59  

          
0,60  

          
0,49  

          
0,40  

          
0,38  

          
0,56  

          
0,68  

          
0,79  

          
0,71  

          
0,70  

          
0,84  

          
0,94  

          
1,04  

          
1,14  

          
1,21  

Source: Own creation 

Profit margin split up and gives an insight where the profit is coming from. PM from core activities gives a 

good indication of the core operations and for operations that are expected to come every year. Looking 

at this (appendix 7-8), the PMcore is more stable over years than PM. It is unusual items and other 

operational profit that effects the PM a lot, both in good years and in bad years. In the high years around 

2004-05 is at 8-9% level, while the overall PM fall in 2006 the PM on core operational continue to increase 

to 11%. In general the PMcore increased in the period of the NTC as owner, but the increased less than in 

overall PM. The last years of PM have been stable, which be something to do with the consolidation of the 

market. Looking at the change in ROIC gives the same impression that most of the variation is made by the 
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change in OPother and UI. OPcore have much smaller changed, and give an impression of a stable company 

without huge change in their core operational performance. 

Profit margin (PM) split 
up 13 12 11 10 9 8 7 6 5 4 3 2 1 0 99 98 

core PMsale 
17
% 

15
% 

13
% 

13
% 

17
% 

16
% 9% 

11
% 

10
% 8% 4% 6% 4% 9% 

10
% 

10
% 

core PMother -4% 3% 3% 0% 4% -2% 2% 1% 0% 
14
% 4% 0% 0% 0% 0% 0% 

UI PM -2% -2% 0% 1% -4% -8% 6% 1% 7% 3% 
-

2% 4% 
-

3% 
12
% 0% 2% 

PM 
11
% 

17
% 

16
% 

15
% 

18
% 6% 

17
% 

14
% 

17
% 

25
% 6% 

10
% 1% 

20
% 

10
% 

11
% 

Source: own creation 

8. TDC IPO 1994 
Tele Danmark (TDC) has until 1994 been fully state-owned enterprise. TDC was partial privatized the 28th 

April 1994 with an IPO worth around 40 billion DKK, which is still the biggest IPO in Danish history. The 

government kept 51% of the shares and the sale of 48.3% of the shares for a value of 19.5 billion DDK 

(Ritzau Finans, 2014). A value around 6-7 billion was used to pay off pension obligation. At the sale in 1994 

TDC still had monopoly on the telecommunication fixed network market. The first competitors arrived at 

the market late in 1994. TDC did keep some monopoly rights until 1997, which increase the expectations 

for the future. The state still own 51% of the shares and can act as block holder. They can thereby benefit 

from private benefits and do still have the incentive to monitor the management. No other shareholders 

have the incentive or power to monitor TDC. When there is a block holder, former theories do find a small 

discount. The state kept 51% of the shares because they wanted to keep control of TDC and the monopoly 

they still had in many areas. It was important infrastructure and as long this infrastructure was part of the 

monopoly and the right sector political legislation wasn’t ready, the state would keep the ownership. 

Political reasons and motives are consequence for the new investors and can affect the price. This 

multiple objectives can be described as private benefits for the block holder.  

The privatization of a SOE does also give other parameters for obstacles, when a company that before had 

special treatment by the state went private. The takeover of KTAS and JTAS was made under special 

treatment, which the EU-commission look at an as possibly illegal state aid. By keeping the state as the 

majority owner, TDC kept itself under the law and thereby was the trick not illegal.   
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8.1 Valuation 
The IPO was advice by Goldman Sachs and Danske Bank. The stock price started on 310 DKK Pr. Share and 

increased to 335 DKK the following day. With a total market value after the IPO of 40 billion it went in as 

one of the biggest companies on the Danish stock market. The valuation was based on the price on the 

time for the IPO.  

8.1.1 Multiple valuation  

Valuations by multiples give a value of market capitalization between 26,965 and 58,295 million DKK. With 

an ended value of 40.3 billion DKK show a value in the middle of this area. The calculation is based on only 

2 companies, Vodafone and Telefonica, because they are the two only of the selected peers that was on 

the stock in 1994. Ratios and numbers are from 1993, because it is the available information of investors 

of that time. Calculations are in App. 10. Each year have different weights: t-1 weight 0.5, t-2 0.3 and t-3 

0.2 so the latest ratio has a higher weight than the last two. 

Million DDK (except PS) 1993 Shares EV Market cap Debt Cash Per share 

Earnings per Share 
            

1,19  1310 
       

34.961                             25.965  
     

11.563  
          

2.567  19,8 

Sales   16.293  1310    67.291                             58.295  11.563    2.567  44,5 

EBITBA 6.353  1310     46.175                             37.179   11.563      2.567  28,4 

EBIT    2.849  1310  30.306                             21.310   11.563        2.567  16,3 

 Source: Bloomberg 

EV/sales give the highest value and EV/EBIT the lowest. If TDC was efficient as their peers (especially 

Vodafone) it would be possible to get a higher value out of their sales. Looking at the margins shows that 

TDC EBITDA margin is 38.99% in 1993, while Vodafone is 57.09% (Bloomberg). With higher efficiency it 

would be possible to create a higher value in TDC. In 1994 TDC had a value EV/EBITDA of 4.66, which at 

level with Telefonica and lower than Vodafone. Without knowing the circumstances of the ratios, it is hard 

to calculate the actual potential for TDC. Because they a monopoly the margin has not been pressure by 

hard competition. Future sales will not be secure knowing that TDC is a SOE and a possible optimizing of 

efficiency can improve the ratios. 

8.1.2 DCF valuation 

Discounted cash flow-model is a popular method of valuation. It takes the future cash-flow available from 

the company and discounts it to net present value (NPV). There are two methods of the DCF. Free Cash 

Flow to Equity (FCFE) and Free Cash Flow to Firm (FCFF). As explained in the methodology FCFE is used in 

1994 because it is only discounted with the return on equity. 
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To valuation TDC at different times is used data from Bloomberg which are available back to 1992. This 

makes their data solid over time. It is at the same time the data used for the peer group analysis, so the 

two estimation methods are comparable. Annual reports are not used to valuation because they are not 

available for all years and therefore would have inconsistent data. The data for cash flow is consistent 

with the Cash Flow from the annuals report back to 2003. Because all information about Cash-flow hasn’t 

been available, it has not been able to reformulate the cash flow from the financial analysis to the 

Bloomberg number.  

Estimation of the future cash flow is based on expectations of net income and investment in 1994 The 

expected net income was estimated to be 2380 (1,994), 3240 (1,995), 3870 (1,996) and 4580 (1,997) 

million DKK for following years (Foyen, 1994). With an improvement of net income of 70% from 1992 to 

1993 and a revenue increase of 4% and EBITDA of 92%, shows that the increase in net income come from 

efficiency of the sale and cost decrease (Bloomberg). When becoming a public company, it is expected 

that this increase will continue the following years. The general used of the market is also expected to 

increase after 1994. With TDCs position until 1997, it is estimated that the revenue would increase with 

20% in 1994, and slowly decrease down to 10% in 1997 and a future growth of 4%. Depreciations and 

Amortization is expected to follow the investments. In 1994 it is expected that there in will come around 

12 billion from the IPO, and that 6 billion will be used to pay off pension liabilities.  

TDC 1994 FY 1992 FY 1993 E1994 E1995 E1996 E1997 ET1998 

Sales growth  4% 20% 18% 12% 10% 4% 

EBITDA 21% 39% 45% 48% 50% 50% 50% 

EBIT -2% 17% 28% 35% 40% 45% 45% 

Net Income to Common 6% 10% 12% 14% 15% 16% 16% 

Cash Flow to Equity 10% 11% -11% 17% 18% 20% 20% 

Cash flow to Firm 4% -5% 19% 10% 17% 19% 19% 

 Source: Bloomberg and own estimations 

In Millions of DKK  
except Per Share    1994 1995 1996 1997 Terminal 

Cash Flow to equity              3,756              2,300              4,275              5,402                    5,618  

PV FCFE           11,800              3,369              1,850              3,085              3,496    

Terminal value                      75,005  

PV Terminal value           48,545        

Return on Equity 11.49% Shares Per share     

Equity value           60,345  1,310 46.1     

 Source: own creation 

With cash flow following the sales growth for the terminal period is expected a perpetual growth of 4% in 

Cash flow and with a return on equity of 11.49% the PV of the terminal value is 58,545 million DKK and a 
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PV of free cash flows to equity from 1994 to 1997 of 11,800 million DKK give a total equity value of 60,345 

million DKK.     

Valuations with a DCF model need some scenario analysis to test volatility of the value. Because of 

limitations only the growth for the terminal period is analyses and shows a price range of 41.39-52.19 DKK 

per share. With an opening price of 42.89 DKK per share in 1994, the analysis indicates that TDC is 

underestimated from the seller.   

With a range be of 16.3-44.5 per share of the multiple 

and a DCF 41.39-52.19 the opening price of 31 was in 

the high end of the multiple ranges and under the DCF 

range. If concluding the DCF to be the primary model, the opening price of TDC was too low. Price of a 

new IPO is created on more than valuation, and the book procedure or a valuation with other estimates 

could find that 31 DKK per share was a fair value at the IPO. 

9. NTC takeover 2005 
In 2005 took NTC took over the majority control of TDC. After the government sold the last of their shares 

in 1997, TDC had Ameritech/SBC as majority shareholder. In 2004 SBC sold their shares at left TDC with a 

dispersed ownership structure. With no controlling shareholder, low debt, low multiples stable cash flows 

and dividends TDC was an obvious target for the market of corporate control. The potential of the firm 

and its asset could make a good objective for a LBO. NTC bought 89% for a total price approximation of 68 

billion (89% of 76 billion DKK) and 382 per share of nominal 5 DKK (Comon, 2005). To compensate the 

leverage of the buy, TDC paid out high dividends two times, 06-04 2006 and 18-12-2009 with 6 April 2006 

as the largest payout. The total value of the payout was 44 billion DKK or 219.5 per share of nominal 5 

DKK.  

With PE funds takeover of TDC it is expected that the leveraged will increased and unnecessary 

subsidiaries will be sold and there is created a management compensations scheme. 

Senario analysis FCFE 1994      

Growth TM 3% 4% 5% 
Equity value (million 
DKK) 

          
54,216  

          
60,345  

          
68,364  

Per share DKK 
            
41.39  

            
46.07  

            
52.19  
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9.1 Valuation 

9.1.1 Multiple valuation 

The value by multiple gives very different results. Earnings per share show a price per share way over the 

other multiples with have a range between 58.1 and 85.9 DKK per share. With an offer of 76.6 (382/5) 

DKK per share, NTCs offer is in this range (TDC release 23/2005). The P/E multiple show a much higher 

price of 246.1 per share and a total market capitalization of 252 billion DKK.  

Million DDK (except EPS 2004 Shares EV Market Cap NFL Minority Per share 

Earnings per share            9.69           1,023        271,622         251,779                19,816                27  246.08 

Sales        42,339           1,023        107,701           87,858                19,816              27  85.9 

EBITDA        11,996           1,023           88,327           68,484                19,816                27  66.9 

EBIT          5,335           1,023           79,306           59,463                19,816                27  58.1 

Source: Own creation 

P/E does not take capital structure into consideration and therefore can TDC with their low D/E ratio give 

a higher value compared competitors with higher debt. Looking at comparable P/E, Deutche Telecom has 

much higher P/E ratio (45) than TeliaSoneara and Telenor (16). With TeliaSonera and Telenor as the best 

comparable companies, it can be argued that the P/E of 25.4 is too high, and therefore gives a higher P/E 

than the actual P/E for valuation of TDC. 

9.1.2 DCF 2005 

The FCFF-model for 2005 is measured on background of the annual report until 2004. The annual report of 

2005 was not jet published at the publication of the bid. To estimate the future cash flow are the third 

quarter 2005 report used for estimating the growth in 2005 and thereby expectations of market growth 

and price expectation. The market expectation is that the prices will decrease and pressure the market. 

Technological development and new product categorize will secure a small sales growth over time.  

Source: Own creation    

TDC 2005 2003 2004 2005E 2006E 2007E 2008E 2009E 2010E 

Sales Growth -19.7% -1% 5% 3% -5% 2,5% 3,5% 3,5% 

Gross profit 65% 63% 65% 68% 72% 70% 70% 70% 

Operating p/l before tax 9.1% 12% 12% 14% 18% 19% 19% 19% 

Efficient Tax  61.5% 30% 28% 28% 28% 28% 28% 28% 

Operating profit/loss after tax 3.5% 8.4% 8.4% 9.8% 12.6% 13.3% 13.3% 13.3% 

Other operational income 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 0,0% 

Unusual items -1.5% 3.2% 0% 0% 0% 0% 0% 0% 

Operational profit 2.0% 11.7% 8.4% 9.8% 12.6% 13.3% 13.3% 13.3% 

Estimation 2003 2004 2005E 2006E 2007E 2008E 2009E 2010E 

1/ATnon-core N0A 1.16 1.16 1.2 1.3 1.45 1.6 1.6 1.6 

Core NDA 49,662   48,957   53,347  59,527    63,075       71,340       73,837  76,421  
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In 2007 it is expected that the market for mobile internet on the mobile phones has increased to be 

interesting for new competitors. This price pressure will create a small decrease in sale. Gross profit is 

expected to be improved over time and end on 70% of revenue, because of efficiency improvement 

partial by the knowledge of NTC and technological development. Operation loss/profit before tax will 

increase slowly over time to 19% of revenue. Efficient tax is expected to be 28% based on the historical 

tax of 28% in 2005 (Ministry of Tax, Denmark 2014). Other operational income and unusual items is 

expected to be 0. It can be both negative and positive, but is expected to fluctuate around 0. 

Net operation assets are expected to increase because of new investment in the third generation net and 

faster internet connections. The expected FCF and estimations can be seen in App. 11. Based on 

perceptual growth on 3.5% and a WACC on of 6.5% the cash flow in in the budget period is expected to 

have a PV of -67 million DKK and the terminal value PV of 90,719 million DKK give a total firm value of 

97.710 million DKK. After Net financial liabilities (includes cash) (NFL) and minority interest of -27 million 

DKK the total market capitalization of 77,897 million and a price of 76.1 DKK per share. The multiple 

valuations gave a range of 58.1-85.9 DKK per share (without P/E). The offer from NTC of 76.6 is by this 

analysis a fair price. The closing share price 29-11-2005 was 72.4 which give the offer a premium of 5.8%.  

Source: Own creation (WACC 6.5% and perceptual growth 3.5%) 

10 NTC exit 2010 
In 2010 NTC started their exit strategy with an IPO the 13th December 2010. After a 5 years ownership NTC 

decided to start their exit strategy with selling stocks at expected 48 DKK per share which with a price on 

50.50 DKK at the announcement 12th November 2010 is under the market value (Wichmann et al, 2010). 

Many of the shares will be bought up by TDC, which properly will be cancelled and them and thereby 

TDC 2005 Valuation  
FCFF-Model   Budget period Terminal 
Million DKK 2004 2005 2006 2007 2008 2009 2010 

Operational profit                     -          4,949             3,841            4,616            5.638             6.100             6.313  

Core NDA 48,957   53,347    59,527   63,075        71,340          73,837         76,421  

FCFF          558    -2,338          1,067           -2,627            3,603          3,729  

PV Budget Period     -67                524          -2,062               883          -2,042         2,630   

PV Terminal Value     90,719             124,293  

PV Core activities           90,652        

Market value non-core assets             7,058        

Firm value           97,710        

NFL         -19,816        

Minority interest                 -27  Shares Per share     

Market Cap           77,867  1,023 76.1     
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increase their EPS. Analytics expect TDC to be a very secure company, with stable dividend politic and 

cantherefore be compared with a bond (Wichmann et al, 2010). With a beta of 0.4 TDC have really low 

systematic risk and will be a good target for safe investments (Own estimation). The future strategy is 

expected to focus on consolidation and secure its position on the Nordic market.  The organic growth is 

expected to continue to be low or even negative and with no expected investments in new market, it is 

expected that TDC have will have to change strategy in the future, when the European market opens for 

more competition across borders.   

10.1 Valuation 
Multiples valuation method gives a range between 21.6 and 41 DKK per share. In P/E Deuchte Telecom is 

taken out because their P/E is much higher than the other comparable (73.8), which gives an average P/E 

8.84. On all other multiples the comparable have similar ratios and are close to TDCs ratios in 2009 (App. 

12). The ratios show signs of having higher efficiency than in 2005 where the EV/Sales ratio gave a higher 

value than EBTIDA, while it is turned around in 2010. EV/EBIT gives the highest value, while EV/sales have 

the lowest value. This will be discussed later in the paper.  

TDC 2009 Shares EV Market Cap NFL Minority Per share 

Earnings 2.45 990 56,218 21,427 34,791 0 21.6 

Sales 26,079  58,132 23,341 34,791 0 23.6 

EBITBA 10,549  69,328 34,537 34,791 0 34.9 

EBIT 5,890  75,428 40,637 34,791 0 41.0 

Source: Own creation, Bloomberg 

DCF 2010 

The low revenue growth from 2005 is expected to continue form 2010 and through all the budget years. 

With the opening of the EU market there is expected a perceptual growth of 3% with the new potential 

markets. The gross profit is expected to stay on 75%, lower prices will be compensated with newer 

technology and more foreign traffic. Operating profit/loss is expected stay close to 20% over the entire 

period. The efficient tax is expected to go up to 25%, which is the corporation tax in Denmark.  Unusual 

items and operational 

income is expected to 

be 0 for the entire 

period. 

Source: Own creation 

TDC 2010  2008 2009 2010E 2011E 2012E 2013E 2014E E2015 

Sales Growth -26.8% -3% 0% 1% 0% 1.0% 3.0% 3.0% 

Gross profit 73.1% 75% 75% 75% 75% 75% 75% 75% 

Operating profit/loss before tax 18.7% 22% 20% 20% 20% 20% 20% 19% 

Efficient Tax 16.9% 20% 25% 25% 25% 25% 25% 25% 

Operating profit/loss after tax 15.5% 17.3% 15.0% 15.0% 15.0% 15.0% 15.0% 14.3% 

Other operational income 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

Unusual items -8.3% -4.0% 0% 0% 0% 0% 0% 0% 

Operational profit 7.3% 13.3% 15.0% 15.0% 15.0% 15.0% 15.0% 14.3% 
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Source: Own creation 

Low investments in operational assets will make an expected decrease in the assets for the budget period 

and stabilize around 50,802 million DKK. With new fourth generation mobile net, investments are needed 

to keep a quality product. The decreased in 2010 is an expected loss on discontinued assets.  

Source: Own creation (WACC 5.76% and perceptual growth 3%) 

With a continue long run capital structure, and debt rate from Bloomberg the WACC is estimated to 5.76% 

and the perceptual growth 3%.  PV of the cash flow in the budget period is 23,776 million DKK and PV of 

terminal value of 71,866 million DKK gives a firm value of 102,720. NFL of 34,791 and no minority interest 

gives a Market Cap of 68,790 million DKK and a share price of 69.5 DKK. The DCF gives a higher value than 

multiples 21.6-41 DKK per share.  

11 The effect of PE fund as owner 
TDC have been through four phases of owners. TDC was founded as a SOE in 1990, and entranced with 

the IPO in 1994 the private market. Looking at the value of the stock from 1994 to 2005 show a slowly 

increase in value until 2000. Since 2001 have TDC not had high growth in revenue (except 2005) this 

affected the value of the firm (App. 7). It is natural that TDC, as a monopolist, will lose some of its market 

position to new entrants when the market is liberalized. This would normal mean lower revenue to the 

old monopolist, but with the increasing market for communication services up through the 90s and 00s. 

Together with higher efficiency and productivity TDC has increased value over time.  

TDC 2010 Valuation FCFF-model   Budget period Terminal 

Million DKK 2009 2010 2011 2012 2013 2014 2015 

Operational profit                     -            3,473        3,912    3,951              3,951             3,990              4,110  

Core NDA           57,619        44,334          47,412    47,412          47,886           49,322           50,802  

FCFF       16,757             835           3,951             3,477             2,554             2,631  

PV budget period         24,637  15,843          746         3,339             2,779              1,930   

PV terminal value          71,886.33                    95,138  

PV Core activities                96,523        

Market value non-core assets                  7,058        

Firm value             103,581        

NFL              -34,791        

Minority interest                         -    Shares Per share     

Market ca                68,790  990 69.5     

NOA 2008 2009 2010E 2011E 2012E 2013E 2014E E2015 

1/ATcore N0A 2.29 2.21 1.7 1.8 1.8 1.8 1.8 1.8 

Core NOA 61,667 57,619 44,334 47,412 47,412 47,886 49,322 50,802 
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After the Stock topped in the 2000 the stock decreased in value and find a stable value level at around 75 

DKK per share (Adjusted for split and dividends). When NTC buyout almost 89% of the shareholders in 

2005 the adjusted share price started to increase slowly until the financial crises in the end of 2008.  

TDC recovered fast after the financial crises and had already in 2010 a value at the same level as before 

the financial crises. The biggest value increase happened after the sale of TDC in 2010 and the beginning 

of an aggressive dividend strategy. The value created with high dividends, indicates that it was well 

received by the investors.  

Source: Own creation based in DataStream and Bloomberg 

The number of employees in TDC has change over time. From 1992 to 2000 the total employees was 

around 17,500 people (Bloomberg, App. 14). In 2000 to 2002 there was a short increase in employees 

before it stabilized around 20,000 employees. From the NTC takeover in 2005 to its beginning exit in 2010 

the number of employees felt from 20,225 to 10,423 which was a decrease of -48%. Comparing this with 

the closest competitors the decrease is much higher than TeliaSonera and Telenor. With decreasing 

revenue and expected efficiency the decrease in employees was expected. Efficiency can be indicated by 

sales per 1000 employees (SPE). Telenor and TDC have for the entire period had a similar pattern of SPE 

until TDC in 2010 had shown a lower level than Telenor. This makes a weak indication of higher efficiency. 

With the decrease in employment in TDC, some public interest could be considered to be negative 
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affected of the ownership of NTC. It could be argue that these cuts would have been made anyway and 

that it may be in the long-term saves employees that TDC has been optimized to the future competition.  

Other public interest that was associated with the privatization of TDC was universal services of internet 

and landline telecommunication in the whole country. The technological development has done that 

internet is a vital instrument for having a business. Urbanization means that the incentive to providing 

internet and telephone service decreases in the whole country decreases. The universal service has been 

an increasing topic for debate and how much universal service TDC should deliver (Breinstrup, 2013). 

From the agreements was made until today the public interest have change and without its own SOE to 

deliver this the Danish government has to try to legislate for it. The debate of a new communication 

services settlement has increased and it is difficult to put on special requirements on TDC alone, but have 

to be on the general market. The public interest of universal service of communication service has change 

since the original idea and agreement to secure public interest in 1994 to today. This can happen in all 

areas and it the biggest argumentation against privatization: Why sell security of public interest in the 

future? This is a political discussion of public interest and can there never be answered fully. 

12. PE in SOE 
PE has one clear objective: Economic profit. When SOE are privatized there should be specific public 

interest objectives that matters.  The Danish government has a clear policy of SOE. They will have three 

reasons for privatization of SOEs: (1) better service and lower prices, (2) better development 

opportunities for the companies and (3) proceeds to reduce government debt (Lønborg, 2010). Looking at 

the studies on PE this should be things where PE could be a valuable partner. Efficiency is the driven 

privatization and competitive markets. The government wants a more efficient market with lower prices 

and better development opportunities. With studies shows that efficiency is lower in SOEs it should be 

natural to think that if efficiency is the only objective besides capital from the sale, PE would be a great 

partner. The problem in the areas of more sector political objectives privatization can create a more 

agency problems with a regulated firm. The management in a regulated private firm is controlled by two 

principals; the shareholders and the regulatory agency (Cavaliere & Scabrosetti, 2008). If every principal 

do not internalize the aims of the other in its objective function it can result in inefficiency. Partial 

ownership makes this even harder when there are social economic and other public interests involved.  
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Public interest as production and employment can value higher then higher profit for the SOE, because 

the SOE is not only there to compete on the market. These interests are still so close connected that it 

based on a contractual measure and public interest can be compatible economic profit in a common 

ownership. Industries driven by innovation and technology are suitable for privatization (Cavaliere & 

Scabrosetti, 2008). The case of TDC is an example of a company with natural monopoly which was 

expected to vanish with the mobile technology and lower entrants barriers. With legislation against 

monopoly and antitrust laws they secure a more competitive market even though the market mechanism 

properly would have created a market with one or two competitors because of the size of the market.  

In industries where technology and innovation are not essential, it can be difficult to align the interest of 

public interest and economic profit (Cavaliere & Scabrosetti, 2008). When it is quality and not production 

efficiency there are the driven factor as in for example health and social services. It is much more 

uncertain if PE can compatible with the objectives of public interest in these industries.  

Hospitals can be measure on how many patients they threat, which kind and so on.  The incentive to take 

the most profitable patient first and wait with the less profitable patient cannot be compatible with the 

public interest objectives in Denmark of equal treatment. The economic profit incentives are still a driven 

factor, but before it is possible to make a sector political legislation that can secure the social welfare 

quality at market terms it will not be possible to live up to for a company driven by the characteristic of PE 

or public equity.  

Sector political regards cannot be make at once, but have to be developed over time, due to the 

complexity of the public interest (Lønborg, 2010). If the public interest is incomparable with the legislation 

process it can be even more difficult to go through a liberalization and privatization process. Public Private 

Partnership (PPP) needs objectives that can be align to a common strategy. If the clearly unprofitable 

investment is needed to live up to the public interest it cannot be compatible with the economic profit 

objectives from PE. PE is often short term investments (3-10) years and need a possible exit strategy. With 

long term and maybe infinity public interests that is not following the economic profit incentive; it will be 

an inappropriate match between PE and SOE.  
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12.1 Future Cases 
TV2 Denmark A/S: The Danish TV company has historical received state aid and has lived up to public 

service requirements from the Danish government. Since TV2 was created to break the monopoly of 

Denmark’s Radio in 1988 the market has developed to a competitive market and the need of a SOE 

besides DR is from a public service view not necessary. In 2005 the sale of was stopped due to cases of 

illegal State aid. In 1998 TV2 Denmark and the Danish state was partially cleared and the obstacles for 

privatization was removed.  

TV2 Denmark has the last couple of years showed fine results and should be ready for privatization and 

could be a possible target for PE. The market of television is change in these years, mainly because of the 

increase use of internet, and this can be an obstacle for PE funds and other PE investors to invest in TV2. 

Partial sale to a PE fund and later exit of an IPO could be optimal for a privatization of TV2. 

Dong: Dong has already been partial privatized and are planned for an IPO. This have, as mentioned 

earlier in the paper, created lot of debate about tax and what public interest is. This shows pretty well 

that public interest is a political defined question and therefore is hard to find a clear measure for. From 

the economic profits point of view, Dong is a case which looks similar to TDC. The entrance of a well 

knowledge private investor (here an investment bank) can increase the efficiency and the future value of 

Dong. The highest possible price of a SOE is in public interest, but the uncertainty of future taxes and the 

loss control of the supply of energy to foreign investors is a political issue. From the privatization 

arguments set by the Danish government Dong is ready for further privatization, which the Goldman 

Sachs sale also indicates. 

Other SOEs or state companies for possible privatization: SAS, DSB and PostNord  

  



Rune Klausen  Private Equity in the privatization process of Danish SOEs 15/12 2014 

  

Page 80 of 101 
Copenhagen Business School 

13 Conclusion 
SOE have more objectives than economic profit. The Danish government has with the guidelines “The 

state as a Shareholder” made a policy determing when and why the state should be shareholder and 

when/why privatization of a SOE is needed. SOEs are created to mainly act according to principles of a 

liberalized market and are often used to secure a smooth transition from a state monopoly market to 

liberalization. SOEs need a commercial orientation including adaptation of private sector competences 

such as classical commercial business structure. Market and sector political interest are often driven by 

higher competition and cheaper prices for consumers. With free competition the SOE are pressure from 

private and foreign competitors to be more competitive and efficient. Other public interests can be 

employment, universal services of supply, ethical, technology, securing natural resources and other 

political objectives.  

SOE CG has many similarities to public companies because the guidelines from OECD and the Danish state 

are influenced by the guidelines for public companies. The only CG tool, which is not possible for a SOE to 

replicate, is the market of corporate control. The takeover threat from outside investors and management 

teams is not an incentive to be less risk-averse or an empire builder. 

PE has one clear objective: economic profit. PE is often characterized by the biggest PE contributor: PE 

funds. PE funds are characterized with short term investments in public companies (3-10 years), where 

they gain full control, and use characteristic tools as high leverage, sell offs, incentive schemes etc. 

Financial changes and economic incentive for management can explain some of the value creation, 

however all of it. Studies of PE performance have had difficulties showing significant outperformance of 

the public market. Recent research argues in favor of outperformance and the general literature agrees 

on that some PE funds outperform the market. With high volatility of performance the question of human 

capital play an important role. The background of the partner has a positive effect on value following the 

strategy of the PE investor. The management of PE investors and the knowledge and knowhow are 

important factors for the value creation. When Nordic Telephone Company (NTC) owned TDC from 2005 

to 2010 it improved the value of TDC, which recovered fast after the financial crises. It stabilized the ratios 

and secured stable cash flow even though the revenue decreased. 

The objectives of the privatization of TDC were driven by a public interest of a competitive communication 

service market with the lowest possible prices for the end user. Secondary public interests were the 
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proceeds from the sale and universal service supply of communication service to the whole country at a 

certain quality. The market development opened up for higher competition and legislation secure that 

TDC could not use its position on the market to keep new competitors for entering the market. The Danish 

market has some of the lowest telecommunication prices in the EU, as well as four UTMS licenses for the 

mobile network and interconnection agreement to secure the possibility for new competitors to enter at 

low fixed cost. TDC still has the main responsibility for universal communication service today, but with 

the market segmentation and low population density the cost of the universal service is under pressure 

for competition. TDC will with an expansion of the law from 1999 lose competitiveness to competitors. 

Without owning TDC the government has to put the universal service on the whole industry.  

The universal service problem shows the difficulties of connecting economic growth with public interest in 

the long term. As long as the public interest is compatible with economic growth, PE is a good partner for 

making the transition from SOE to full privatization. With the knowledge from the PE investor the SOE will 

have access to high expertise that can increase value and make the SOE ready for privatization. Long term 

interest is hard to align to a common partnership, and PE should only be used if a clear exit strategy is 

present, for example future IPO.  

14 Suggestion for further research 
Loss of tax revenue with a PE partner should be examined. The effect of sector policy legislation for public 

interest and the long term effect of privatization of industries with high public interest should be 

examined to compare sector policy strategy with privatization and liberalization of a sector. Comparative 

studies of foreign companies similar to TDC would be useful for fully understanding the effect of the 

liberalization and privatization of TDC and the communication service market.  
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15. Appendices 
Appendices 1 

   

Bloomberg adjusted for split

DVD_HIST_ALL XD Date Load Date Adjusted Not adjusted

25-07-2014 08-08-2014 12-08-2014 13-08-2014 1.5 Semi-Anl Regular Cash 1.5

04-02-2014 07-03-2014 11-03-2014 12-03-2014 2.2 Semi-Anl Regular Cash 2.2

18-07-2013 08-08-2013 12-08-2013 13-08-2013 1.5 Semi-Anl Regular Cash 1.5

05-02-2013 08-03-2013 12-03-2013 13-03-2013 2.3 Semi-Anl Regular Cash 2.3

06-08-2012 09-08-2012 13-08-2012 14-08-2012 2.3 Semi-Anl Regular Cash 2.3

03-02-2012 09-03-2012 13-03-2012 14-03-2012 2.17 Semi-Anl Regular Cash 2.17

04-05-2011 05-08-2011 09-08-2011 10-08-2011 2.18 Semi-Anl Interim 2.18

05-05-2010 10-05-2010 12-05-2010 14-05-2010 5 None Stock Split

18-12-2009 18-12-2009 21-12-2009 23-12-2009 6.05 Annual Special Cash 30.25

05-02-2009 20-03-2009 24-03-2009 25-03-2009 1.8 Annual Regular Cash 9

21-02-2008 14-03-2008 18-03-2008 19-03-2008 0.72 Annual Regular Cash 3.6

22-02-2007 16-03-2007 20-03-2007 21-03-2007 0.7 Annual Regular Cash 3.5

0

22-06-2006 26-06-2006 28-06-2006 29-06-2006 0.87 Semi-Anl Interim 4.35

05-04-2006 06-04-2006 10-04-2006 11-04-2006 43.9 Irreg Special Cash 219.5

23-02-2005 18-03-2005 22-03-2005 23-03-2005 2.5 Annual Regular Cash 12.5

01-03-2004 30-03-2004 01-04-2004 02-04-2004 2.4 Annual Regular Cash 12

26-02-2003 10-04-2003 14-04-2003 15-04-2003 2.3 Annual Regular Cash 11.5

24-04-2002 25-04-2002 30-04-2002 01-05-2002 2.2 Annual Regular Cash 11

26-04-2001 27-04-2001 01-05-2001 02-05-2001 2.1 Annual Regular Cash 10.5

13-04-2000 14-04-2000 18-04-2000 19-04-2000 2 Annual Regular Cash 10

21-05-1999 02-06-1999 04-06-1999 07-06-1999 2 None Stock Split

23-04-1999 26-04-1999 28-04-1999 29-04-1999 1.9 Annual Regular Cash 19

24-04-1998 27-04-1998 29-04-1998 30-04-1998 1.8 Annual Regular Cash 18

28-04-1997 29-04-1997 01-05-1997 02-05-1997 1.7 Annual Regular Cash 17

30-04-1996 01-05-1996 06-05-1996 07-05-1996 1.6 Annual Regular Cash 16

19-04-1995 22-04-1995 24-04-1995 26-04-1995 1.2 Annual Regular Cash 12

Source: Bloomberg and Datasteam
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Appendices 2 

SUMMARY 
OUTPUT 2005         

         

Regression Statistics        

Multiple R 0.520842        

R Square 0.271277        
Adjusted R 
Square 0.270694        

Standard Error 0.019587        

Observations 1252        

         

ANOVA         

  df SS MS F 
Significance 

F    

Regression 1 0.178527 0.178527 465.3283781 5.46E-88    

Residual 1250 0.479574 0.000384      

Total 1251 0.658101          

         

  Coefficients 
Standard 

Error t Stat P-value Lower 95% Upper 95% Lower 95,0% 
Upper 
95,0% 

Intercept 0.000136 0.000554 0.245324 0.806245889 -0.00095 0.001221979 -0.000950338 0.001222 

X Variable 1 1.039892 0.048207 21.57147 5.46359E-88 0.945317 1.13446759 0.94531712 1.134468 

SUMMARY OUTPUT 2010        

         

Regression Statistics        

Multiple R 0.102693        

R Square 0.010546        

Adjusted R Square 0.009754        

Standard Error 0.016615        

Observations 1251        

         

ANOVA         

  df SS MS F Significance F    

Regression 1 0.003675 0.003675 13.31225 0.000275    

Residual 1249 0.344806 0.000276      

Total 1250 0.348481          

         

  Coefficients Standard Error t Stat P-value Lower 95% 
Upper 
95% 

Lower 
95,0% 

Upper 
95,0% 

Intercept 0.000531 0.00047 1.129621 0.258853 -0.00039 0.001452 -0.00039 0.001452 

X Variable 1 0.108127 0.029635 3.648596 0.000275 0.049987 0.166268 0.049987 0.166268 
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Appendices 3 
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Appendices 4 

Communications expenditure, 2010 (1) (% of GDP) 
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MOBILE SUBSCRIPTIONS 

Teleårbog 

SUBSCRIBER LINES 

Fix network 

End of period  
 

 
 

 
 

 Subscriber lines  Net increase in %  Subscriber lines per 100 inhabitants  
1987 2.771.691  5,5  52,9  

1988 2.791.740  0,7  54,6  

1989 2.847.873  2,0  55,5  

1990 2.911.198  2,2  56,6  

1991 2.950.756  1,4  57,6  

1992 3.004.944  1,8  58,0  

1993 3.059.806  1,8  58,9  

1994 3.123.026  2,1  59,9  

1995 3.193.412  2,3  61,0  

1996 3.251.124  1,8  61,6  

1997 3.340.501  2,7  63,1  

1998  3.495.858  4,7  65,8  

1999  3.638.119  4,1  68,3  

2000 3.809.440  4,7  71,2  

2001 3.864.839  1,5  72,0  

2002 3.700.867  -4,2  68,7  

2003 3.612.823 ** -2,4  66,9 ** 

Source:  Teleårbog 2003 

Ultimo perioden 
End of period   

 
     

  

 
NMT  

 
GSM  

 
Total  Net increase in %  

Subscriptions per 100 
inhabitants 

 

1987 77.432  * 
 

79.523  31  1,6  

1988 101.479  *  101.903  28  2,0  

1989 123.792  *  123.792  21  2,4  

1990 148.220  *  148.220  20  2,9  

1991 175.943  *  175.943  19  3,4  

1992 206.453  4.610  211.063  20  4,1  

1993 251.544  106.045  357.589  69  6,9  

1994 271.593  231.907  503.500  41  9,7  

1995 306.001  516.263  822.264  63  15,7  

1996 281.861  1.034.731  1.316.592  60  25,0  

1997 232.610  1.211.406  1.444.016  10  27,3  

1998 163.900  1.767.201  1.931.101  34  36,3  

1999 107.815  2.520.770  2.628.585  36  49,3  

2000 55.353  3.308.199  3.363.552  28  62,9  

2001 18.238  3.941.927 
 

3.960.165  18  73,8  

2002 *  4.477.845  4.477.845  13  83,2  

2003 *  4.767.277  4.767.277  6  88,3  
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Niveau 3 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997

PM-drivers (common size analyse)

Total revenues     100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Raw materials and supplies   -27.7% -29.1% -27.1% -25.8% -24.7% -26.9% -30.5% -31.6% -36.7% -36.9% -35.0% -34.6% -37.3% -10.6% -9.3% -9.8% -12.7%

Other external charges    -14.0% -14.9% -16.0% -17.3% -18.1% -18.2% -19.8% -18.7% -19.6% -19.2% -18.7% -20.1% -21.9% -44.9% -41.5% -40.3% -32.4%

Wages, salaries and pension costs  -17.3% -16.9% -17.6% -18.2% -17.6% -19.3% -18.5% -18.0% -16.4% -16.1% -19.1% -18.6% -17.0% -16.7% -18.8% -20.8% -23.3%

Depreciation, amortization and write-downs   -20.5% -19.4% -19.9% -20.5% -17.9% -16.9% -20.2% -16.3% -14.6% -15.7% -18.0% -17.2% -15.8% -13.2% -13.8% -14.3% -16.5%

PMsale (before tax) 20.5% 19.7% 19.3% 18.3% 21.7% 18.7% 11.0% 15.4% 12.8% 12.0% 9.1% 9.6% 8.0% 14.5% 16.6% 14.8% 15.1%

Tax from operational profit sale -3.6% -4.5% -6.0% -5.3% -4.4% -3.2% -1.5% -4.2% -3.0% -3.6% -5.6% -4.1% -4.0% -5.8% -6.8% -5.3% -4.3%

PMsale (efter skat) 16.90% 15.17% 13.30% 13.00% 17.28% 15.54% 9.48% 11.20% 9.83% 8.44% 3.51% 5.53% 3.99% 8.69% 9.80% 9.53% 10.85%

PMother (after tax) -6.4% 1.6% 2.3% 1.6% 0.4% -10.0% 7.3% 2.5% 7.2% 16.9% 2.6% 4.4% -2.9% 11.8% 0.1% 1.9% -6.1%

PM 10.5% 16.7% 15.6% 14.6% 17.7% 5.5% 16.8% 13.7% 17.0% 25.4% 6.1% 9.9% 1.1% 20.5% 9.9% 11.4% 4.8%

AT-drivere 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997

Intangible assets, net      1.30 1.27 1.30 1.61 1.97 2.02 1.19 0.82 0.71 0.73 0.65 0.54 0.44 0.30 0.23 0.24

Tangible fixed assets, net     0.62 0.59 0.59 0.68 0.81 0.81 0.63 0.64 0.56 0.61 0.68 0.63 0.58 0.58 0.62 0.66

Receivables     0.19 0.20 0.20 0.23 0.30 0.31 0.24 0.24 0.21 0.25 0.27 0.25 0.26 0.28 0.28 0.28

Other core operational assets 0.04      0.04      0.04      0.04      0.05      0.05       0.05        0.05        0.05        0.06        0.07        0.07        0.06        0.07        0.06        0.04        

1/AT Core CA 2.16 2.09 2.12 2.56 3.14 3.19 2.10 1.74 1.53 1.64 1.67 1.48 1.33 1.22 1.18 1.21

Other operational liabilities -0.70 -0.72 -0.75 -0.83 -0.93 -0.90 -0.57 -0.46 -0.42 -0.48 -0.51 -0.43 -0.39 -0.42 -0.41 -0.39

1/ATCore NOA 1.46 1.37 1.37 1.73 2.21 2.29 1.53 1.28 1.11 1.16 1.16 1.05 0.94 0.80 0.77 0.82

1/ATnon-core N0A 0.30 0.31 0.30 0.29 0.29 0.34 0.26 0.20 0.16 0.26 0.26 0.14 0.12 0.16 0.11 0.01

1/AT 1.76      1.68      1.67      2.03      2.50      2.63       1.79        1.48        1.27        1.41        1.42        1.19        1.06        0.96        0.88        0.82        

Change Key ratios 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997

∆ROIC -4% 1% 2% 0% 5% -7% 0% -4% -5% 14% -4% 7% -21% 10% -3%

∆(SPREAD0-1) -3.6% 1.2% 1.9% -0.7% 5.8% -6.7% 1.2% -6.2% -5.4% 14.1% -4.4% 8.8% -22.2% 8.8% -2.8%

FGEAR0 1.01      1.04      1.21      1.22      1.22      2.67       1.49        0.43        0.67        0.77        0.82        0.69        0.45        0.45        0.13        

SPREAD1 2.6% 6.2% 5.0% 3.1% 3.8% -2.0% 4.7% 3.5% 9.7% 15.1% 1.0% 5.4% -3.4% 18.8% 10.1%

∆(FGEAR0-1) 0.06      -0.03    -0.17    -0.00    -0.00    -1.46     1.19        1.06        -0.23      -0.11      -0.05      0.13        0.24        0.01        0.31        

Change in ROE 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

∆ROIC -4.0% 0.6% 2.1% 0.1% 5.0% -7.3% 0.1% -4.1% -4.6% 13.6% -4.0% 7.2% -21.3% 10.3% -2.8%

SPREAD1*∆(FGEAR0-1) 0.2% -0.2% -0.9% 0.0% 0.0% 2.9% 5.5% 3.7% -2.3% -1.6% -0.1% 0.7% -0.8% 0.2% 3.1%

∆(SPREAD0-1)*FGEAR0 -3.6% 1.3% 2.3% -0.9% 7.1% -17.9% 1.7% -2.7% -3.6% 10.9% -3.6% 6.0% -10.1% 3.9% -0.4%

∆(TI/EK)= ∆ROE -7.46% 1.67% 3.51% -0.77% 12.11% -22.24% 7.39% -3.05% -10.45% 22.93% -7.65% 14.01% -32.19% 14.40% -0.03%

Profit margin (PM) split up 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998

core OPsale 4,159    3,961    3,499    3,401    4,507    4,184     3,486     4,475     4,578     3,574     1,506     2,958     2,157     4,062     3,964     3,402     

core OPother -986      865       733       77          1,151    -465       553         443         143         5,785     1,769     -10          -55          14           51           -26          

UI -581      -452      -126      351       -1,035  -2,228   2,144     562         3,192     1,375     -653       2,337     -1,507    5,496     -          699         

Total operational profit 2,592    4,374    4,106    3,829    4,624    1,491     6,183     5,479     7,913     10,734   2,622     5,285     595         9,572     4,015     4,075     
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Split ROIC 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998

core OPsalg/NOA 9.6% 9.0% 8.0% 6.4% 6.9% 5.9% 5.3% 7.6% 7.7% 6.0% 2.5% 4.6% 3.7% 9.0% 11.2% 11.6%

core OPandet/NOA -2.3% 2.0% 1.7% 0.1% 1.8% -0.7% 0.8% 0.8% 0.2% 9.7% 2.9% 0.0% -0.1% 0.0% 0.1% -0.1%

UI/NOA -1.3% -1.0% -0.3% 0.7% -1.6% -3.1% 3.3% 1.0% 5.4% 2.3% -1.1% 3.7% -2.6% 12.2% 0.0% 2.4%

OP/NOA= ROIC 6.0% 10.0% 9.3% 7.2% 7.1% 2.1% 9.4% 9.3% 13.4% 17.9% 4.3% 8.3% 1.0% 21.3% 11.3% 13.8%

Change in ROIC 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

∆(core OPsalg/NDA) 0.6% 1.1% 1.5% -0.5% 1.0% 0.6% -2.3% -0.1% 1.8% 3.5% -2.2% 0.9% -5.3% -2.1% -0.4%

∆(core OPandet/NDA) -4.2% 0.3% 1.5% -1.6% 2.4% -1.5% 0.1% 0.5% -9.4% 6.8% 2.9% 0.1% -0.1% -0.1% 0.2%

∆(core UP/NDA) -0.3% -0.7% -0.9% 2.3% 1.6% -6.4% 2.3% -4.4% 3.1% 3.4% -4.7% 6.3% -14.8% 12.2% -2.4%

∆(DO/NDA)= ∆ROIC -4.0% 0.6% 2.1% 0.1% 5.0% -7.3% 0.1% -4.1% -4.6% 13.6% -4.0% 7.3% -20.2% 9.9% -2.5%

2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

∆(core PMsalg)0-1 1.74% 1.86% 0.30% -4.28% 1.74% 6.06% -1.72% 1.38% 1.39% 4.93% -2.02% 1.54% -4.70% -1.12% 0.27%

AT0 0.59      0.60      0.49      0.40      0.38      0.56       0.68        0.79        0.71        0.70        0.84        0.94        1.04        1.14        1.21        

core PMsalg,1 17% 15% 13% 13% 17% 16% 9% 11% 10% 8% 4% 6% 4% 9% 10%

∆(AT0-1) -0.03    -0.00    0.10      0.09      0.02      -0.18     -0.12      -0.11      0.08        0.00        -0.14      -0.10      -0.10      -0.10      -0.07      

core OPandet/NOA -2.3% 2.0% 1.7% 0.1% 1.8% -0.7% 0.8% 0.8% 0.2% 9.7% 2.9% 0.0% -0.1% 0.0% 0.1%

UI/NOA -1.3% -1.0% -0.3% 0.7% -1.6% -3.1% 3.3% 1.0% 5.4% 2.3% -1.1% 3.7% -2.6% 12.2% 0.0%

Ændringer i OP sale  og AT 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

∆(core PMsale)0-1*AT0 1.0% 1.1% 0.1% -1.7% 0.7% 3.4% -1.2% 1.1% 1.0% 3.5% -1.7% 1.4% -4.9% -1.3% 0.3%

core PMsalg,1*∆(AT0-1) -0.5% -0.1% 1.4% 1.2% 0.4% -2.8% -1.1% -1.2% 0.8% 0.0% -0.5% -0.6% -0.4% -0.9% -0.7%

∆(core OPandet/NOA) -4.2% 0.3% 1.5% -1.6% 2.4% -1.5% 0.1% 0.5% -9.4% 6.8% 2.9% 0.1% -0.1% -0.1% 0.1%

∆(UP/NOA) -0.3% -0.7% -0.9% 2.3% 1.6% -6.4% 2.3% -4.4% 3.1% 3.4% -4.7% 6.3% -14.8% 12.2% 0.0%

∆(OP/NOA)= ∆ROIC -4.0% 0.6% 2.1% 0.1% 5.0% -7.3% 0.1% -4.1% -4.6% 13.6% -4.0% 7.3% -20.2% 9.9% -0.2%
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Cash flow estimations for 1994 

In Millions of DKK except Per 
Share FY 1992 FY 1993 E1994 E1995 E1996 E1997 

12 Months Ending 12-31 12-31 31-12 31-12 31-12 31-12 

Cash From Operating Activities             

  + Net Income 916 1.561 2.380 3.240 3.870 4.580 

  + Depreciation & Amortization 3.547 3.504 3.609 3.744 3.885 3.982 

  + Other Non-Cash Adjustments -39 69 69 69 69 69 

  + Changes in Non-Cash Capital -296 -952 -6.000 -500 0 500 

Cash From Operations 4.128 4.182 58 6.553 7.824 9.131 

              

Cash From Investing Activities             

  + Disposal of Fixed Assets 159 182 200 200 200 200 

  + Capital Expenditures -2.667 -2.565 -2.873 -3.304 -3.799 -4.179 

  + Increase in Investments -- -- 400 450 500 600 

  + Decrease in Investments -- -- 0 0 0 0 

  + Other Investing Activities -- -- 0 0 0 0 

Cash From Investing Activities -2.508 -2.383 -2.273 -2.654 -3.099 -3.379 

              

Cash from Financing Activities             

  + Dividends Paid -117 -129 -129 -150 -500 -800 
  + Change in Short-Term 
Borrowings 506 -740 -100 150 150 250 
  + Increase in Long-Term 
Borrowings 552 927 200 400 500 700 
  + Decrease In Long-Term 
Borrowings -2.079 -2.665 -6.000 -2.000 -600 -500 

  + Increase in Capital Stocks 0 0 0 0 0 0 

  + Decrease in Capital Stocks 0 0 0 0 0 0 

  + Other Financing Activities 71 32 12.000 0 0 0 

Cash from Financing Activities -1.067 -2.575 5.971 -1.600 -450 -350 

Cash flow to firm 553 -776 3.698 -4.254 -3.549 -3.729 

Cash Flow to equity 

          
1.620  

          
1.799  - 2.215  

          
3.900  

          
4.725  

          
5.752  

Source: Bloomberg and own estimations 

  1994 1995 1996 1997 

Change in depreciation 3% 4% 4% 3% 

Change in Cap EX 12% 15% 15% 10% 
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TDC in million DKK FY 1992 FY 1993 E1994 E1995 E1996 E1997 

Sales 15.653 16.293 19.552 23.071 25.839 28.423 

EBITDA 3.302 6.353 8.798 11.074 12.920 14.212 

EBIT -245 2.849 5.474 8.075 10.336 12.791 

Net Income to Common 916 1.561 2.380 3.240 3.870 4.580 

Cash Flow to equity 1.620 1.799 -2.215 3.900 4.725 5.752 

Cash flow to firm 553 -776 3.756 2.300 4.275 5.402 
Source: Bloomberg and own estimations 

Multiples 2005 

 

 

 

 

 

 

 

 

 

 

EV/Sales 2002 2003 2004 Estimated 

Weight 0,2 0,3 0,5   

Vodafone 4,52 3,10 3,00               3,3  

Telefonica 2,45 2,90 3,04               2,9  

TeliaSonera 3,27 2,40 2,45               2,6  

Telenor 1,59 1,87 1,96               1,9  

Deutche telecom 2,16 1,99 2,05               2,1  

Source: Bloomberg                     2,5  

P/E 2002 2003 2004 Estimated 

Weight   0,4 0,6   

Vodafone -- -- --   

Telefonica -- 26,10 22,70           24,1  

TeliaSonera -- 19,33 14,35           16,3  

Telenor -- 16,93 15,78           16,2  

Deutche telecom -- 48,37 42,69           45,0  

Source: Bloomberg                 25,4  

EV/EBIT 2002 2003 2004 Estimated 

Weight 0,2 0,3 0,5   

Vodafone -- -- --   

Telefonica 15,98 14,01 14,03             14,4  

TeliaSonera* 0,00 16,00 11,26             13,2  

Telenor 24,02 12,81 10,91             14,1  

Deutche telecom* 0,00 24,14 13,56             17,8  

Source: Bloomberg                   14,9  

EV/EBITDA 2002 2003 2004 Estimated 

Weight 0,2 0,3 0,5   

Vodafone 12,94 8,47 7,37               8,8  

Telefonica 5,95 6,54 7,52               6,9  



Rune Klausen  Private Equity in the privatization process of Danish SOEs 15/12 2014 

  

Page 98 of 101 
Copenhagen Business School 

 

 

 

Appendices 11 

TDC 2005  2003 2004 2005E 2006E 2007E 2008E 2009E 2010E 

Revenue 
               
42,939  

              
42,339  

                
44,456  

             
45,790  

             
43,500  

             
44,588  

             
46,148  

     
47,763  

Gross profit 
               
27,890  

              
27,088  

                
27,910  

             
29,199  

             
30,916  

             
30,057  

             
30,057  

     
30,057  

Operating profit/loss before tax 
                 
3,911  

                
5,170  

                  
5,153  

                
6,011  

                
7,729  

                
8,158  

                
8,158  

        
8,158  

Effecient Tax 
               -
2,406  

               -
1,546  

                 -
1,443  

              -
1,683  

              -
2,164  

              -
2,284  

              -
2,284  

      -
2,284  

Operating profit/loss after tax 
                 
1,506  

                
3,624  

                  
3,710  

                
4,328  

                
5,565  

                
5,874  

                
5,874  

        
5,874  

Other operational income 
                         
-   

                        
-   

                          
-   

                        
-   

                        
-   

                        
-   

                        
-   

                
-   

Unusual items 
                   -
653  

                
1,394  

                          
-   

                        
-   

                        
-   

                        
-   

                        
-   

                
-   

Operational profit 
                     
853  

                
4,949  

                  
3,841  

                
4,616  

                
5,638  

                
6,100  

                
6,313  

        
6,534  

Source 

 

  

TeliaSonera 20,78 6,45 5,98               9,1  

Telenor 5,75 5,39 5,52               5,5  

Deutche telecom 7,54 6,46 6,07               6,5  

Source: Bloomberg                     7,4  

TDC 2005 Valuation RIDO-Model   Budget period Terminal 

Million DKK 2004 2005 2006 2007 2008 2009 2010 

Operational profit               4,949                   3,841         4,616            5,638              6,100               6,313  

Core NDA       48,957          53,347               59,527             63,075           71,340            73,837             76,421  

ROIC  10% 7% 8% 9% 9% 9% 

RIDO (6,4%)               1,766                      373                  746                1,538               1,462               1,514  

6.50%                1,658                      329                   618                1,195                1,067   

PV budget period                4,868        

PV terminal value            36,826                   50,455  

PV Core activities              90,652        

Market value non-core assets                7,058        

Firm value              97,710        

NFL            -19,816        

Minority interest                    -27        

Market ca              77,867        
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P/E 2007 2008 2009 Estimatet 

Weight 0.2 0.3 0.5   

Vodafone -- 12.01 21.03   

Telefonica 11.87 9.72 11.43             8.6  

TeliaSonera 15.37 9.19 12.35             8.9  

Telenor 13.12 5.81 14.43             9.0  

Deutche telecom 115.62 31.62 128.63           73.8  

Source: Bloomberg                 8.84  

Source: Bloomberg     

EV/Sales 2007 2008 2009   

Weight 0.2 0.3 0.5   

Vodafone 2.80 2.97 2.36             2.6  

Telefonica 2.74 2.10 2.42             2.4  

TeliaSonera 3.29 2.31 2.65             2.7  

Telenor 2.86 1.37 1.89             1.9  

Deutche telecom 1.72 1.49 1.46             1.5  

Source: Bloomberg                   2.2  

Source: Bloomberg     

EV/EBITDA 2007 2008 2009   

Weight 0.2 0.3 0.5   

Vodafone 6.97 8.04 6.67             7.1  

Telefonica 6.77 5.31 6.07             6.0  

TeliaSonera 10.21 7.57 8.19             8.4  

Telenor 9.12 4.36 5.18             5.7  

Deutche telecom 6.52 5.24 5.46             5.6  

Source: Bloomberg                   6.6  

Source: Bloomberg     

EV/EBIT 2007 2008 2009   

Weight 0.2 0.3 0.5   

Vodafone 11.82 14.63 12.57           13.0  

Telefonica 11.55 8.77 10.06           11.5  

TeliaSonera 16.53 12.26 12.97           13.5  

Telenor 17.59 8.26 11.10           11.5  

Deutche telecom 20.72 13.05 15.74           14.7  

Source: Bloomberg                 12.8  
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TDC 2010 million DKK 2008 2009 2010E 2011E 2012E 2013E 2014E E2015 

Revenue 
               
26,917  

              
26,079  

             
26,079  

             
26,340  

             
26,340  

             
26,603  

             
27,401  

          
28,223  

Gross profit 
               
19,678  

              
20,266  

             
20,188  

             
20,188  

             
20,188  

             
20,188  

             
20,188  

          
20,188  

Operating profit/loss before 
tax 

                 
5,037  

                
5,828  

                
5,383  

                
5,383  

                
5,383  

                
5,383  

                
5,383  

            
5,114  

Effecient Tax 
                   
-854  

               -
1,177  

              -
1,346  

              -
1,346  

              -
1,346  

              -
1,346  

              -
1,346  

          -
1,279  

Operating profit/loss after 
tax 

                 
4,184  

                
4,652  

                
4,038  

                
4,038  

                
4,038  

                
4,038  

                
4,038  

            
3,836  

Other operational income 
                         
-   

                        
-   

                        
-   

                        
-   

                        
-   

                        
-   

                        
-   

                    
-   

Unusual items 
               -
2,228  

               -
1,068  

                        
-   

                        
-   

                        
-   

                        
-   

                        
-   

                    
-   

Operational profit 
                 
1,956  

                
3,473  

                
3,912  

                
3,951  

                
3,951  

                
3,990  

                
4,110  

            
4,022  

Source: Own creation 

TDC 2010 Valuation  
RIDO-Model   Budget period Terminal 

Million DKK 2009 2010 2011 2012 2013 2014 2015 

Operational profit           3,473        3,912         3,951         3,951  
         

3,990              4,110  

Core NOA         57,619         56,070       52,680       47,412        47,886       49,322               50,802  

ROIC  6% 7% 8% 8% 8% 8% 

RIDO (6,4%)        151        679        914      1,218       1,230                  1,267 

5.76%             143             607             773             973             929    

PV budget period           3,425         

PV terminal value        34,618                    45,816  

PV Core activities          95,662         

Market value non-core 
assets            7,058         

Firm Value        102,720         

NFL        -34,791         

Minority interest                   -           

Market Cap         67,929         
Source: Own creation 
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In Millions of DKK except Per Share FY 1992 FY 1993 FY 1994 FY 1995 FY 1996 FY 1997 FY 1998 FY 1999 FY 2000 FY 2001 FY 2002

12 Months Ending 1992-12-31 1993-12-31 1994-12-31 1995-12-31 1996-12-31 1997-12-31 1998-12-31 1999-12-31 2000-12-31 2001-12-31 2002-12-31

Number of Employees 17,332.00 16,891.00 16,678.00 16,476.00 16,768.00 17,332.00 16,410.00 17,464.00 18,363.00 28,933.00 24,941.00

Employees - 1 Yr Growth -- -2.54 -1.26 -1.21 1.77 3.36 -5.32 6.42 5.15 57.56 -13.80

Actual Sales Per Employee 903,127.16 964,596.53 1,071,951.07 1,143,845.59 1,389,790.08 1,672,974.84 2,071,237.05 2,187,700.41 2,426,183.09 1,782,186.43 2,051,040.46

Actual Net Income per Employee 52,850.22 92,416.08 154,095.22 212,066.04 185,114.50 88,795.29 244,546.01 201,156.67 494,853.78 -483.88 182,109.78

Actual Assets per Employee 1,538,772.21 1,545,675.21 2,098,393.09 2,286,052.44 2,808,742.84 2,974,671.13 2,791,956.12 3,127,863.03 4,090,017.97 3,238,274.63 3,632,452.59

Actual Cash Flow per Employee 238,172.17 247,587.47 -67,574.05 393,784.90 513,537.69 585,968.15 786,959.17 475,206.14 425,638.51 241,938.27 423,960.55

Source: Bloomberg

In Millions of DKK except Per Share FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013

12 Months Ending 2003-12-31 2004-12-31 2005-12-31 2006-12-31 2007-12-31 2008-12-31 2009-12-31 2010-12-31 2011-12-31 2012-12-31 2013-12-31

Number of Employees 21,125.00 20,573.00 20,225.00 18,164.00 17,390.00 11,772.00 11,277.00 10,423.00 9,816.00 9,143.00 8,828.00

Employees - 1 Yr Growth -15.30 -2.61 -1.69 -10.19 -4.26 -32.31 -4.20 -7.57 -5.82 -6.86 -3.45

Actual Sales Per Employee 1,960,378.70 2,057,988.63 2,303,485.78 2,198,909.93 2,261,127.08 2,286,527.35 2,312,583.13 2,510,505.61 2,679,706.60 2,856,392.87 2,787,154.51

Actual Net Income per Employee 82,603.55 481,796.53 369,542.65 189,715.92 483,553.77 60,142.71 214,950.78 288,496.59 286,063.57 413,868.53 353,307.66

Actual Assets per Employee 4,237,396.45 4,387,498.18 4,624,178.00 4,446,652.72 4,573,663.02 8,495,158.00 7,663,651.68 6,215,676.87 6,638,651.18 6,946,953.95 6,842,999.55

Actual Cash Flow per Employee 527,573.96 1,098,964.66 437,428.92 605,813.70 601,840.14 641,352.36 942,271.88 841,984.07 731,560.72 836,815.05 818,078.84

Source: Bloomberg
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