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0 Executive Summary 

The thesis is conducted on theory obtained at Cand Merc Applied Economics and Finance. 

 

Through systematic strategic analysis, the qualitative issues affecting B&O have been 

established and the conc lusion is that the current macro economic situation has a negative 

impact on B&O with general insecurities about future sales for B&O and more specifically in 

terms of currency risks just to name a few.  

 

On the industry level B&O faces competition from competitors eager to take over market 

shares from niche market leader B&O. On the supplier bargaining side B&O is weak towards 

especially one supplier, however on the consumer bargaining side, B&O stand stronger. 

 

The company level analysis showed that the biggest negative factor for B&O was its product 

portfolio, which has not lived up to market demands and thus negatively affected B&O’s 

bottom line. B&O however also has a unique concept with the BeoLiving, integrating many 

of B&O’s products which in turn generate more sales. 

 

B&O’s historic key figures have all been decreasing from the fiscal year of 2006/07 to 

2007/08 and for the most part peaking in 2006/07 for the period analysed. With the world 

economy in a strong recession, the historic key figures have only been used as a starting point 

for the forecasting period and an indicator as to where the company is expected to be heading 

after the crisis ends in the terminal period.  

 

Furthermore the author has reclassified the NIBD to include other debts and thus getting a 

significantly higher financial gearing than the one derived at by B&O, which affect the 

following forecast and valuation conducted in this thesis. 

 

The fair value of B&O as of 31st March 2009 is found to be 84 DKK per share in both the 

DCF and EVA models. The estimated fair value is compared to the observable price of 71 

DKK per share. This gives a BUY recommendation of B&O. The fair value is seen against a 

multiple comparison analysis, comparing B&O to selected peers. 

 

To verify the estimated share price a sensitivity analysis has been conducted on the main 

critical valuation inputs, in particularly WACC and beta, to which the fair value was sensitive. 
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1 Introduction 

As global recession sets in, the demand for luxury goods decreases with high speed. This is 

especially painful after having experienced a period with extreme growth which can lead to 

riding a wave of optimism and lack of risk management in terms of continuous product 

development and keeping up productivity per worker amongst others. 

 

1.1 Motivation 

The motivation for the chosen topic is based on a number of factors: 

- It is related to my degree within corporate finance 

- It is interesting and large enough to cover the work in a master thesis 

- It is the foundation of the work I will be doing in my immediate future career 

 

Valuation 

The reason for choosing valuation is based on the current market situation with falling share 

prices especially within the chosen sector. This has led me to ponder over whether this vast 

decrease in share price for Bang and Olufsen (onwards referred to as B&O) can be reasonably 

justified and if the value has really decreased or if the market is acting based on general 

insecurity and lack of understanding of the underlying product. Furthermore the value of a 

luxury good has historically not been closely interlinked with the market, making the current 

possible connection with high fluctuations in market shares all the more interesting. 

 

Luxury sector 

As the luxury sector sells more than just material goods, but also to a certain extend the brand 

associated with the commodities, the value of the luxury goods companies is not just based on 

material assets but also the brand value selling the products.   

 

In a downturn market the luxury sector has historically not been highly correlated with the 

market, but the current recession is so severe that times have changed and even the luxury 

market faces decrease in sales. This makes this sector interesting as it open up for new issues 

to the companies in this segment as well as how institutes now have to value them. 
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Bang and Olufsen 

Bang and Olufsen (B&O) is one of the leaders in the retailing luxury furniture segment  in 

terms of audio, televisions and landline telephones as well as complementary products such as 

remote controls and add-ons to its systems.  

 

As B&O is solely focusing on luxury goods, it has been severely affected by the current 

recession which started in the USA in summer 2007 with the subprime crisis and which has 

later spread to almost all economic areas in the entire world, thus decreasing the demand for 

luxury goods worldwide1. The direct affect for B&O has been a decrease in share price from 

757 DKK (high) on 18th January 2007 to a low of 59 DKK on 30th December 20082. This in 

market terms means a loss of 8.182 million DKK in market capitalisation3.  

 

The important and interesting question is if the significant drop in share price value is 

justified and what has caused it. Is it all due to a long-term drop in the demand for luxury 

goods (external factors) or are the fundamentals of how B&O as a company is performing the 

main reason for the decrease? 

 

Figure 1, B&O and C20 share price index for 5 years 
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Source: http://www.nasdaqomxnordic.com 

                                                 
1 http://www.economist.com “Flight to value” 19.11.2008 
2 OMX data pulled 24/1-2009 
3 Using an average number of shares outstanding for the years 2007 and 2008 to calculate the difference in  
   market capitalisation. Average number of shares outstanding is taken from the B&O annual report 2007/08    
   page 16, after having taken options into account. This lead to the following mkt. caps for the listed high and  
   low share prices: 8.182 Million DKK. 
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The share price was 71 DKK as of March 31st, 2009, indicating only a small increase 

compared to the observed bottom of 59 DKK on 30th Dec 2008. 

 

In this market four brokers have been singled out who follow B&O and give their view on the 

fair value of B&O. These brokers price B&O’s share in a range between 56 DKK and 80 

DKK. The brokers and their indicating fair values for B&O will be further discussed in 

section 6. 

 

I believe the share price decline of B&O is not only an interesting case as the company is 

facing a difficult market situation, but also because of the company facing increased pressure 

from competitors offering technology on the same high level of B&O or for a lower price, 

nonetheless within the same luxury category. Furthermore the ownership structure and 

management style of B&O could have an important impact on the way B&O is valued as the 

market might not agree with the current situation (for further comparison with peers see 

section 4.4.4). 

 

In doing this valuation of B&O, I would like to establish if the current market valuation 

(observed share price) truly reflects the future potential of the company in its competitive 

arena and, in that case, what is the cause of the decrease and how should the current 

shareholders as well as prospective shareholders behave in the current situation. 

 

The bottom line of the valuation presented in this work is : Buy, hold or sell? 

 

1.2 Problem Specification 

This report will seek to answer the following question: 

 

What is the fair value of Bang and Olufsen’s equity (share price),  

on a stand alone basis, as of March 31st, 2009? 

 

1.3 Problem Identification 

The understanding of a business can be analysed in various ways; through product mix, 

immaterial assets such as know-how or by looking at goodwill just to name a few. In order to 
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dig deeper into the discovery of the fair value of B&O, I have chosen to look at the core 

business of the company, as well as some of the aspects for which the company is known, 

such as brand value and product mix4.  

 

The luxury goods industry, especially in the technology area in which B&O operates, where 

the price paid of a upper-range television could be enough to buy a small car, is usually 

believed to be insulated for small fluctuations in the market as the rich people usually 

preserve their wealth, however the current recession is hitting hard and demand is declining5.  

 

Due to the above, companies in this category need to have a diversified, well established and 

popular product line to keep them floating in times of hard recession and economic turmoil in 

order to secure a steady income. 

 

When making a valuation of B&O, I perceive of utmost relevance to consider not just the 

performance of B&O per se, but also the peer performance in the technology as well as the 

general luxury industry as that will work as a general benchmark for B&O’s performance. 

 

In valuing a listed company like B&O, there are a number of routes which can be followed, 

each with advantages and disadvantages.  

 

As finding the fair price is very much subjective and dependent upon which data about the 

company one has put emphasis on, it can also be valued differently. Hence, a lot of thought  

needs to be put into the valuation models used for the company in question, as the right mix 

of models may vary depending on which company is to be valued.  

 

In theory there is only one fair price which is correct and that is the quoted share price for the 

traded shares. Theoretically the capital market is efficient in the strong sense6, which entails 

that it quickly and accurately has incorporated all known information about the company into 

the share price. In general I believe in the market being correct in valuing shares, however the 

turmoil which the market has been under lately has made me doubt that these heavy 

                                                 
4 The two examples mentioned are not exclusive for the analysis and are merely meant as examples in this  
   context. 
5 http://edition.cnn.com “As economy worsens, high-end feels a chill” 15.1.2009 
6 http://openlearn.open.ac.uk/mod/resource/view.php?id=161857 
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fluctuations in share prices from day to day are justified and hence a valuation of one of the 

companies affected the most, in terms of share price drop, seems in order. 

 

Various models can be taken into consideration when valuing a share. Given the scope of this 

assignment it is impossible to take all such models into consideration, further some of these 

would add very little value to the end result and will as such be left out. 

 

1.4 Problem Handling 

This thesis handles the issue of valuation through strategic analysis and financial statement 

analysis, followed by the forecasted prognoses and budgets made on the basis of the findings 

in the prior analysis and on broker reports, the forecasts and budgets will then be used to 

perform a valuation of B&O to compute the true value of the company. 

 

Strategic analysis 

In the strategic analysis, the focus will be on the qualitative value drivers which should carry 

B&O forward and make its position stronger. This should thus give an insight into current 

external as well as internal conditions faced by B&O and hence help identify where B&O is 

now and what it can expect in the future with regard to future development as well as 

profitability. 

 

The strategic analysis will be based on: 

- Industry factors affecting B&O (Porter’s Five Forces) 

- Product Growth Strategy (Ansoff’s Growth Matrix) 

- Value chain (Porter’s Value Chain) 

 

The overall effect found in the strategic analysis will be summarised in a SWOT7 analysis, to 

highlight the qualitative value drivers and found obstacles for B&O. 

 

Financial statement analysis 

The financial statement analysis is conducted to show the financial side of what is driving the 

B&O business. The financial statement will to some extend undergo reclassification and 

important key figures will be calculated on this basis and analysed. 

                                                 
7 Strength, Weaknesses, Opportunities and Threats. As by Albert Humphrey (1960’s) 
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The financial statement analysis will be based on: 

- Historic levels and trends in key financial figures 

- Growth analysis, based on research reports 

- Risk analysis 

- Peer group comparison 

 

Prognoses and budgets 

As some banks and financial institutions follow B&O closely and have done so for at least a 

few years it is interesting to see what prognoses they have come up with for the company and 

how they derived at them. This is to be seen in relation to what B&O itself expects for the 

future.  

 

The prognoses and budgets will be dealing with: 

- Short-term forecasts made by B&O 

- Forecasts and budgets made by brokers 

- Assumed correct forecasts and budgets made by the author 

 

Valuation analysis 

This part will be based on the three previous parts in creating a qualified answer to how future 

cash flow, P&L and financial estimates will be. 

 

More specifically the valuation will be based on: 

- Appropriate WACC 

- Different valuation methods for this segment 

- Current market value of B&O and what it is based on  

 

Sensitivity analysis 

As the valuation can be carried out in different manners with regard to the forecast figures and 

as such is subjective, it is likely to be sensitive to some of the underlying value drivers used. 

This analysis points out how sensitive the valuation is to changes in those drivers such as 

WACC and beta. 
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1.5 Structure and Methodology 

Figure 2, Structure and Methodology 

 

As explained above there are more than one model that can be used in determining the 

situation faced by a company, hence the analytical tools chosen for this assignment are briefly 

explained below in connection with the analysis. 

 

1.5.1 Introduction and Presentation 

The importance of having a deep knowledge of a company and the meaning behind valuing it 

is essential to a valuation. This gives the foundation of how the company in question should 

be handled, i.e. which models are applicable and which areas deserve  more attention than 

others in such a task. Therefore these two sections of the assignment will form the basis of the 

outlook of the thesis. 

 

1.5.2 Strategic Analysis 

Through the strategic analysis the estimation of the earnings and growth potentials in the long 

term future will be made for B&O. The strategic analysis will be based on the industry level 

as well as on the company level to assess the conditions the company faces and how these 

drive the value of B&O. 

 

Various models can be used in identifying the strategic circumstances. On the industry level 

the Porter’s Five Forces (1979) model will be applied as this model takes into consideration 

the key elements that a company must be aware of in order to have the optimal strategy and 

thereby get an optimum profit level. 

Introduction
Presentation 

of B&O ConclusionValuation
Forecast 

and 
Budgeting

Financial 
analysis

Strategic 
analysis

Source: Authors own creation, CBS Jan 2009
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On the company level two different models will be utilised, namely the Ansoff’s Growth 

Matrix (1957) and Porter’s Value Chain model (1985). These models are chosen to help get a 

sense of B&O’s activities, discover where profit is created and where it is not. The Ansoff’s 

Growth Matrix will help clarify what product and market growth strategy B&O currently 

follow and the Porter Value Chain goes in depth with the entire value chain of B&O. 

 

To finish of this section the conclusion will be in form of a SWOT analysis summarising the 

important findings from this section and indicating more visually where the strength and  

weaknesses are for B&O today and where the opportunities and threats lie in the future.  

 

1.5.3 Financial Statement Analysis 

This part of the paper is intended to identify the historical trends and growth levels, which 

have driven the company up until now. Subsequently the findings in this section will be used 

as basis for establishing the future possible value creation for B&O. 

 

The part will contain an analysis of the accounting practises applied by B&O and corrections 

will be made to the statements when necessary, the corrected data material will then form the 

basis of any further analysis. 

 

General analysis as to how the company has been performing in creating value for its 

shareholders, generate growth and control its risks, both operational as well as financial, will 

help reveal some of the financial aspects for the company. 

 

A thorough look at the key financial ratios and an analysis of their meaning and how they 

have developed over the past years will help form the starting point for the budgeting 

following in the next part.  

 

Looking at the key financial ratios for only B&O however gives very little indication as to 

where the company stands as there are no absolute measures for what the ratios should be. To 

give an indication of where B&O stands, a peer comparison with a chosen set of B&O’s 

competitors in the technology as well as the luxury sector will be made and analysed. 
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The analysis is intended to give an investor the insight into the profitability for B&O in the 

future as well as other financial insights as they are key indicators to any valuations.  

 

The analysis period will be for the accounting period of 2004/2005 to 2007/2008. 

 

1.5.4 Prognoses and Budgets 

The prognoses and budgets segment looks into what is in store in the nearest future of B&O, 

what have the institutions, covering B&O’s stock, forecasted and what has the company itself 

said about its current situation and where it expects the company to go. 

 

1.5.5  Valuation 

The final part preceding the conclusion will be the actual valuation of B&O. Many possible 

models for valuation exits each emphasising the different aspects of the business. This 

assignment implements the DCF and EVA models. These models are both in the net present 

value category in valuation theories. 

 

The forecasting period will be four years. A longer period is estimated to be too insecure in 

this market. 

 

1.6 Limitations 

The valuation will be made on a “stand alone” basis and therefore possible synergies with 

regard to for example consolidation with other companies are not considered in the valuation. 

Hence takeover premiums and the like are also not considered in this paper. 

 

The valuation is made from the point of view of an external investor and will as such only be 

based on publicly available information. The share price available at the 31st March 2009 

when markets close will be used. 

 

The impending share emission for B&O will be mentioned and dealt with, however the 

financial statement analysis will not be changed according to the new changes. The reason for 

this decision is that the emission is scheduled to be finalised and happen too far into the 

process of the writing of this thesis.  
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The implications of the announcement of the emission has however already had an effect on 

the actual share price and therefore a short discussion of the emission is considered in order, 

both as a strategic move as well as a financial one. After the share emission the direct effect 

will be seen in terms of a lower share price as the  number of floating shares will have 

increased, but the value of B&O will have stayed the same, thus leaving the share price to 

adjust. The new share price will not be taken into account in this thesis for the same reasons 

as mentioned above. 

 

Furthermore the data used will mainly be that of the latest annual report made by B&O and 

only to a very limited extend the subsequent interim reports, the reason being that the annual 

report is more detailed than the interim reports.  

 

The forecasting period is only made four years forward as it is considered too arbitrary to 

predict further ahead in the current turbulent market. After the four years a terminal growth of 

three percent will be used as any specific forecast as to the performance of B&O is too 

unpredictable. Any available financial information before the period 2004/2005 will not be 

used in the valuation as it is considered too far back to have any relevant impact on the 

business today.  

 

In terms of models used for the strategic analysis, this thesis will not be using the BCG matrix 

for the product analysis, though it might have seemed to be an obvious choice, the reason for 

this is that B&O does not disclose the figures needed in order to make a useful and valuable 

analysis. Furthermore this thesis will not make use of an actual macro analytical tool as it is 

assessed that the added value is too little in relation to B&O in relation to the space it would 

require and it has thus been deemed outside the scope of this report. 

 

The peer group analysis has been limited to only contain direct comparison from one 

competitor namely German Loewe, which is the only direct competitor also listed on a stock 

exchange. Giant competitors, such as Sony and Philips, are also listed, but do not only have 

high-end products. As companies like Sony and Philips do not segment their sales and 

revenues into high-end and ordinary products, generating those figures would to a very large 

extend be based on assumptions and guesses which are not founded on anything concrete. 

Subsequently, they are only left in for comparative measures in the strategic analysis and 

multiple comparison. 
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Various methods for accounting analysis and valuation exist, however this thesis will restrain 

from using any not mentioned in section 1.5.5. It is expected that the reader is familiar with 

other valuation methods and hence these are not explained in this thesis. The pros and cons of 

the chosen valuation methods are discussed in section 6. 

 

1.7 Source Criticism 

As the valuation is made from an external investor’s perspective the thesis is solely based on 

secondary information. One of the primary sources used is the respective annual reports from 

B&O and its peers. These have been written to make the company appear as good as possibly 

and hence have a subjective tendency, the content however has been audited by an impartial 

auditor and is thus considered valid enough for this thesis. 

 

For general market information a range of databases has been used, such as yahoo finance, 

Bloomberg and OMX. These are considered credible considering the lack of incentive to 

fudge the numbers and provide wrong information. In many instances the databases used are 

simply quoting the observed share prices in the market and are for that purpose completely 

free of bias. 

 

For forecasting and company analysis, research reports from various brokers have been taken 

into use and have been the foundation of getting an understanding of how the market views 

the company in the near future. These reports are made to “assist debt and equity 

investments”8, they are assumed credible as the credibility of the firm is at stake for giving 

wrong or misleading information, further the validity is improved by looking at research 

reports made by competing analysts and thus working with an average instead of just using 

one analyst. 

 

Newspapers with articles covering B&O and its competitors are used to link events with the 

analysis performed. This data is most often covered in newspapers. The sources are here 

deemed reliable as they have no gain in delivering wrong information, further the validity is 

secured by looking for information from more than one supplier of news, i.e. both “the 

economist” and “the financial times”. 

                                                 
8 http://en.wikipedia.org/wiki/Research_report 
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2 Company Presentation of Bang and Olufsen 

In this section B&O is introduced. The timeline and development of B&O and how it operates 

today is presented and coupled with the strategy laid out by the company. Following the 

ownership structure and current management is analysed. Lastly B&O’s business areas, 

markets and economics are described. 

 

2.1 History 

Founded in 1925 by the engineers Peter Bang and Sven Olufsen, B&O has its’ headquarter in 

Struer, Denmark. B&O’s first product was the radio Eliminator and that was one of the first of 

its kind in Denmark that did not need batteries and worked solely on electricity. 

 

After having its factory bombed during World War II, B&O fought to survive in the market as 

well as getting its factory up  and running again. During the 1950’s and 1960’s B&O got itself 

established as the “Danish quality brand”9. The 1950’s was also the decade where B&O put 

its first black/white television on the Danish market (1950)10. In 1967 the first colour 

television followed. 

 

Competition from cheap producers in Asia in late 1960’s made B&O move into the design 

and high-quality segment of its business area and collaborated with architects as well as 

designers. This was also the time when the company started selling its products outside of 

Denmark. 

 

In 1978 B&O went listed on the stock exchange to solve a liquidity problem as well as the 

change in management arising from a generation shift. The company choose to divide its 

shares into A and B shares so as to maintain the control on family hands11. 

 

At the end of the 1980’s B&O faced difficulties as its earnings did not follow the turnover and  

there were no savings. This led to a divestiture of non-core activities and at the same time a 

new distribution strategy was implemented: B&O’s products should no longer just be sold by 

stores that carried many different brands and had a wide range of products. The products 

                                                 
 9 B&O Annual report 2007/2008 page 8 
10 http://www.bang-olufsen.com/image-gallery?decade=1950 
11 http://www.ld.dk/Files/HTML/LD/Oevrige_publikationer/jubilaeumsskrift/6.htm 
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should now mainly be sold through dedicated stores (B1 stores) which only carried B&O 

products.  

 

In the new millennium B&O has continued its distribution strategy and proclaimed the 

opening of new stores the world over. 

 

B&O has primarily grown organically, however it entered into a joint venture with Karsten 

Nielsen with the company ICEpower in 1999 (former Bang & Olufsen PowerHouse)12. B&O 

owned 90% of the company producing fully integrated amplifiers. In 2008 B&O bought the 

last 10% of ICEpower and thus became the sole owner. 

 

In 2006 B&O opened a new factory in Koprivnice, Czech Republic, thus  leaving the structure 

of only having business in Struer. The new factory has its focus on producing audio products, 

telephones as well as having pre-assembling tasks. The spare parts distribution has likewise 

been moved to Koprivnice. Lastly B&O has set up a new development department in 

Koprivnice. 

 

Today B&O has more than 2.500 employees of whom most are situated at the headquarter in 

Struer, about 260 people are working at the new factory in Koprivnice. There were 822 B1 

shops by the time the annual report of 2007/08 came out and 421 shop- in-shop stores 

worldwide. The number of B1 shops has decreased since then as the market downturn has 

forced some stores to close and the number of B1 shops is thus currently 78413. 

 

In the beginning of 2009 B&O declared that it would leave the current differentiation of A & 

B shares in connection with a share emission with proceeds of 450 million DKK14. The new 

share structure is to consist of only one kind of shares all with equal voting rights (see section 

2.2 Ownership structure).  

 

 

 

                                                 
12 http://www.icepower.bang-olufsen.com/en/company/history/ 
13 www.borsen.dk, ”Butikslukninger rammer B&O hårdt på bundlinien”. Fre. 17. Apr. 2009. 
14 2Q report for B&O 2008/09 
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2.1.1 Strategic Decisions 

B&O has laid out a strategy plan aiming for it to do the following15: 

1.  Focus on product development so that Bang & Olufsen can concentrate on fewer product 

categories, i.e. primarily audio and video products. 

2.  Build one common digital technology platform as the future technological foundation for 

the Group's products across its product portfolio. 

3.  Ensure more effective support for, and development of, Bang & Olufsen's dealer network   

by creating one general global sales organisation. 

4.   Increase the number of shops in growth markets. 

5.   Adjust costs by DKK 160 million to achieve short-term profitability. 

6.   Appoint a new management team for the Group. 

The stated current strategy is to be seen as a result of B&O having entered a very turmoil 

period, arising from the recession in the global economy reducing the demand for its products. 

Hence, it has set up a plan of action to get the business back on track as well as put some 

confidence in shareholders with regard to B&O’s management team’s ability to run the 

company. Point 2, 3 and 5 are about making the business more lenient by reducing costs in 

the value chain by optimisation. Point 1 and 4 deals with cashing in on the areas in which 

B&O is profitable i.e. audio and video products in fast growing markets, such as China and 

Russia. Lastly point 6 implies that a new management team will be created to ensure that 

there is fresh blood in the top decision-making of B&O, so that the tasks will be carried out as 

soon and as efficient ly as possible. 

 

In early 2009 the strategy of B&O was even further streamlined and focused on the core 

business as CEO, Kalle Hvidt Nielsen, decided to leave the strategy of selling mobile phones 

as well as MP3 players, leaving a strategy initially started to lure the consumers into 

eventually buying the high-end products of B&O 16 and open up to adjacent business.  

                                                 
15 http://www.bang-olufsen.com “Bang and Olufsen rolls out new strategy plan”, 10.2008 
16 http://www.forbes.com “More  Bang and Olufsen for the Buck” 06.02.2009 
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The new strategy is to focus solely on the core products of audio and video and from that 

create a new line including wireless internet and at somewhat lower prices, though still in the 

luxury/quality segment. 

 

Financial strategies and risk management: 

Financially B&O has a policy of not using financial instruments for speculations. Hence the 

company only seeks to control the financial risks with regard to operations and financing.  

 

Among financial risks B&O has identified the following: 

• Currency risk 

• Interest rate risk 

• Credit risk 

• Liquidity risk 

 

It is in B&O’s strategy to increase its current equity ratio17 from 35-40 to over 50. The 

decrease of the equity ratio is expected to fall, largely do to the international economic crisis. 

This is to be done with the already ment ioned share emission.  

 

As B&O has chosen not to use financial instruments for speculations it has also chosen to 

have a relatively low gearing of 0,218. Most of its assets however19 are tied in cash equivalents 

of receivables and inventories and it can be debated whether these can be easily converted 

into cash in an economic crisis where there is a general shortage of cash. 

 

2.1.2 Company Structure Diagram 

Figure 3, Company Diagram 

Bang & olufsen A/S

Bang & Olufsen 
Operations A/S

Bang & Olufsen  
Telecom A/S

Bang & Olufsen  
Enterprices A/S

OÜ BO-Soft* 
51% owned

Bang & Olufsen 
ICEpower A/S

19 national and 
soucing 

companies

Bang & Olufsen 
GPS Taiwan

Bang & Olufsen 
s.r.o Koprivence

3 daughter 
companies  

Source: Author’s creation based on B&O 2007/08, page 7 
                                                 
17 Equity ratio: Total equity/total assets  
18 The gearing is reported to be 0.23 in the annual report for 2007/08. The gearing will later be recalculated 
19 According to Q2 report for B&O 2008/09, page 12 receivables account for 714 million 
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As can be seen from the company diagram B&O is divided into the Bang and Olufsen A/S 

with 7 sub divisions where B&O Operations A/S has 19 national sales and sourcing divisions 

and B&O ICEpower has three daughter companies. 

 

When analysing the company “B&O” is referring to the entire group. 

 

2.1.3 Vision and Values 

The vision of B&O has been formulated as follows: 

“Courage to go beyond borders to create experiences which surprises and are sustainable”20 

 

The vision is to be carried out by each year launching 3-5 new products as well as providing 

service to all products up to 12 years after they go out of production, thus creating longer life 

for each product. The experience is to be based upon both design and on quality sound and 

image, hence the design and technology development teams work closely together in the 

headquarter in Struer. 

 

The values of B&O have been based upon the vision; this has led to the subsequent key 

words: 

• Refinement 

• Synergy 

• Originality 

• Passion 

 

The four values are describing the common platform for how employees at B&O think and 

work. The first value “refinement” is to encapsulate the striving for the excellence in all work 

progresses. B&O will use its forces in different areas of production to keep inventing and in 

the end turn seemingly conflicting thoughts into new “never seen before” creations. 

Originality fits with synergy in continuously reinventing itself and its products and thus create 

new ideas and products. Lastly the passion is what is to carry the first three values through 

and become reality. 

 

                                                 
20 http://www.bang-olufsen.com/page.asp?id=600 
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With its vision and values B&O seeks to create shareholder value by staying in the forefront 

of its segment and provide exclusivity and originality in its products. 

 

2.1.4 International Positioning 

B&O has the last couple of years been in the top five on the coolest brand survey for 2007/08, 

this means that B&O is beating established brands such as Rolex, Ferrari and Dom Perignon. 

B&O is only beaten by competitor iPod in the technology sector21.  

 

B&O has positioned itself in the luxury end of the business to business (B2B) market by 

selling products like sound systems and audios to five star hotels. This so far means that more 

than 200 hotels around the world have B&O products installed. B&O sell its products to this 

segment through the department Bang and Olufsen Enterprise. 

 

Furthermore B&O has developed sound systems for high-end cars such as Audi, Aston Martin 

and latest Mercedes-AMG22. This business has led to B&O receiving the award for “best 

brand 2008” in the category of Car-Hifi 

 

B&O enterprises is  continuing to explore the B2B segment by making collaborations with 

real estate developers for the delivering of audio/video products to exclusive real estate 

projects primarily in the Middle East and Asia.  

 

2.2 Ownership Structure 

The company’s total share capital amounts to 12,08 million shares of a nominal value of 10 

DKK each. The shares are divided into A and B shares, where the A-class shares has 10 votes 

per nominal 10 DKK and every B-share has one vote per share of nominal 10 DKK. The 

votes assigned to the A-shares accounted for 49,68% votes by the 31st May 2008.  

 

With the proposed share emission, the A-shares are to be turned into B-shares with ratio 1:1. 

The B-shares are currently traded on the Nordic stock exchange OMX on the code BO B. The 

total number of publicly traded shares amounts to 11,33 million shares, however 318 

                                                 
21 http://www.superbrands.uk.com/pdfs/CB06%20Official%20Results.pdf 
22 B&O annual report 2007/08, page 10 
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thousand of these are A-shares and are thus not traded on a regulated marked. Up till now 

existing A-share holders had purchase rights for A-shares, should some of them be for sale. 

 

Table 1, Ownership Chart 

Shareholder Name Capital Votes
% %

Lønmodtagernes Dyrtidsfond 5.977 4,95 13,58
Nordea Pension Danmark A/S 2.000 1,66 9,15
Arbejdsmarkedets Tillægspension 14.358 11,88 6,57
Kirsten og Peter Bang a/s, c/o Lars Peter Bang 1.155 0,96 5,28
Chr. Augustinus Fabrikker A/S 1.360 1,13 5,05
Bang & Olufsen a/s 7.678 6,36 3,51

Nominel value, t. 
DKK

 
Source: Annual report 2007/08 p 49 

 

As can be seen from table 1 Lønmodtagernes Dyrtidsfond is the biggest shareholder with 

13,58% of the votes. Furthermore more than 43% of all votes are held by the 5 biggest 

shareholders when looking at voting rights. With the upcoming share emission, voting rights 

are bound to change as there will only be one class of shares. 

 

2.3 Board of Directors and Management 

B&O has a two tier corporate hierarchy consisting of the board of directors and the top 

management. The board of directors is elected by the shareholders and as such supervise the 

daily management, the performance and the general company organisation. The board of 

directors also participates in the deciding on the company strategy. On the other tier there is 

the top management who has the day to day responsibility for B&O operations and decisions. 

The tiers are separate according to Danish law and no person is a member of both.  

 

Management 

The executive management features Karl Kristian Hvidt Nielsen (CEO, called Kalle) as well 

as Senior Vice President, Finance & Accounting, Randi Toftlund, Senior Vice President, 

Operations, John Bennett-Therkildsen, Senior Vice President, Sales, Michael Aagaard 

Andersen.  
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Chairman: Jørgen Worming 

Jørgen Worming, 67, is chairman of the board of B&O and has been since 2001 where he 

took over from Peter Skak Olufsen. As Mr. Worming turns 70 in three years he is not holding 

the position for longer than those three years as that is against company policy. 

 

Mr. Worming has a degree in civil engineering. Mr. Worming has extensive board- as well as 

managing-experience within many sectors, amongst which are; brewery (bryggeri gruppen), 

cement industry (FLSmith), pharmaceutical research (Alk-Abello) and audio technology 

(B&O). Regrettably he is best known for being in the centre of a family dispute regarding his 

own pay as chairman for FLSmith. Fortunately Mr. Worming is also known to be a tough 

business man who is not afraid of making the unpleasant decisions 23.  

 

CEO: Karl Kristian Hvidt Nielsen24 

Mr. Nielsen was appointed CEO of B&O in Aug. 2008. He replaced former CEO Torben 

Ballegaard Sørensen after the latter had presented a bad interim report in January 2008. Mr. 

Nielsen was previously employed at Brüel & Kjær as its CEO, a position he had held since 

2002. Mr. Nielsen had been with Brüel & Kjær for 10 years before shifting to B&O. Mr. 

Nielsen has degrees in marketing and civil engineering and is with his 45 years of age not up 

for retirement in the near future. 

 

Mr. Nielsens new responsibility will be to get B&O back on track, especially with regard to 

streamlining the company’s financials. Chairman of the board Mr. Worming described him 

and the choice of choosing him in the words below when the announcement was made: 

 

”With the very impressive financial results that Kalle Hvidt Nielsen has created during his six 

years as CEO of Brüel & Kjær, the Board is confident that he will be able to make a 

significant contribution to Bang & Olufsen’s progress – not only in the strategic area but also 

through his experience in sales, research and development – areas in which he has performed 

with success in his previous positions.” 

 

Up till now Mr. Nielsen has changed the main company strategy by returning to increased 

focus on the core business and brand management. This has so far let to discarding the B&O 

                                                 
23 http://www.business.dk “En terrier med humoristisk sans” 14.1.2008 
24 http://www.bang-olufsen.com/Userfiles/File/Investors/BO_0719_FUK.pdf 
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mobile phone and other affordable items as described previously. Further the production and 

development of iconic products are to receive increased focus under his management.  

 

The financials are to be streamlined using restructuring and implementing a cost saving 

program aimed to return B&O to profitability after having some quarters in the red25, one of 

the methods for cost saving was a reduction in staff and lay offs were initiated. 

 

Mr. Nielsen has in his first 6 months as CEO proven to be able to act on critical issues, 

however the results of his implementations remains to be seen and he is not getting any help 

from the current economic situation. 

 

2.4 Products 

B&O’s product portfolio consists of audio, video, speakers, telephones, digital media, home 

integration and sound systems for cars. With a portfolio of more than 50 individual products, 

many of which are produced in different varieties according to customer wishes and a policy 

to be able to service products up to 12 years after they go out of production, B&O has large 

sums tied to its production facilities. On top of that it has set a target of each year launching 3-

5 new products to remain on a cutting edge.  

 

B&O’s primary activity is within the luxury technology segment to private consumers and  

real estate projects such as hotels, for the delivery of audio, video (television) and telephones 

(primarily landlines).  

 

B&O market its products in a manor that opens up for having more than one product from the 

product portfolio. The example of that is the home integration line which consists of remote 

controls designed to control all of the other lines in just one remote control. In addition all 

products carry the same type of design and thus fit together aesthetically. 

 

B&O does not disclose the earnings within each category of products; hence it is not possible 

to establish where the company is making money and where it is incurring losses.  

 

                                                 
25 http://www.bang-olufsen.com “Bang and Olufsen sharpens focus on R&D and sales” 22.10.2008 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

26 

2.5 Markets 

As 88%26 of all B&O sales come from foreign markets, the company is very international and 

sells its products around the world. However Denmark still remains one of the largest 

markets. The largest markets are Germany, Denmark, and Great Britain which account for 

more than 38% of total sales. The distribution for the sales can be seen in the charts below: 

 

Figure 4, Geographical segmentation 

Source: Author’s creation based on annual report 2007/08 page 85 

 

As can be seen, sales in Denmark for 2007/08 accounted for less than it did the year before, 

by first glance it then appears that B&O’s foreign marketing has worked. The figures should 

however also be looked at in absolute terms as they reveal that sales in Denmark has 

decreased more than 25% from 2006/07 to 2007/8 whereas world sales has only decreased a 

little less than 7%. Hence when looking at the absolute figures (see Appendix 11.1) they 

reveal that B&O has had an overall loss in sales and a significant loss in Denmark27. 

 

The new CEO has declared that B&O in the future will market itself more in developing 

countries such as China and Russia and that those countries in the future are expected to 

account for a significant amount of world sales28. Thus the CEO wants to enter growth 

markets and not just sell B&O products to the saturated western markets where it currently 

gets most of its sales from.  

 

                                                 
26 Annual report for B&O 2007/08 p 11 
27 B&O annual report for 2007/08 page 85 
28 http://www.bang-olufsen.com/page.asp?id=614 
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Through its department Bang and Olufsen Enterprises, B&O has also gotten a foot in the door 

in the Middle East with its supply of audio and video systems to real estate projects and top 

class hotels. 

 

B&O still focus on the luxury segment and has a clear strategy to stick to its core products. 

B&O can be said to operate both in home audio and video entertainment as well as in the 

luxury/life style segment.  

 

2.6 Distribution 

B&O has an extensive exclusive dealer network carrying only B&O products setting it apart 

from regular audio and video brands, as shopping for a B&O product is meant to be a special 

and exclusive experience and hence requires unique settings provided only in those special 

shops (B1), on top of the B1 stores B&O is sold in special Shop- in-Shop stores which have 

special segments for the B&O products imitating the feeling of being in a B1 shop. Each shop 

carrying B&O products has specially trained personnel to give proper service to the customer. 

 

For the year 2007/08 B1 shops accounted for 81 percentages of total sales, while shop-in-shop 

accounted for the other 19%. There are approximately twice as many B1 shops (784) as there 

are shop- in-shops (421)29.  

 

                                                 
29 Annual report for B&O 2007/08, page 11 
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2.7 Economics 

In the accounting year of 2007/08 net revenue decreased almost 7% from 2006/07. In absolute 

terms the net revenue  for 2007/08 was 4.092 million, which is lower than both 2006/07 and 

2005/06. 

 

Table 2, Basic financials 

Group (mio. DKK)
Income statement 2007/08 2006/07 2005/06 2004/05 2003/04
Net Revenue 4.092 4.376 4.225 3.742 3.610
From forreign markets, % 88 85 82 82 83
Income from operating profit 195 530 439 372 337
Net financial records  (30)  (16)  (7) 7 2
Income before taxes 154 524 431 380 341
Year income after taxes 112 373 296 265 266
Year income after taxes, mothercompany shareholders 105 367 294 265 264  
Source: Annual report for B&O 2007/08 page 15 

 

As can be seen from table 2 the income from operating profit for 2007/08 has decreased 

significantly from the year before. The considerable loss appear to a large extend to be too 

high costs as income has decreased only a little more than the difference in net turnover. 

 

Table 3, Key figures 

Group (mio DKK)
31-05-2008 31-05-2007 31-05-2006 31-05-2005

Balance as per 31.may 2.817,3 2.962,3 2.915,1 2.783,8
Equity 1.483,8 1.681,9 1.742,1 1.714,6
Profit Margin 3% 9% 7% 7%
Return on Equity 7% 22% 17% 16%
ROI exc goodwill 29% 51% 52% 48%  
Source: Annual report for B&O 2007/08 page 15 and own calculations. 

 

The key figures from the past four years, as given in the annual report of 2007/08, show the 

same picture as above  as important key figures such as ROI, ROE and profit margin have 

decreased considerably from the fiscal year of 2006/07 to 2007/08. As seen in table 2 the net 

turnover has decreased by a about than 6%, and yet the mentioned ratios have decreased by a 

lot more than that. The key figures will be dealt with more thoroughly in the financial analysis 

section. 
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3 Strategic Analysis 

In this section, B&O’s business is analysed from a strategic point of view. How the current 

macro economic situation is likely to be affecting B&O is touched upon briefly. Following, 

will be an analysis using Porter’s Five Forces on how B&O is positioned on the market it 

operates in, in relation to its industry. Subsequently B&O’s product growth strategy is 

evaluated through the Ansoff’s Growth Matrix. The last part of this analysis will consider 

B&O’s value chain through Porter’s Value Chain analysis method. The section will be 

summed up in a conclusion using the SWOT analysis. 

 

3.1 Macro Economic Overview 

The current macro economic situation is expected to have an effect on B&O’s business as 

lack of liquidity and general economic instability makes it more likely for people and 

businesses to hold on to their cash and not spend it on high priced consumer goods. 

 

The economic crisis, in which the world is currently involved, differentiates itself by having a 

large effect on the richer part of the worlds population as their personal values have fallen 

dramatically with the large drop in share prices30 as well as a drop in real estate prices31. This 

means that the consumers of high-end products, like B&O’s, will be less likely to spend as 

much as previously, which in turn will have a negative effect on sales of high-end products.  

 

Another aspect of the crisis is that the middle- income class in the segments in which B&O has 

its highest turnover for business to consumers (B2C) are also largely affected by the crisis and 

face possible lay offs and decrease in real estate value. The decrease or stagnation in real 

estate value makes it harder to get pure consumption loans and when such loans are made 

they will have a larger interest rate compared to stabile markets, as the banks issuing those 

loans need higher risk premiums in insecure markets.  

 

The conclusion to the above is that B&O is facing a difficult market with decreasing buying 

power and high insecurity. 

 

                                                 
30 http://www.economist.com “Where have all your savings gone?” 4.12.2008 
31 http://www.dailyfinance.com “Home  prices drop at a record 19 percent” 31.3.2009 
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Another macro economic factor faced by B&O is the currency exchange rate risk. With a 

large part of B&O’s products produced in Denmark and with the Danish Krone (DKK) 

pegged to the Euro, the sales within the Euro zone are not exposed to exchange risk. 

However, revenue in the UK, which represent a large market share of B&O’s sales, is 

exposed to the currency risk and B&O is likely to have suffered from the devaluation of the 

Pound to the Euro which hit a low around new years 2008/09, where the exchange rate was 

1,04537 Euro to the Pound 32.  

 

The other side of the currency exposure is the production facility B&O started up in 

Koprivnice in Czech Republic. Czech Republic uses the Czech Koruna which is not pegged to 

the Euro. 

 

Figure 5, Czeck Koruna to the Danish Krone 

 
Source: http://www.x-rates.com/d/CZK/DKK/graph120.html 

 

As can be seen from the above graph, production in Koprivince has become cheaper as the 

Czeck Koruna has become cheaper to the DKK and hence the Euro. This means that B&O has 

a gain from its production outside of Struer as sales in the Czech Republic is limited and thus 

the lower exchange rate for Czeck Koruna to the DKK primarily has a positive effect. 

 

Naturally the two above-mentioned cases are not the only ones where B&O are exposed to 

currency risks, they are only meant as an example. 

 

Unsurprisingly the two cases mentioned above are not the only macro economic issues B&O 

need to take into account when deciding on its long and short term strategies. Several others 

like trading barriers, VAT within countries, corporate tax, global trends etc are external 

                                                 
32 http://www.x-rates.com/d/EUR/GBP/data120.html 
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variables which have an impact on B&O’s competitiveness and ability to generate turnover. 

The two cases mentioned are however chosen for their present relevance. 

 

3.2 Porter’s Five Forces 

This part will establish an understanding of the competitive environment in which B&O is 

operating. The dynamics within and around the industry is analysed to get an understanding 

of which challenges B&O is  exposed to. To do this analysis Porter’s Five Forces model has 

been chosen as it deals well with the concept of a global industry.  

 

Figure 6, Porters Five Forces 

  

Source: Author’s creation, Feb. 2009 

 

3.2.1 Degree of Rivalry 

In order to perform the analysis of the competition intensity it is important to understand in 

which markets B&O operates. As previously mentioned B&O can be said to be both in the 

audio and video businesses as well as in the lifestyle high-end goods segment. For this 

analysis the segment of audio and video has been chosen as the products in this segment are 

comparable to those of B&O. 

 

The audio and video segment is characterized by having many suppliers, most of which are 

international businesses such as Sony, LG, Philips and Samsung just to mention a few. Most 

of these producers carry a range of products in various qualities, thus targeting many different 

customer segments ranging from price conscious to quality focused.  

Supplier Power
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Barriers to entry
Threats of 
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B&O has historically differentiated itself from the above mentioned suppliers by offering high 

quality and exclusive design products priced in the very high end in the category. B&O is 

however not the only one to have placed itself in the niche of luxury high quality products. 

Direct competitors for those products have been identified to be German Loewe and 

American Bose. 

 

Loewe 

Loewe was founded in 1923 and put the world’s first television on the market in 1931. Just 

like B&O, Loewe is known for its high quality and design of its products. Like most 

television producers, Loewe has also entered the flat screen plasma television market.  

 

Lately Loewe has decided to copy B&O’s strategy of having “stand alone stores” with two 

stores opening in November 200833. This will possibly lead to Loewe capturing customers 

from B&O seeking the ultimate shopping experience in a special HiFi store. 

 

Due to the above, Loewe is B&O’s closets competitor as it competes on almost every market 

where B&O is present, even though B&O appears to still have an advantage in the audio area 

as well as on its telephones to Loewe. 

 

Loewe is listed on the Frankfurt Stock exchange. 

 

Bose 

Bose was founded in 1964 and has its primary focus on delivering high quality sound 

systems, primarily speakers. Bose has won several awards34 for its advanced sound systems 

and is a recognised quality brand all over the world. Bose and B&O differ as Bose market its 

products to sound interested people interested in the best sound possible and not so focused 

on the design of the products, were as B&O also very much target the consumers who are 

looking for design and luxury.  

 

Like Loewe and B&O, also Bose has independent stores only carrying Bose-products. On the 

supply of sound systems to cars Bose is also a competitor, holding contracts with luxury car 

dealers such as Ferrari, Alfa Romeo and Porsche. In total Bose can be found in 19 different 

                                                 
33 http://www.loewe -uk.com/uk “Tune into Loewe’s high street arrival” 27.11.2008 
34 http://www.bose.com/controller?event=VIEW_STATIC_PAGE_EVENT&url=/automotive/whats_new.jsp  
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car brands35 and in most cases in several models within each brand, making Bose the closest 

competitor in the car luxury HiFi segment and is currently the high-end CafFi market leader.  

 

Bose is a privately-owned company, which makes a more thorough analysis difficult. 

 

As flat screen television becomes a more common good, prices can be deemed to fall and 

B&O will be likely to face harder competition on this product line. Furthermore new 

technology makes the components to the televisions become still cheaper and B&O will have 

to continue to improve its products not to have to lower its prices. Lately, B&O has sought to 

meet those challenges by inventing the patented technology: Automatic colour management 36, 

a technology that ensures optimal colour and picture quality in the entire life of the plasma 

televisions.  

 

Everything considered B&O faces hard competition on practically all of its core products, 

however not from the same supplier, leaving B&O to be the only one to supply the “whole 

package” in terms of home entertainment. To take advantage of this strength, the company 

needs to remain competitive not just in its design, but in the technology area. 

 

3.2.2 Threats of Substitutes 

In terms of substitutes to audio and video products, the only obvious product is the computer, 

which has lately taken over many of the functions from B&O’s products, such as playing 

music and watching television. In terms of audio, the computer has taken over many music 

listening functions from the regular stereo systems and as such poses a threat, however it also 

opens up to the possibility of B&O producing speakers made specially for computers and thus 

expanding its product line37. 

 

In the author’s opinion, computers are yet to take over completely in the area of television as 

it is still preferred to have a regular television, especially since these are made with still larger 

screens giving an “at the cinema” feel to watching televisions which most computer screens 

do not provide. 

                                                 
35 http://www.bose.com/controller?url=/automotive/index.jsp  
36 Annual report for B&O 2007/08 page 29 
37 I have however not found evidence that B&O should be attempting moving into this area of business 
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In the luxury category in which B&O also operates, there are no evident substitutes. However 

if a consumer is making a purchase primarily for the signalling effect of the purchase then 

other designer interior products can be substitutes of B&O products. For the richer class, it is 

argued to have little effect when markets are in recession, as the spending power for this 

group is unchanged, however as previously mentioned this is not the case in the current 

recession where the rich class is also largely affected, which subsequently has an impact on 

B&O sales. For the middle-class, however, saving for a longer period to buy a signalling 

luxury product, a decrease in disposable income  will make saving take longer38. Hence, it can 

be argued that B&O could face significant competition from competing luxury products and 

cheaper competitors in the current market, especially in competing for the middle-class 

buyers to uphold sales. 

 

3.2.3 Buyer Power 

The buyers for B&O products are private consumers, five-star hotels, high-end real estate 

properties and luxury car manufacturers. 

 

They can be divided into to groups: 

• Private customers 

• B2B customers 

 

Private customers: 

The private customers are buying the B&O products in the various distribution facilities such 

as B1 and shop- in-shop stores. They possess very little bargaining power as they are most 

likely to buy only one of each product when they make purchases; however, they might obtain 

a discount for larger quantities or multiple items (for instance both a television and a sound 

system), but larger discounts are considered less probable, as the individual sale is small 

relatively to total sales.  

 

Private consumers can nevertheless choose to go elsewhere and get their products from 

competitors, but once they have decided on a luxury, high-end audio or video product their 

possibilities are limited.  

 

                                                 
38 http://www.economist.com “flight to value” 19.11.2008 
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B2B Customers: 

B&O also deals with other businesses and these are assumed to have a far better bargaining 

power as they are more likely to buy several products at the same time and have a long 

contract of orders for the products.  

 

The car manufacturers are assumed to have the highest bargaining power as B&O both has 

longer supply contracts as well as a possibility to profit on being associated with the brands of 

the cars to which it is supplying its products39. 

 

The luxury hotel chains are assumed to have the second highest bargaining power as they are 

likely to order B&O’s products for several rooms in the hotel as well as to several of the 

hotels. Further, it is assumed that they are more likely to gain from B&O’s brand than the 

other way around. As argued previously B&O is almost alone in providing full home 

entertainment packages, which gives it  a higher bargaining power in relation to hotels looking 

to give their guests a unique and high-end experience. 

 

The least bargaining power is believed to be held by the real estate constructors as they are 

most likely to make deals per project and thus foregoing of the possibility of making long-

term contracts, furthermore B&O is very unlikely to gain on the brand awareness side. 

 

As for the private consumers, the B2B consumers have few choices for substitution once 

high-end audio and video products have been chosen, thus limiting their bargaining power. 

 

To conclude, the private consumers bargaining power is small and the B2B customers 

bargaining power is higher, but neither pose a significant threat to B&O. 

 

3.2.4 Barriers to Entry 

There are several possibilities to enter the niche market of luxury audio and video products. 

The threat can come from new competitors or existing suppliers of audio and video products.  

 

 

 
                                                 
39 The brand association however works both ways and it is assumed that the cars gain from the well known 
     brand of B&O as well. 
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New competitors: 

New competitors face many barriers of entry. Straight forward are the ones relating to 

technology and product development. Starting in this business from scratch necessitates large 

resources in terms of technology and capital. Penetration of this market will therefore mean 

large negative cash flows before product launch.  

 

It is however possible that producer’s of things, such as hearing aid, use their technology 

know-how to expand into the luxury business of audio and video, but this is deemed to be 

unlikely due to the lack of synergy effects. 

 

The primary reason for the minor threat from new competitors in the short run is the fact that 

many luxury goods are bought not just for quality, but also because of the brand of the 

products. Hence, a new competitor would have the best basis for successful penetration if they 

were already in the luxury business. 

 

Existing suppliers: 

Existing suppliers of audio and video products are assumed to already have access to the 

technology behind the niche. It is however unlikely that they will enter the niche area of 

luxury products as the main factor for those products is the brand behind and large producers 

of affordable audio and video products face the risk of watering down the high-end brand 

with their affordable lines. It is however possible to make exclusive lines within one brand in 

the attempt to target luxury consumers, but this is assumed highly unlikely from the existing 

producers in the current market, as the high-spending, middle class that they would be 

targeting are loosing money in the current market. 

 

Thus, the entry barriers to the high-end technology segment in which B&O operates does not 

seem to be easily penetrated by new entrants. This is helped by the current financial situation, 

which makes it less profitable to enter this niche business. 

 

3.2.5 Supplier Power 

Even though B&O has its own production facility in Struer and in Koprivnice, it does not 

imply that it does not have to buy some of its components from other technology producers.  
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One of those component suppliers is the Dutch electronic giant Philips which is also in the 

technology business.  

 

As B&O and Philips are competitors, they have no interest in advertising the cooperation. 

From B&O’s point of view, having Philips components might make consumers question 

whether they get a 100% B&O product and thus make them reluctant to pay the significant 

price premium on B&O products to those of Philips. As Philips is much larger than B&O, it 

has high supplier power since the business with B&O account for a relatively little share of its 

total business. For B&O, on the other hand, changing supplier could prove to be difficult, as it 

has to find a new supplier who is capable of producing the high quality components B&O 

require. Furthermore, that will leave Philips with a possible incentive to use its unused 

capability to make a competitive high-end technology line. 

 

So B&O faces high supplier bargaining power and thus increased risks. 

 

3.3 Product Analysis 

B&O has 51 products available on its website, without including its CarFi business. Each 

B&O product has its own market share which can be bundled in segments; audio, video, 

speakers, telephones, digital media and home integration. Unfortunately, B&O does not 

disclose sales or market share for each product or segment, therefore a more thorough 

analysis of how the different segments are performing and which of those are generating 

profit and growth for the company, is impossible.  

 

Furthermore, establishing the size of the high-end technology market in terms of turnover is 

not feasible as many companies are not listed and it is hard to establish which turnover figures 

come from the high-end lines for the ones which are listed.  

 

For those reasons the analysis of the product portfolio will be of a qualitative nature and not 

quantitative and will only be an introduction into what strategy B&O is intending to follow 

with regard to which lines it will focus on. 

 

The new CEO argued that B&O from now on will focus on its core business and thus getting 

rid of its products in the “cheap end”. One of the segments that will not be further explored is 
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the mobile phone line, which is viewed not to bring in other bus iness and which is not a core 

business by itself.40  

 

The returning to the core business is viewed as a bold move in the current market situation. 

Returning to only high-end products could help restore some of the potentially lost brand 

value for B&O and regain focus on what makes the wheel spin. On the other hand cutting of 

adjacent business like mobile phones might mean less revenue in recessions as middle income 

consumers’ shift to less costly luxury goods which still has high signalling value. 

 

The market observers41 have concluded that the reason for the decrease in B&O product sales 

is coursed by a wrong product portfolio, especially in comparison with nearest competitor 

Loewe. Hence, a streamlining of the product mix is a good strategy, but it is not one which 

affect can be measured straight away as it depends on B&O getting it right in relation to 

consumer demands. 

 

In the long-run however the new strategy is assessed to bring more focus and hence help 

streamline the company. 

 

                                                 
40 http://www.forbes.com “More Bang and Olufsen for the Buck” 2.6.2009 
41 www.borsen.dk “B&O har ikke råd til flere fejl” 15.4.2009 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

39 

3.4 Ansoff’s Growth Matrix 

Ansoff’s Growth Matrix has been chosen to establish what kind of product and growth 

strategies B&O is following. 

 

Figure 7, Ansoff’s Growth Matrix 

 
Source: http://tutor2u.net/business/strategy/ansoff_matrix.htm 

 

B&O has with Mr. Nielsen as CEO changed its strategy in relation to product portfolio as 

well as with which markets will have increased investments in terms of opening new stores 

and thus expand in new markets. 

 

3.4.1 Market Penetration 

B&O is not using market penetration (existing markets and existing products) as a growth 

method. A reason for this is that the European markets in which B&O has its highest sales are 

at the best case lagging in the current economic market and at worst in recessions, hence 

growth requires competing on prices, which B&O is very reluctant to do, or by aggressive 

advertising. Furthermore B&O is in the high-end segment, where exclusivity and signalling 

value are important factors, thus it has to keep up with those values and remain on the cutting 

edge, which makes market penetration a bad strategy. 
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3.4.2 Market Development 

With 88% of B&O’s sales coming from exports, it is important for the company to keep 

investing in foreign markets to push up the growth rates. Geographically B&O is strongest in 

Europe but has also spread to the US as well as to Asia. In trying to grow further and take 

advantage of the high growth that has taken place in recent years in Russia and China, B&O 

has decided to more than double the number of B&O stores in those two countries and thus 

place itself in the market development area in the Ansoff’s Matrix.  

 

B&O is also planning to expand on other emerging markets and increase its presence in those 

geographical areas. Though not specifically mentioned, a likely area is India, which is 

experiencing high growth and increasing wealth. 

 

As can be detected in the above, B&O is trying to grow by increasing the number of 

distribution channels. 

 

Growth in new markets is appropriate for a business like B&O as its core competencies are 

related to products and not to geographic areas. Thus it can carry on its expertise into new 

markets. There are however still some drawbacks as moving into new markets is generally 

associated with higher risks than if market penetration, as a strategy, had been chosen. 

 

Growth in new markets is especially important for B&O as it has most of its sales in only 

three countries and it is thus largely affected by the fluctuations in those three markets. 

 

3.4.3 Product Development 

At the same time, B&O has focused on the product development  side as it aims to launch 3-5 

new products each year and have 25 pct of sales coming from newly launched products42. 

This strategy entails developing new products to launch in existing markets. The strategy is 

necessary if B&O wants to uphold its position as a luxury high quality good, as remaining on 

the cutting edge of technology along-side keeping up with modern design is the only valid 

foundation for charging premium prices. 

 

                                                 
42 B&O currently has 10 pct of sales coming from new products 
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3.4.4 Diversification 

This strategy of growth is the most risky of the four possibilities given in the Ansoff’s growth 

matrix. B&O does not use to the full extent this method. However when it enters a new 

market, it is likely to enter it with its entire portfolio of products, including new ones. Still 

B&O can not be said to use the diversification growth strategy in the same  sense as described 

in the Ansoff’s Growth Matrix. 

 

3.4.5 Analysis on Growth Strategy 

The growth strategy chosen by B&O fits with its niche industry where growth in the saturated 

western market requires either price cuts or launching new products. B&O however, can not 

just make advanced versions of already existing products every year as that will make its 

products loose value. The reason for this is that B&O brands itself on making long lasting 

products which have a long life and should not need replacement for many years. 

 

The growth strategy for new markets also fits with B&O’s niche industry as presence in high 

growth areas is important to have a growing turnover. Furthermore the difference between 

rich and poor is much more significant in developing countries than it is in developed 

countries hence a rise in BNP is likely to mean more wealthy people and thus more possible 

buyers of B&O products as the rich will have already have met their primary needs. 

 

3.5 Value Chain 

The general idea behind Porter’s Value Chain is that a product gains value as it moves 

through the production process. Analysis through the use of the value chain can establish 

where in the process B&O add value and thus where it has its strength and weaknesses. 

 

Figure 8, Porter’s Value Chain 

Source: Author’s creation, March 2009, CBS 43. 

 

                                                 
43 Based on: http://www.quickmba.com/strategy/value-chain/ 
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The Porter’s Value Chain model as depicted above shows which activities Porter broke the 

chain down to; inbound logistics, operations, outbound logistics, marketing and sales and 

lastly service. 

 

Table 4: Value chain analysis of B&O 

Value chain element Value creating activities Value creation 

Inbound logistics • Purchasing of quality components 

• Storage 

- High 

- Low 

Operations – Development • Design 

• Technology 

• IcePower 

• Other daughter companies 

- High 

- High 

- High 

- Medium 

Operations – Production • On – Demand production 

• Primary production in Struer 

- Medium 

- Low 

Outbound logistics • Distribution from Koprivnice + 

Struer 

• Effective inventory management 

- Low 

 

- Medium 

Marketing/Sales • Specia lly trained sales staff in shop-

in-shop as well as in B1 shops 

• World wide sales 

- High 

 

- High 

Services • Own service staff at dealers 

• Installation service 

• 12 year service after product has 

been taken out of production 

- Medium 

- High 

- High/Low 

Author’s creation, May 2009. 

 

3.5.1 Inbound Logistics 

B&O has made strategic cooperation’s with suppliers of high technology components needed 

in the production of its high quality products. The value of this to B&O is very important. The 

importance is based on competitive advantage in terms of innovative techno logy, another 

aspect is that a reliable and competent collaborator means that B&O saves on having to 

develop components itself and can instead focus on its core business and competences. 
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Another inbound logistics is storage. This link in the value chain carries little value to B&O 

as it does not add actual value to the end product, therefore it is viewed to be a link which 

should be as short and cheap as possible. 

 

3.5.2 Operations – Development 

The design of the B&O is highly important for the value creation, as the design is a great part 

of the B&O product and brand. The design is the exterior appeal of B&O’s products; thus it 

has to follow the design line which B&O uses, but it must also be creative, innovative and of 

high standard. 

 

Where the design has the exterior appeal for the B&O products the technology is the interior 

appeal of the products. Premium prices on B&O products cannot be charged on design alone 

and equally important is the implementation of the latest technology. B&O has its own 

development division whose sole purpose is the development of new products. 

 

ICEpower is the most important daughter company of B&O as it is a vital source for new 

technology used in B&O products. As ICEpower is wholly owned by B&O, that means B&O 

get first access to the new technology produced there and hence get an advantage to its 

competitors. Consequently, full access to ICEpower’s research and development adds high 

value creation for B&O. 

 

B&O’s other daughter companies and divisions are only adding little value to the final 

product, they do, however, add to the brand value and thus to the revenue for B&O. An 

example is the division of Bang and Olufsen Enterprise which both adds value to the bottom 

line as well as helps the B&O brand as it is connected with high-end five star hotels. 

 

The major issue with this part of the value chain is that the R&D division has lately gotten the 

market wrong and has therefore been developing an unsatisfactory product line, not living up 

to consumer demands. Furthermore the division has failed to develop enough new products 

needed by B&O to uphold its sales. The future R&D is thus highly important for B&O in 

terms of growth and value creation. The division has been restructured and new goals for the 

product line has been put forward, but it is still to be seen whether the new strategy will be 

efficient and get B&O back on track. 
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3.5.3 Operations – Production 

On – Demand production is the term used to describe B&O’s capability to deliver many of its 

products on an on demand basis meaning that products to a large extend are not produced till 

the order is received. This logistic strategy does not directly add value to the product, 

however it does make the production more cost efficient as B&O is less likely to be left with 

an over production not absorbed my the market without price reductions. 

 

Most of B&O’s production takes place in Struer and consequently wages are in the high end 

compared to what cost B&O could be hiring at in other countries as Denmark has among the 

highest wages in the world 44. The argument from B&O is that the best workforce for its 

products is in Struer and thus this optimises the products in terms of quality. In the author’s 

opinion, however, it would be possible to produce the same components B&O produces at a 

much lower labour cost if they were produced elsewhere, such as in India where they both 

have the skills and a lower labour cost45. Production in Struer is therefore seen to be of low 

value to B&O’s value chain as it is too costly compared to alternative solutions. 

 

3.5.4 Outbound Logistics 

All outbound distribution of B&O products is currently from Koprivnice and Struer, this 

means that B&O has high shipping costs. The costs are especially high to outside of Europe 

as distances are longer. The high shipping cost does not add value to the value chain. It is, 

though, not likely that a production facility represents a cost efficient solution; however some 

sort of assembling facility in each region might cut some of the shipping cost. 

 

Another side of having all outbound logistics in only two places is that it makes effective 

inventory management easier and thus this is valued to have a medium positive effect on the 

value chain. 

 

3.5.5  Marketing/Sales 

With specially trained sales staff in shop- in-shops as well as in B1 shops, B&O products 

separate themselves from other products as the sales personnel will have a more thorough 

knowledge of its products than of cheaper competitors. Furthermore, this added service adds 
                                                 
44 http://www.highbeam.com/doc/1G1-126167846.html 
45 http://www.ft.com “India fights  to slay the dragon” May 2006  
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to the legitimacy of charging some the premium price on B&O products and hence it is an 

important link in the value creation for B&O. 

 

With shops all over the world, B&O has made a good foundation for reaching its customers 

directly. These shops lift sales for B&O products and increase the awareness of the B&O 

brand. Hence, world wide sales support the growth in sales to a large extent and give 

significant value creations to B&O as a company. 

 

3.5.6 Services 

The services provided by B&O are one of the key factors that significantly differentiate B&O 

from cheaper competitors46. The extra service starts in the stores distributing B&O products 

where each division has specially-trained staff to give the best possible guidance in terms of 

which products are best suited for the customers. This service is just valued to have medium 

value in terms of value creation as competitive companies to some degree provide the same 

service, one such company is Bose, which also has stores only selling Bose products and with 

specially trained personnel47. 

 

The individual installation ensures that customers get the most out of their products and 

consequently become more likely to add more products to their private B&O portfolio. The 

above average service is provided to both private as well as B2B customers. 

 

The last significant service provided by B&O is the provision of 12 years of service after 

products have been taken out of production. This service adds to the reliability of the B&O 

products and brands, but is also a large cost in terms of capacity. Therefore, this service is 

both indirectly adding value to the B&O brand, as well as being an extra cost for B&O in 

terms of reserving some of the production facility for producing spare parts for discontinued 

items and the direct cost of producing these parts. 

 

                                                 
46 http://www.bang-olufsen.com/custom-installation 
47 Authors own experience from travelling in Asia 
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3.5.7 Summary 

Optimisation of the company’s value chain contributes to B&O’s strategy of being as lenient 

as possible. A thorough look at B&O reveals that it has taken some necessary steps to be as 

cost efficient and value creating as possible.  

 

In general, B&O is living up to the standards demanded for an international company in terms 

of value creation in each link. There are, however, some areas in which B&O does not create 

value according to its potential – the question is if that is possible considered its size and the 

niche market in which B&O operates. One example is the outbound logistics that B&O could 

optimise by having more production sights. Having more sights, however, might compromise 

the close relationship between production workers and the research and development 

department that B&O benefits from as it is now. 
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3.6 Conclusion – SWOT 

The result of the above strategic analysis has been summarised below in a SWOT matrix. This 

gives a more concise picture of B&O’s strategic position. 

 

Table 5, SWOT 

Strength  Weaknesses 

§ Well known brand 

§ High quality 

§ High service level 

§ Cutting edge technology 

§ Small storage 

§ Flexible products 

§ Competent employees 

§ Expensive Danish labour 

§ High dependency of supplier 

§ Small company à no economies of 

scale 

§ Costly outbound logis tics from Struer 

and Koprivnice 

§ Weak product line 

§ Fall in B1 stores 

§ Most of sales is in three countries 

Opportunities Threats 

§ Further establishment in new markets 

§ More CarFi sales 

§ Further implementation of BeoLiving 

in hotels 

§ Product integration with personal 

computers (PC) 

§ Competitive technology from close 

competitors 

§ Less purchasing power for consumers 

§ Currency risks 

§ Consumers playing music on PC’s 

Source: Author’s creation, May 2009. 

 

3.6.1 Strength 

Many of B&O’s strengths are closely related to its core competencies as a high-end provider 

of audio and video. It is these strengths which has made B&O one of the strongest luxury 

brands in the world.  

 

The service provided to the B&O customers is what ties the entire sales process together. 

Most of the sales come from the specialised B1 stores where customers are greeted by 

personnel providing an analysis of what the customer wants and later help customize it to fit 
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each customers need. This ensure more consumer happiness and in the end more loyalty from 

customers. An extra feature is that many of the products come in different varieties such as 

size and colour, which naturally also adds to the service provided to fit customer needs. The 

extra services are naturally included in the price of the products along side the high-end 

technology and design. 

 

As B&O uses expensive components in its products, having a small storage decrease the risk 

of tying up capital in this link. Therefore, the small storage and on-demand principle frees up 

capital to be used in other areas of the value chain. 

 

Combining cutting-edge technology both from the daughter company ICEpower on the sound 

systems side, in-house development of patented automatic colour management on the visual 

systems side and all-round competent employees striving to break boarders, B&O holds the 

key to hold on to its position and continue growth in the high-end technology sector. 

 

3.6.2 Weaknesses 

There are, however, some internal weaknesses that are holding B&O back in the quest of 

being as competitive as possible. One such set-back is the holding on to the very expensive 

production facility in Struer. B&O has to some extent considered the drawbacks of costly 

Danish production by starting up a production facility in Koprivnice, but the main production 

site is still Struer. B&O is thus not cost optimising as it is incurring all expenses in terms of 

rent and labour in the costly Danish market. Another related weakness is the outbound 

logistics which only takes place from two production sites and thus incur high shipping costs. 

 

The one-sided dependency on some of the specially produced components supplied by large 

multinational companies also puts a strain on B&O. As it is now B&O is highly dependent on 

maintaining a good relationship with its suppliers at it would be very costly for B&O to shift 

supplier. 

 

The fact that B&O is a small company compared to many of the multinational companies 

existing on the cheaper audio and video product market mean that B&O cannot take 

advantage of economies of scale in its production. Hence it is facing higher prices than its 

larger competitors which determine for B&O a higher marginal cost per product. 
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The combined fall in the number of B1 stores and having most of the B&O sales in three 

countries is another hurdle for B&O as that puts strains on the future revenue for B&O. 

 

Lastly B&O is held back due to a mistaken forecast and hence a weak product portfolio which 

has led to a fall in customers. This means consumers have shifted to competing brands such as 

Loewe and Bose, who have gained market share as a consequence of B&O’s mistake. The 

future for B&O is thus highly dependant on R&D to get the company back on track. 

 

3.6.3 Opportunities 

On the opportunities side, many possibilities lie open to B&O. Having its primary sales in the 

saturated western market, further establishment in new markets especially in Russia and other 

Asian countries would help stabilise B&O’s income as these markets are historically not 

affected by market fluctuations simultaneously with the western markets, but with a lag. 

Furthermore, these markets have experienced high growth in disposable income, thus creating 

a larger customer base. However in a severe global recession like the one the world is 

currently experiencing, the Asian countries will also be affected48. 

 

With three car manufacturers using B&O’s products in its high-end cars there is basis for 

expanding both the existing collaborations as well as creating new ones with other producers. 

This provides diversification for B&O in terms of origination of sales and revenue. 

 

Further implementation of BeoLiving in hotels would also provide a stable income in the B2B 

area for B&O; this would also give more potential private customers the opportunity to try the 

products before buying them as well as become acquainted with what complete packages 

B&O can deliver. Consequently, increased sales to luxury hotels, not only brings in direct 

sales, it also works as a showroom and could increase B&O awareness to private consumers. 

 

With the new products BeoSound 549, B&O has started taking advantage of the possibility of 

integration with internet and the personal computers, the area has though by no means been 

exhausted by this development, and B&O should explore this new form of home integration 

to maintain customer loyalty.  

                                                 
48 http://borsen.dk ”Recession truer med at blive global” 18.8.2008 
49 http://www.bang-olufsen.com/beosound5  
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3.6.4 Threats 

Although market-leader in the niche business of high-end technology goods, B&O faces 

increased competition from close competitors trying to take market share from B&O as it 

struggles with its product portfolio. To compensate, B&O needs to continue advancing its 

technology to stay on the edge with adding new and improved products to the market or it 

will be overtaken by competitors. 

 

The current market situation is not creating a friendly environment for B&O’s businesses, as 

many years of high turnover in a booming market has turned into an economic recession in 

many of the areas in which B&O had the majority of sales.  

 

Another aspect of the economic turmoil is unstable currencies in the biggest markets for 

B&O; especially the United Kingdom has been facing a large decrease in exchange rate to the 

Euro, leading to unstable income for B&O. 

 

The last major threat identified is the possibility for consumers of audio opting out of buying 

stereo systems altogether and instead uses other means for playing music, such as computers 

or portable MP3 players. 
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4 Financial Statement Analysis 

In the following section historical key figures for B&O will be analysed so as to be used later 

in the thesis. In the analysis the annual reports of the past four  years will be used, which 

ensures that all of the annual reports in the investigated period follow the same accounting 

standards50. 

 

The accounting analysis will help give an insight into the historical value drivers for B&O as 

well as clarify how these have affected the value creation. The historical value drivers will 

along with the strategic analysis form the basis of the valuation, though with some 

modification to adjust for the current economic crisis. 

 

Before the analysis, parts of the annual report will be reclassified, reviewed and assessed, so 

that it is useful for the analysis purpose. 

 

4.1 Accounting Principles 

B&O is using the international accounting principle “International Financial Reporting 

Standards” (IFRS) which was made the only legal accounting principle on 1st Jan. 200551 for 

the entire European Union. Hence, there will have been a change in accounting principles in 

the analysed period. The principles were first implemented fo r the accounting year of 

2005/0652. In the annual report for 2005/06 the comparable data for the accounting year of 

2004/05 are corrected and allow a better comparability. 

 

4.1.1 IASB Conceptual Framework53 

IFRS are adopted and interpreted by the International Accounting Standard Board (IASB). 

With many elements making up the conceptual framework of IASB, only a selection has been 

chosen from the underlying assumptions of the statement to give an indication as to how it 

should be used for financial statement creation. The underlying assumptions are briefly 

discussed below for clarification. 

                                                 
50 The annual report of 2004/05 does not follow the IFRS but the numbers has been corrected in the annual  
     report for 2005/06 
51 http://www.iasplus.com/country/denmark.htm 
52 B&O annual report 2004/05 page 61 
53 http://www.hkicpa.org.hk/hksaebk/HKSA_Members_Handbook_Master/volumeII/framework.pdf 
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Relevance: 

The content of the financial statement should be relevant enough to make decisions for 

readers, such as investors. The quality of the information should be of standards allowing 

readers to make economic decisions and help to evaluate past, present and future events. 

 

Reliability 

Information needs to be reliable and free from bias (neutral). Thus numbers mentioned in the 

financial statements should faithfully represent the most likely scenario of income and losses.  

 

Comparability 

The financial statements need to be comparable through time. Furthermore it should be 

comparable to the financial statements of other entities. 

 

Prudence 

The financial statements have to be prudent, meaning potential losses should be booked as 

soon as they become feasible and income should not be booked till it is certain. Over- or 

understatement in any direction should not occur as that does not present a reliable picture of 

the company. 

 

4.1.2 Annual Report as Basis for Data Analysis 

In doing an accounting analysis, assessment of the validity of the annual report in relation to 

the standards given according to IFRS is relevant. This part will consider the quality of the 

financial statement for B&O.  

 

As the annual reports are based on the IFRS throughout the period used there is clear 

comparability over time. The annual report has been authorised by an independent audit 

company (Deloitte) so any lack in quality and any potential flaws has been discarded and so 

the annual report is viewed to be a good data tool for the analysis. 

 

The EU has adopted new accounting standards which are applicable to the new annual reports 

for B&O in the future. These changes will however not have any effect on the analysis as they 
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will not be implemented till 2008/09 and thus making the accounting practices used here 

continuous and comparable54. 

 

Consequently, as there has been detected no weaknesses in the annual reports used for this 

analysis, the data will be used with no reservations. 

 

4.2 Accounting Reclassification 

In connection with the above a reclassification of parts of the annual report is necessary to 

undertake an identification of the value drivers. The reason for the reclassification is to ensure 

consistent key figures free of “noise”, as noise can be the cause of discontinuity and weaken 

the comparability.  

 

The following analysis is made primarily on the basis of the book: Accounting analysis and 

valuation – a practical approach, by Jens O. Elling55.  

 

The income statement is reclassified so that profit and loss for B&O is more transparent, and 

therefore gives a better overview of operational effectiveness and earnings for the company. 

 

The balance sheet is divided into operating activities and financial activities. This division is 

necessary as operating activities are the main drivers for future value creation. In addition the 

cash flows from the financial activities are irrelevant in relation to the valuation as these are 

incorporated in the weighted average cost of capital (WACC). The reclassifications of the 

income statement and the balance sheet are located in appendix 11.3.2 and appendix 11.3.4. It 

has not been deemed necessary to make a reclassification of the cash flow statement and the 

equity statement. 

 

4.2.1 Operating Activities 

The operating activities are according to Jens O. Elling56 made up of: Incoming logistics 

(supplies from subcontractors), production, sales and similar forms of current business 

                                                 
54 B&O annual report 2007/08 page 71 
55 Translated from: Regnskabsanalyse og værdiansættelse – en praktisk tilgang. 
56 Elling, Jens O., Regnskabsanalyse og værdiansættelse, page 19 
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activities. In the following the items, which are not self-evident in the reclassification for 

operating activities, are briefly described. 

 

4.2.1.1 Other Receivables  

In the notes of the balance sheet for B&O 2007/08 other receivables are described as partly a 

VAT paid on all goods and services and thus referring to operational costs. The other part of 

this post is other receivables and is assumed to be of the same type, thus placing this post in 

the operational activity. 

 

4.2.1.2 Other Debt  

The post other debt is in the notes for balance sheet for B&O 2007/08 divided into wage 

related posts, taxes, phantom shares and others. As the three first posts are related to the 

operations it is assumed that the last part is of the same sort and thus this category is also 

placed under operation activities. This post is interest bearing and thus part of the NIBD, due 

to its nature it is however still classified as operational. 

 

4.2.1.3 Debt to Associated Companies 

Debt to associated companies does not have a note attached to it in the Balance sheet of B&O 

2007/08. However the debt is assumed to be product related as a payment for services or 

goods and hence is classified as a post under operating activities. 

 

4.2.2 Financial Activities 

The financial activities are made up of: Financial income, financial costs, financial activities 

and financial obligations (interest bearing debt). Posts would be placed in financial activities 

if they were not directly related to the operations. Posts such as debt to mortgage and credit 

institutions have been placed under financial activity as they are not directly connected with 

the operation activities.  

 

Had B&O made use of direct hedging, for example against currency exchange rate changes, 

then this would have also been placed under financial activities. This is however not the case 

and therefore B&O has few financial activities. Instead B&O use forward contracts to ensure 

the future cash flows in different currencies and these are part of the receivables and deposits 

in monetary institutions. 
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4.3 Key Ratios 

The reclassification of the income statement and the balance sheet can now be used to 

calculate some key ratios to get a deeper understanding of how B&O has been performing in 

the recent years and how it has generated value to its shareholders. 

 

4.3.1 ROIC 

The ratio Return On Invested Capital (ROIC) is used as the widest measure of profitability for 

a company’s operations. It measures profitability independently of capital structure as 

opposed to Return On Equity (ROE) which measures the return according to an equity 

investor’s point of view.  

 

ROIC = (Net income-dividends)/Invested Capital

Source: Authors creation, CBS, Apr. 2009

Based on: www.investopedia.com

Equation 1, ROIC

 
 

The historical development of ROIC for B&O is depicted below. 

 

Figure 9: Historical ROIC for B&O 
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Source: Authors own creation based on reclassified company data 

 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

56 

Following returns around 16-17%, B&O experienced a significant drop in ROIC in the year 

2007/08, where the ROIC fell to under 5% due to slightly increased investment in capital but 

a significant decrease in net income of about 70%. 

 

Research institutes following B&O in January 2009 calculated B&O’s ROIC between 10,2% 

and 16,0%. This differs from the author’s calculation, which is most likely due to a different 

calculation of invested capital for B&O.  

 

With a positive net income and a consequently positive ROIC it does not follow that there has 

been value creation for the shareholders. If the ROIC is lower than the WACC, then the 

shareholders have not been fully compensated for the risk they have been undertaking in their 

investment and the economic value added is therefore negative  and B&O can be said to 

destroy value for its shareholders. 

 

WACC is in section 6.3.2 found to be 9,29%. This means that B&O failed to generate value 

for its shareholders in the latest fiscal year. This is realised when looking at the equation for 

Economic Value Added (EVA). 

 

EVA = (ROIC - WACC) * Invested Capital

Source: Authors creation, CBS, Apr. 2009

Based on: Petersen, Christian V., Plenborg, Thomas (2007) p 180

Equation 2, EVA

 
 

On the other hand, B&O has in the previous years, managed to create value for its 

shareholders and the latest decrease in ROIC might thus just reflect a general decrease in 

demand for the whole industry and not be specifically related to B&O. In the strategic 

analysis however it was seen that B&O had a wrong product mix and it is  likely that this is 

adding to the fall in ROIC for the latest fiscal year. 

 

4.3.2 Decomposition of ROIC 

ROIC can be decomposed into profit margin and turnover rate, which can help deciphering 

the development in profitability, something ROIC on its own does not explain. 
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Profit margin = (Net income-dividends)/Net Revenue

Source: Authors creation, CBS, Apr. 2009

Based on: Petersen, Christian V., Plenborg, Thomas (2007) p 180

Equation 3, Profit margin

 
 

Turnover rate = Net Revenue/Invested Capital

Source: Authors creation, CBS, Apr. 2009

Based on: Petersen, Christian V., Plenborg, Thomas (2007) p 180

Equation 4, Turnover rate

 
 

The profit margin is thus a measurement tool used to calculate how much profit each unit of 

revenue makes. The turnover rate describes how capital intensive the company is to net 

revenue.  

 

As capital intensive industries can sell their products and services with a high profit margin 

due to the natural barrier of high investment costs, profit margin and turnover rate is generally 

negatively correlated as the above also usually means a low turnover rate. 

 

Figure 10, Profit margin and turnover rate for B&O 
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Source: Author’s creation based on reclassified company data from annual reports 

 

From the figures it is seen that the turnover rate for B&O has been steadily decreasing, while 

the profit margin has been flat for the flat two years of the analysis period, then rising to 

almost 9% and finally falling to under 3%.  
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This low turnover rate for B&O confirms the assumption of B&O being in a capital intensive 

industry with high R&D costs. The decreasing turnover rate also follows the line of B&O 

pursuing a strategy of constant innovation in the luxury technology goods segment, as argued 

in the strategic analysis. The decrease in profit margin is however a bad signal for B&O as the 

company is profiting less on its products, which means added risks for B&O.  

 

In comparison the commercial services has an average profit margin of 4% and a turnover rate 

of 3,0x57. A closer analysis of B&O’s performance in the market will be analysed in relation 

to its peer group in the part section; Peer Group Analysis (section 4.4). 

 

4.3.3 Growth Analysis 

This part looks at the historical growth for B&O. The future growth is derived on the basis of 

these figures, though with higher weight on the figures from the la test annual report due to the 

current global economic crisis. 

 

The performance of B&O includes market growth, the competitive situation and the company 

specific strategy. Growth only adds value if ROIC exceeds WACC, as established in 4.3.1. 

 

Table 6 shows that B&O has had negative growth in both revenue, NOPAT, net income and 

equity from 2006/08 to 2007/08, the most noticeable being NOPAT which has a negative 

CAGR of 20,7% per year. This is especially bad for B&O as it has had an average increase in 

revenue of 2,3% yearly. This indicates that costs have increased more than the revenue. On 

top of that, debt has increased over the years making B&O more risky as a company. 

 

Table 6: Yearly growth/decline rates 

31-maj 31-maj 31-maj CAGR
Growth/decline 2007/08 2006/07 2005/06 04/05-07/08
Revenue -6,5% 3,6% 12,9% 2,3%
NOPAT -71,5% 25,0% 10,9% -20,7%
Net Income -70,1% 26,8% 11,9% -19,3%
Invested Capital 1,6% 14,2% 22,5% 9,2%
Equity -11,8% -3,5% 1,6% -3,5%
NIBD 48,9% 222,7% 185,4% NM  

Source: Reclassified company data from annual reports 

                                                 
57 Elling, Jens O., Sørensen, Ole: Regnskabsanalyse og værdiansættelse, 2005, page 187 
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It appears that B&O has tried to capitalise on the general global economic market boom from 

2005 to 2007 (before the current recession started) as capital investments have increased, 

however the downturn has still led to a decrease in NOPAT. Lastly B&O’s NIBD has 

increased significantly, due to a decrease in cash and cash equivalents and to higher loans. 

 

4.3.4 Risk Analysis 

The purpose of the risk analysis is determining the risks and uncertainties B&O might face in 

the future with regard to its earnings. As investors are assumed to be risk averse, they will 

demand a premium on risks undertaken when investing. The risk premium logically applies 

for both debt and equity holders. The total risk is ROE, which can be divided into operating 

risks and financial risks. 

 

4.3.4.1 Operating risk 

The operating risks can be divided into the following sub-categories; external risk, strategic 

risk and operational risk58. 

 

The external risks were to some extent analysed in section 3.1. Here it was established that the 

economic factors, such as the decrease in consumer purchasing power of the middle-class, 

will have a negative and noticeable effect on the B&O’s revenue. B&O is also subject to other 

external macro-economic factors such as changes in exchange rates.  

 

The strategic risks are dependent on the industry and were analysed in section 3.2. As there 

are few players in the niche market of luxury technology goods, prices are not given by the 

market but can to a large extend be decided by B&O. B&O is dependent on one large sub-

supplier, who is a giant in the technology industry.  

 

The operational risks are specific to B&O and were analysed in sections 3.3, 3.4 and 3.5. 

B&O has built its business on selling luxury technology goods and thus operates in a niche 

market with few direct competitors. The niche market of luxury technology means B&O has 

to stay on the cutting edge both with technology and design, not to loose market share. This 

makes B&O vulnerable to market fluctuations as it will have capital tied up in development 

and research. This however, is no different from its direct competitors. B&O is though more 

                                                 
58 Petersen, Christian V., Plenborg, Thomas, Regnskabs analyse for beslutningstagere (2007) page 227 
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vulnerable than competitors as it is dealing with a weak product portfolio and thus dependent 

on its R&D being efficient as it will otherwise lag behind its competitors. 

 

4.3.4.2 Financial risk 

The financial risks can be divided into the following sub-categories: Financial gearing and 

borrowing characteristics. The financial borrowing is not relevant for B&O at this stage as it 

has just had a share emission which has been subscribed with 50 million DKK more than 

expected. The share emission is therefore expected to bring 450 million DKK to B&O. 

 

The financial gearing (FGEAR) is defined as NIBD to Equity where NIBD is net interest 

bearing debt.  

 

Figure 11, FGEAR for B&O 
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Source: Author’s creation based on reclassified company data from annual reports 

 

Figure 12 shows that the financial gearing of B&O has increased from 2006/07 to 2007/08 

primarily due to a decrease in equity and in cash equivalents. 

 

With the approved share emission B&O is seeking to lower its financial gearing with an 

increase of equity. The aim is to get the equity/total assets up to 0,5 by increasing the equity, 

which consequently will decrease the gearing assuming no new debt is undertaken. B&O is 

however undertaking now debt, which can be seen in the forecasts. This post is based on all 

four of the research reports utilised in this thesis. 
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The largest debt positions B&O holds are other debts in the form of short term debt payable 

within 1 year and long term mortgage and credit debt. The “other debt” is payable in DKK as 

it is made up of primarily on wages and taxes, the debt to mortgage and credit institutions is 

also payable in DKK and thus B&O does not face any exchange rate risk. 

 

In general the higher the gearing the higher the ROE as the risk associated with the higher 

gearing will lead to a higher required return on equity. The higher gearing however is risky in 

a bear market as the interests become harder to pay with less cash flow and new debt becomes 

more expensive59. 

 

In conclusion both the operational as well as the financial risks for B&O are considered high. 

The operational risks are high as B&O currently has an unsatis factory product mix and 

decreasing NOPAT. The financial risks are smaller than the operational risks as B&O has 

successfully done a share emission which more than fulfilled expectations, but still present 

due to the financial situation.  

 

4.3.5 Cash Flow Analysis 

B&O’s cash flow will in the following be analysed to find the performance of the cash 

generation over the past four years. 

 

Table 7, Cash flow performance for B&O 

Group (mio. DKK)

Cash flow statement 2007/08 2006/07 2005/06 2004/05

Cash flow from operating activities 331,8 520,8 394,6 740,1

Cash flow from investment activities -254,3 -378,4 -378,5 -233,4

Cash flow from financing activities -181 -488 -245,5 -247,8

Change in cash and cash equivalents -103,5 -345,6 -229,4 258,9

Cash and cash equivalents 31 May 53,4 156,9 502,5 731,9  
Source: Authors own creation based on cash flow statement 

 

From table 7 it shows that B&O’s cash and  cash equivalents have  been decreasing over the 

entire period of analysis. In basic terms B&O has more cash outflow then cash inflow. So it is 

                                                 
59 http://finance.factexpert.com/527-financial-gearing.php  
    http://www.ft.com ”Gearing levels fall amid fears over risks” 29.04.2005 
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spending more than it generates. This does not necessarily mean it is doing bad business as 

the cash could just be reinvested in projects expected to generate higher cash flow in the 

future. From the figure it shows that the cash flow from operations has been decreasing, 

where the most significant reason is a decrease in net income. 

 

B&O’s working capital is a part of the cash flow from operating activities (see appendix 

11.3.5) and this shows a decrease in working capital over the entire analysed period, though 

still a much larger total current asset base than total current liability base. For now B&O is 

still not in the risk area for bankruptcy, but it is a red flag that net working capital is 

decreasing over the whole period. 

 

The cash flow from investing activities was the highest in the two middle terms, due to larger 

purchases of tangible and intangible assets.  

 

Lastly the financial activities were highest in 2006/07 mostly due to large dividends paid and  

repurchase of own shares.  

 

Overall B&O’s cash flow is not optimal and B&O needs to take a closer look at its expenses 

as it seems to be the biggest inhibition in terms of cash generation.  

 

4.4 Peer Group Analysis 

Many of the financial key figures do not make sense on a stand alone basis but need 

comparison with the peers which B&O compete with. The following will give some average 

comparable key figures based on research reports prepared by institutions following B&O and 

its competitors. 

 

The peer group is based on the most common peer group selected by the institutions 

performing peer group analysis for B&O. Furthermore the selected peer group represents both 

the luxury and technology sectors, both of which B&O operates in.  
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The following have been selected as peer group for B&O: 

 

- Loewe:  Electronics, audio and video 

- Philips: Electronics, audio and video 

- Sony Corp.: Electronics, audio and video 

- LVMH: Luxury goods 

- Hermes Int.: Luxury goods 

 

The above have been selected as they represent both the electronics sector and the luxury 

sector in which B&O is positioned. As the analysis is based on key figures, it is not taken into 

account the differences in which currency the companies report in. 

 

The data used is not directly comparable as the companies do not have the same fiscal year; 

B&O for instance has a fiscal year that runs from 1st of June to the 31st of May and Loewe has 

one that runs from the 1st of January to the 31st of December.  

 

In order to be directly comparable the peer group needs to have the same accounting practises. 

It is assumed that the companies traded on European stock exchanges use IFRS as those are 

the standards required to be used by European law. Sony however obey by US law and use 

GAAP60 and is thus not directly comparable. 

 

Further peer group relevance is conducted in section (6.1.3). 

 

4.4.1 Revenues 

Table 8, Revenue, peer group comparison 

EV Market Cap Share price
Currency 31/09/2009 31/09/2009 31/09/2009 2006 2007 2008

B&O DKK 1.475,0          852,4            71,0        4225,2 4375,7 4092,0
Loewe EUR 68,8               101,5            7,8          341,9 372,5 374,0
Philips EUR 10.689,6        10.226,6       11,1        26682,0 26793,0 26385,0
Sony YEN 2.954.206,1   2.053.283,3  1.998,0   7510597,0 8295695,0 8871414,0
Hermes EUR 8.810,1          9.144,1         87,6        1514,9 1625,1 1764,6
LVMH EUR 27.343,1        22.371,1       47,3        15306,0 16481,0 17193,0

Revenues

 
Source: Author’s creation, using data from FactSet 

  

                                                 
60 General Accepted Accounting Principles 
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The above table shows that B&O, unlike its closets competitor Loewe, has had a decrease in 

revenue. The reason behind could be that Loewe, has managed to take market share from 

B&O due to the poor product portfolio held by B&O. There is no general picture in terms of 

revenue in the technology sector, as two companies have had declines in revenue from the 

previous fiscal year and two have had growth. In the luxury peer group, both companies have 

had growth, thus performing better than B&O.  

 

4.4.2 EBIT margin 

Table 9, EBIT margin peer group analysis 

EV Market Cap Share price
Currency 31/09/2009 31/09/2009 31/09/2009 2006 2007 2008

B&O DKK 1.475,0          852,4             71,0               10,6% 12,2% 4,8%
Loewe EUR 68,8               101,5             7,8                 3,8% 5,3% 7,2%
Philips EUR 10.689,6        10.226,6        11,1               4,1% 6,7% 4,4%
Sony YEN 2.954.206,1   2.053.283,3   1.998,0          4,7% 1,1% 4,1%
Hermes EUR 8.810,1          9.144,1          87,6               26,8% 25,7% 25,5%
LVMH EUR 27.343,1        22.371,1        47,3               20,4% 21,4% 20,8%

EBIT/Revenue

 
Source: Author’s creation, using data from FactSet 

 

More saying than the various revenues for the peer group is the EBIT to revenue margin 

shown in table 9. This margin is useful when comparing companies as it directly shows a 

company’s ability to generate profit. The numbers show that B&O in the past has been better 

than its technology peers on EBIT margin as its margin has been higher. The last year 

however B&O has had a decrease in EBIT margin and it was lower than the margin for its 

direct competitor Loewe. B&O is though still better than Philips and Sony. 

 

On the luxury side B&O is far from its peers as they have EBIT margins of over 20% for 

every year.  

 

For absolute EBIT figures see appendix 11.2 
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4.4.3 ROIC of Peer Group 

The next comparison is on ROIC and the decomposition of ROIC into profit margin and 

turnover rate. 

 

Table 10, ROIC, Profit margin and Turnover rate for peer group. 

2006 2007 2008 2006 2007 2008 2006 2007 2008
B&O 15,6% 17,0% 4,8% 7,0% 8,4% 2,6% 2,2x 2,0x 1,9x
Loewe 8,6% 9,2% 20,3% 1,9% 1,9% 5,0% 4,5x 4,8x 4,0x
Philips 20,0% 16,5% -0,9% 20,2% 15,5% -0,7% 1,0x 1,1x 1,3x
Sony 2,8% 2,8% 7,7% 1,6% 1,5% 4,2% 1,7x 1,8x 1,8x
Hermes 18,0% 18,4% 17,1% 17,7% 17,7% 16,4% 1,0x 1,0x 1,0x
LVMH 11,1% 11,2% 10,4% 12,3% 12,3% 11,8% 0,9x 0,9x 0,9x

Turnover rateROIC Profit margin

 
Source: Author’s creation, using data from FactSet  

 

The latest ROIC figures show B&O to perform worse than its closets competitor Loewe in the 

latest fiscal year and the reason is found in a decrease in profit margin for B&O and an 

increase in the same for Loewe. The turnover rate has been kept more or less constant for both 

B&O and Loewe in the period, but interestingly not at the same level.  

 

From the profit margin it is seen that the luxury companies behave as expected from the 

theory discussed earlier with low turnover rate and high profit margin, which is expected in 

this industry.  

 

From the above it is seen that B&O is placed somewhere in between the profit margin and 

turnover rate as for the technology and luxury sector in relative terms, though with 

disappointing key figures in the latest fiscal year placing B&O in the high risk area. 

 

4.4.4 Financial Gearing 

Table 11, FGEAR for peer group 

2006 2007 2008
B&O 8,5% 28,4% 48,1%
Loewe 15,5% 7,8% 3,7%
Philips 16,8% 16,4% 25,8%
Sony 34,4% 32,5% 31,3%
Hermes 4,8% 6,0% 6,1%
LVMH 50,3% 48,4% 43,3%

FGEAR

 
Source: Author’s creation, using data from FactSet 
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Table 11 shows a mixed picture as half the companies have had an increase in FGEAR, 

meaning a higher NIBD/Equity ratio and half have had a decrease in FGEAR. Looking at the 

growth however no company has had as high consistent growth as B&O and only LVMH 

practise a high gearing. Given the vast increase in gearing for B&O compared to its peers, 

B&O could be loosing control with its debts and this is assessed to add risk to B&O’s share. 

 

4.4.5 Share price Index for technology peers 

Figure 12, Share price index 
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Source: Author’s creation based on historic share price data from datastream 

 

From the share price index graph it is seen that all B&O’s peers have a share price performing 

better than B&O’s, though they are all trading at less than half what they traded at two years 

back. 

 

The graph underlines the previous analysis findings in the peer group comparison as B&O on 

those figures has performed worse than its peers with an unsatisfactory product portfolio and 

this is reflected in the share price. 

 

The decrease in share price for all four companies also supports the general tendency in the 

market where almost every company has faced a decrease in market cap. This has most likely 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

67 

happened as there has been a general run for cash for investors and with a high LIBOR61 the 

cheapest way to extra liquidity was through the stock market.  

 

4.4.6 Peer Group Analysis Summary 

The peer group analysis has shown that B&O is performing worse than its peers on key 

figures and to a larger extend worse than its peers in facing decreases in revenues and EBIT 

margin. 

 

The peer group analysis also showed that B&O being in the niche market of high-end 

technology goods makes it close to impossible to find a compatible peer group to evaluate the 

company against as it is placed somewhere in between technology goods and luxury goods. 

This means that potential multiples are not directly comparable to B&O and can thus not be 

used for valuation, but only for comparison purposes. 

 

Lastly an illustration of share prices evolution of the four technology companies showed that 

even the companies generating growth had seen a decrease in market cap, most likely due to 

the general run for cash and fresh liquidity in the market. 

 

4.5 Conclusion 

Both the income statement and the balance sheet needed reclassification, whereas the equity 

and cash flow statement did not need alterations for the financial analysis. 

 

B&O’s ROIC was calculated to be under 5% for the latest fiscal year, which is a large 

decrease from 16-17% from the previous years. B&O does not disclose its own calculation of 

ROIC, but according to research reports from January ROIC is calculated to lie between 10,2-

16,0%. As the ROIC is based on what is considered invested capital, ROIC can differ 

depending on who does the calculations. The author has unlike B&O also taken “other debt” 

into account as NIBD which gives a lower ROIC compared to the market. 

 

The composition of the ROIC indicated a turnover rate combined of around 2x with a profit 

margin between 9% and 3%. Furthermore both a decrease in turnover rate as well as profit 

                                                 
61 http://www.businessopportunitystartup.com/blog/fall-in-libor-bodes-well-for-global-economy/ 
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margin contributed to the decrease in ROIC for the year 2007/08 where the lowest points 

were observed for both the figures. 

 

The risk analysis showed that B&O has a high-risk-profile with a general increase in FGEAR 

and decrease in NOPAT. The risk is primarily driven by the operational risks which are 

considered high due to an unsatisfactory product portfolio. The financial risks are analysed to 

be less risky compared to the strategic risks, but more risky than compared to the chosen 

peers. In general the peer group including B&O has had increased risks attributable to the  

economic crisis. 

 

The peer group comparison showed B&O performing worse than its closest peer Loewe on all 

aspects looked upon for the latest fiscal year. B&O also has weaknesses compared to its peers 

in the technology and luxury group. The underperformance has been reflected in a share price 

drop by more than its peers when looking at an index over two years. 
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5 Prognoses and Budgets 

This section uses the strategic as well as the financial analysis conducted in section 3 and 4, to 

forecast the market situation for the next four years for B&O (short-term), after the four years 

consistent growth rates (long-term, terminal) are used as it is too unpredictable to forecast 

more specifically as to individual outlook per year. A drawback of the short forecast is the 

assumption of a steady state following the four years in the terminal period as this gives a 

very high emphasis on steady state which can only be guessed upon. This is however assessed 

to be the best practice for this thesis. 

 

5.1 Forecasts  

The strategic forecast has uncertainty attached to it as it depends on future development of 

micro and macro economic factors. The forecast aims to give as realistic as possible outlook 

for the future of B&O. However, not all uncertainties can be mitigated and uncertainty 

especially to when the financial crisis is over can only be guessed upon. Hence the forecast is 

made on a deemed most likely scenario. 

 

The first four years of the forecast (2009-2012) is based on an assumption that the financial 

crisis has hit the bottom by winter 2009 and hence that markets will start climbing upwards 

after that also increasing the demand for B&O products, though in a slow pace and not reach 

stability till after 201262 (terminal period).  

 

5.1.1 Strategic Forecast 

The strategic analysis forecasts that the main issue for B&O is whether or not it will manage 

to structure a better product portfolio. In the author’s opinion B&O is on the right track with 

streamlining the product line and focusing on the core business. B&O however has been slow 

in recognising this error and is likely to suffer from this in the near future.  

 

From the strategic analysis it is also shown that the supporting activities with enterprise 

projects and CarFi will continue to bring value added to B&O as these are based on long term 

contracts which are likely to bring more business to B&O.  

                                                 
62 http://www.erhvervsbladet.dk “Krisen vender hurtigst I USA” 20.3.2009 
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In the forecast it is assumed that the hurdle with the problematic product portfolio is solved by 

mid 2010 where B&O is likely to have had time to phase in the improved portfolio. B&O is 

also expected to be negatively affected by the global financial crisis in the near future. 

 

5.1.2 Financial Forecast 

The financial forecast is like the strategic forecast vitiated with uncertainties primarily due to 

the economic downturn. The forecast is made on the basis of the author’s own findings in the 

financial and strategic analysis as well as on research reports made by established institutions 

following B&O. 

 

5.1.3 P&L Forecast 

The income for B&O is due to the financial crisis forecasted to have negative growth for the 

year 2008/09 and 2009/10 and then small increase in growth prospects after that assuming 

that B&O has had time to phase in its improved product portfolio and a better market outlook.  

 

Table 12, Author’s forecast for B&O 

Income statement forcast

(mio DKK.) 07/08R 08/09E 09/10E 10/11E 11/12E Terminal
Net Revenue 4.092,0 3.109,9 3.172,1 3.299,0 3.562,9 3.652,0
Production costs -2.200,0 -1.760,0 -1.830,4 -1.867,0 -1.960,4 -2.019,2
Gross profit 1.892,0 1.349,9 1.341,7 1.432,0 1.602,6 1.632,8
EBITDA 493,9 -366,3 193,1 387,1 460,6 473,1
Depreciation -299,2 -274,1 -253,8 -237,5 -224,7 -231,5

EBITA 194,7 -640,3 -60,7 149,5 235,9 241,6
Amortisation 0,0 0,0 0,0 0,0 0,0 -1,0
EBIT 194,7 -640,3 -60,7 149,5 235,9 240,6
Net financing -29,8 -30,7 -31,6 -32,6 -33,5 -34,5
Associated companies -11,2 0,0 0,0 0,0 0,0 0,0

Ord. res. Before tax 153,7 -671,0 -92,3 117,0 202,4 206,1
Extra ord. posts 0,0 0,0 0,0 0,0 0,0 0,0
Result before tax 153,7 -671,0 -92,3 117,0 202,4 206,1
Tax -41,4 167,8 22,6 -29,8 -51,4 -51,5
Res. before minorities 112,3 -503,3 -69,7 87,2 151,0 154,6

Minorities -7,6 -7,6 -7,6 -7,6 -7,6 -7,6
Result for the year (Net income) 104,7 -510,9 -77,3 79,6 143,4 147,0
EPS 9,2 -42,3 -6,4 6,6 11,9 12,2  
Source: Author’s creation, based on strategic and financial analysis and forecasts made by 

Jyske Bank, Capinordic and Goldman Sachs 

 

The analysis is based on a mix of assumed gross profit/sales, EBITDA/Sales and EBIT/Sales 

and forecast based on qualitative value drivers. 
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From the forecast it is predicted that B&O will have negative results for first two years.  

 

Posts like associated companies, extra ordinary posts and minorities have been deemed too 

insecure and minor to be given any value and are thus in the forecast set equal to zero. 

 

B&O itself forecasts a negative profit before tax of 510 million DKK for the year 2008/0963. 

B&O estimates a break-even for the FY of 2009/10 based on net revenues of 3.200 million 

DKK. The author agrees with the forecast of profit before tax of a loss of 510 million DKK. 

 

The author believes that the forecast made by B&O is based on too positive assumptions for 

2009/10. The reason behind, is that B&O has seen a decrease in B1 shops which account for 

most of the revenue, hence the required increase in profit per B1 shop has gone up and the 

projection of 20% increase in shop revenue seems unattainable, leading to the difference in 

forecasts made by B&O and the author64. 

 

With regard to taxation it is analysed that the company tax of 25% does not differ from the 

effective tax rate. 

 

5.1.4 Balance Sheet Forecast 

The balance forecast for operational and financial assets and liabilities is like the income 

forecast based on research reports as well the strategic and financial analysis performed. 

 

Table 13, Balance forecast for B&O 

Balance 07/08R 08/09E 09/10E 10/11E 11/12E Terminal

Total assets 2817,3 2670,7 2602,6 2588,7 2791,2 2827,0
Working capital 771,50 703,1 703,7 855,5 993,7 1.023,5
Invested Capital 2194,1 2121,5 2095,7 1837,2 1808,9 1731,2

Net operationel assets 1.686,60 1.601,6 1.510,5 1.450,2 1.395,8 1.388,3
Net financial liabilities 201,0 466,7 424,5 266,3 -51,0 -71,8
Minority Interests -7,60 -7,6 -7,6 -7,6 -7,6 -7,6
Equity 1485,6 1134,9 1086,0 1183,9 1446,8 1460,1
NIBD 708,50 986,6 1.009,7 653,2 362,1 271,0
FGEAR 0,48 0,87 0,93 0,55 0,25 0,19  
Source: Author’s creation, based on strategic and financial analysis and forecasts made by 

Jyske Bank, Capinordic and Goldman Sachs 

                                                 
63 http://www.reuters.com ”Update 3 – Denmark’s B&O posts loss, cuts FY outlook” 14.04.2009 
64 Based on calculation of increase in sales per B1 shop to attain goal, assuming the shops still account for 81%    
    of sales  
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The working capital is forecasted to decrease in the next two years as current liabilities 

increases by more than the current assets; this is due to the fact that same of the current 

liabilities are harder to adjust in the short run and furthermore B&O is expected to invest in 

the R&D etc which will also increase current liabilities. The total assets are also forecasted to 

decrease, especially as accounts receivables are decreasing over the next two years. 

 

As can be seen it has been forecasted that there will be a drop in equity held by B&O caused 

by a decrease in operational assets as well as a decrease in financial liabilities. 

 

Table 14, Balance forecast for B&O, Growth rates 

Balance 2009 2010 2011 2012 Terminal

Total assets -5% -3% -1% 8% 3%
Working capital -9% 0% -22% 16% 3%
Invested Capital -3% -1% -12% -2% 3%
Net operationel assets -5% -6% -4% -4% 3%
Net financial liabilities -132% 9% 37% 119% 3%
Minority Interests 0% 0% 0% 0% 3%
Equity -24% -4% 9% 22% 3%  
Source: Author’s creation based on table 11 

 

Looking at the growth rates the most volatile are working capital, net financial liabilities and 

equity. This corresponds well with the outlook for the next four years, which are driven by 

turmoil and are thus likely to experience instability. As can be seen the terminal growth rate 

has been set to 3%, the reason behind this is that B&O is assumed to grow with the market 

when markets stabilise and start growing again.  

 

5.1.5 Cash Flow Forecast 

The cash flow is derived from posts from the balance, equity statement and the income 

statement and does as such not carry any forecasting variables.  

 

Though all of the posts in the cash flow derive from other statements, it has been deemed 

necessary to make assumption straight into the forecast as some of the posts are only dealt 

with specifically in the cash flow forecast. 

 

The capital expenditure is assumed to be downward sloping as B&O is not expected to invest 

heavily in new capital. The acquisitions on the other hand are assumed to be decreasing the 
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first two years and then increase due to expected decrease and following increase in the net 

purchase of intangible assets. The dividends paid is based on a no-dividend policy in the years 

of negative returns and subsequent a dividend of 2 DKK pr 10 DKK nominal share for 

2010/11 and 7 DKK pr 10 DKK nominal share for 2011/12. 

 

Finally the other financing cash flow for B&O in year 2008/09 is for the assumed share 

emission of 450 million DKK. 

 

Table 15, Cash flow forecast for B&O 
Cash flow from operations 07/08R 08/09E 09/10E 10/11E 11/12E Terminal

Net income 104,7 -510,9 -77,3 79,6 143,4 147,0
D&A add-back (incl. ESO) 299,20 274,07 253,79 237,54 224,72 232,46
Minority interest add-back 7,6 7,6 7,6 7,6 7,6 7,6
Net (inc)/dec working capital -22,20 -68,4 0,6 151,8 138,2 29,8
Other operating cash flow -57,5 0,0 0,0 0,0 0,0 1,0

Cash flow from operations 331,80 -297,6 184,7 476,5 513,9 417,8

Capital expenditures -190,4 -156,1 -143,6 -136,5 -131,0 -127,1
Acquisitions -63,90 -70,3 -75,9 -73,6 -71,4 -69,3
Divestitures 0,0 0,0 0,0 0,0 0,0 0,0

Others 0,0 0,0 0,0 0,0 0,0 0,0
Cash flow from investing -254,3 -226,418 -219,6 -210,1 -202,4 -196,4

Dividends paid (common & pref) -247,7 0,0 0,0 -24,2 -84,6 -120,8

Other financing cash flows 66,70 450,0 0,0 0,0 0,0 0,0
Cash flow from financing -181,0 450,0 0,0 -24,2 -84,6 -120,8
Total cash flow -103,5 -74,1 -34,9 242,3 226,9 100,7
Cash and cash equivalents 1 June prev. year 156,9 53,4 -20,7 -55,5 186,7 413,6
Cash and cash equivalents 31 May 53,4 -20,7 -55,5 186,7 413,6 514,3  
Source: Author’s creation, based on strategic and financial analysis and forecasts made by 

Goldman Sachs 
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6 Valuation 

Having established the forecasts, the valuation can be done. There are however many 

alternatives to make a valuation, each with different emphases and different outcomes. 

Therefore this section starts with a clarification of what models exist and what the pros and 

cons are. Based on the clarification the preferred models are selected. 

 

Subsequently the valuation is made on the basis of the forecasts and the chosen models and 

the estimated target price is compared with the observed share price in the market. 

 

As the valuation is sensitive to the input variables primarily due to insecurity in the forecast 

this section ends with a sensitivity analysis. 

 

6.1 Valuation Methods  

Figure 13, Valuation models 

 

Valuation models

NPV based
Relative 
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Liquidation 

based
Option based

Dividend P/E Short run

Cash flow
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EV/EBIT

Earning-
capitalisation

Long run

EV/Sales

 
Source: Authors creation, April 2009, CBS, translated from Petersen, Christian V., Plenborg 

Thomas. (2007) page 26. 
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There are four different types of valuation methods. When choosing a valuation method, not 

only the ability to provide fundamental valuation is important, but also the provision of 

usability of the end result of the valuation is significant to reach a solution which can be 

useful to the investor. 

 

The fundamental of a valuation is comprised in the precision and conditions of the model.  

Without a thorough fundamental valuation, the likelihood of making wrong investments 

increases. The usability comes second and is not directly linked to the models, but to their 

limitations. The usability is self-evidently important when choosing a valuation method. 

Furthermore a model should be simple, not be resource intensive and be understandable. 

 

Analysts preferred choice 

Looking at a selection of institutions following B&O the preferred choice of valuation is 

described in the table below 

 

Table 16: Selected analysts preferred practise 

Selected analysts preferred practise

Preferred valuation 

Goldman Sach P/E, EV/EBIT, EV/Sales, EV/EBITDA, 
EV/EBITDAR, P/Book

Capinordic P/E, EV/EBIT, EV/Sales, EV/EBITDA, K/I

Jyske bank P/E, EV/EBITDA

Carnegie P/E, EV/EBITDA DCF

Tangible book value per share

Preferred absolute valuation

DCF

DCF

 
Source: Author’s creation, April 2009, based on research reports 

 

As it can be seen the preferred method to value B&O is the DCF method why this will be 

used in this thesis. Furthermore multiples are widely used in practise and will thus also be 

provided here. 
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6.1.1 Net Present Value Based Valuation Methods  

The methodology underlying the NPV based valuation is discounting future cash flow with a 

discount factor which reflects the underlying risks and thus represents the required return for 

the shareholders65. 

 

As it is close to impossible to forecast to infinity a terminal value is estimated which forecasts 

the expected growth after the budget period. 

 

In a normal market with small fluctuations the terminal value can be derived using historical 

key figures. In a highly fluctuating market however the historic figures are not necessarily 

usable as they do not represent a stable market. In B&O’s case for example the analysed 

picture for B&O would be a negative growth value, therefore the author has chosen a terminal 

value of 3% which includes general expected inflation of 1-2% and a premium as B&O is 

expected to regain some value as markets rise again in the future. 

 

The EVA model is subsequently used to measure B&O’s future financial performance and 

estimate the true economic profit of the company. 

 

This thesis will use DCF and EVA valuation as they adhere by the fundamental demands for a 

valuation. Furthermore they both give an exact estimate of the price of B&O and are generally 

accepted for their accuracy in practical use as well as in theory. Lastly the DCF model meets 

the requirements of easy usability and transparency. 

 

The strength of the DCF is that it works irrespectively of the accounting standards. It works 

on the basis that all liquidity is either paid out to the company’s investors or reinvested in the 

company’s projects with a NPV of zero, this assumption ensures that the required return 

maintain the same whether the cash is paid out or not. 

 

The DCF model is flawed as it is based on free cash flow; hence the value of a company will 

increase if capital expenditure decreases or the company postpones capital expenditure. This 

is unfortunate as that means that management can embellish the outlook of the company. The 

flaw however can be mitigated by providing the right input to the model. 

                                                 
65 Petersen, Christian V., Plenborg, Thomas, 2007, page 26 
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Another drawback is that the DCF works best when there is a large degree of confidence in 

the forecast – hence a DCF needs to be done on a regular basis as inputs are bound to change 

over the cause of time. The model is very sensitive to having the right discount rate (WACC) 

and growth forecast.  

 

Lastly the DCF is not suitable for measuring performance for a single year as it is based on 

free cash flow. The EVA is better at fulfilling this task. 

 

EVA is also sensitive to WACC and growth rate and it is also largely dependent on having a 

correct terminal value. 

 

To compensate for the drawbacks of the used methods a sensitivity analysis is provided after 

the valuation. 

 

6.1.2 Relative Valuation Models 

The peer group comparison is made on the basis of multiples for the peer group and B&O. 

The relative valuation would if utilised be constructed as shown in the following equations: 

 

 
 

Relative valuation models are used as they are easy to make and understand. The method is 

used to determine whether a company is over- or undervalued relative to its peers. 

 

There is however some drawbacks to the model as it is based on snapshots taken on a specific 

period. They do not assume discrepancies in the performance evolution of compared 
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companies. Furthermore a relative valuation assumes that the peer group is almost exactly the 

same as the target company and that the only variable is fluc tuations in the market which is 

naturally not the case in general. Due to the above important issues regarding the chosen peer 

group are identified. 

 

6.1.3 Peer Identification Methodology and Issues  

In order to have a useful peer group analysis, the peer group should be directly comparable to 

B&O. As can be seen from the chosen peers, this has not been possible except for Loewe 

which can be reasonable expected to be directly comparable in size, market and product 

portfolio. The other companies differ from B&O in size, target market and product portfolio. 

They have however been chosen to help give a broader picture of B&O’s situation. 

 

Another issue is that the peer group is assumed to have a correct market capitalisation, hence 

there is an implicit assumption of market efficiency and therefore that B&O should also be 

correctly priced. The above creates a paradox as this thesis is based upon a flawed market 

valuation of B&O and thus an inefficient market pricing. 

 

Due to the latter issue, valuation using multiples is best applied when valuing non-public 

companies. The conclusion to the above is that the peer available is inadequate to be used for 

a valuation; however it is useful to make a general comparison and through that get more 

clarification on B&O’s situation and performance.  

 

6.1.3.1 Using multiples, best practice 

Applying multiples is relatively straight- forward in valuations and comparisons. However 

there are a certain number of best practices which should be followed none the less66: 

- Choose comparables with similar prospects for ROIC and growth 

- Use multiples based on forward looking estimates 

- Use enterprise value (EV) multiples based on EBITA to mitigate problems with 

capital structure and one-time gains and losses 

- Adjust the enterprise-value multiple for non-operating items, such as excess cash, 

operating leases, employee stock options, and pension expenses  

                                                 
66 Source: Koller, Goedhart and Wessel. Valuation – Measuring and Managing the value of Companies, page  
    376 
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Additionally to the best practise it is deemed important to base the multiples on several years 

due to market fluctuations, as it can help detect if there are any inconsistencies in any one 

year.  

 

As mentioned above, the current market crisis, using multiples might not give as clear a 

picture as when applied in more stable times, furthermore the peer group is not optimal due to 

the niche market and thus few close competitors. Hence the multiples used in this thesis will 

only be used as a supporting tool and will not be the direct foundation for a valuation. With 

EV being based on share price, the large decreases in share price over the last year will have 

let to significantly lower multiples for EV/EBIT, EV/Sales and EV/EBITDA compared to 

previous years and thus possibly leading to the creation of an incomplete picture as the EV is 

kept constant on the 31st of March. 

 

6.2 Key Figures  

To make use of the projections, the WACC for B&O needs to be calculated to get a discount 

rate for future earnings. This estimation is used in section 4 to establish whether B&O has had 

economic value added to its ROIC. The EVA is used to establish whether or not B&O is 

creating value to its share holders and ultimately if the share should be bought, held or sold. 

The equation for the WACC is given below: 

 

WACC = E/V * Re + D/V * Rd * (1 - Tc)

Source: Authors creation, CBS, Apr. 2009

Based on: http://www.investopedia.com/terms/w/wacc.asp

Equation 7, WACC

 
 

6.2.1 BETA 

The primary task for calculating the WACC for B&O is to establish how risky the company 

is. This risk is later to be used in pricing the required interest on equity for B&O. The risk of a 

company is given by its beta value, where a beta value of one suggests volatility equal to the 

general volatility of the entire market and a volatility of zero is the volatility of a risk free 

investment. For simplicity I have chosen to use a beta calculation from a research report from 

19th January 2009 from Capinordic that covers B&O. The beta is here found to be 1,3 which 
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is coherent with the previous analysis that B&O should be in the high risk area. The beta 

however might in this case even be set a little too low considering the expected increase in 

NIBD to equity in the near future. The sensitivity analysis will therefore deal with the 

implications should the risk for B&O be higher than what is used for finding the fair value of 

B&O in this thesis. 

 

6.2.2 Calculating of Re 

To calculate the WACC the required interest rate on equity can be found by also using the 

risk free rate, the risk premium and the company tax rate.  

 

The interest rate on equity is found by the following: 

Re = Rf + beta * (Rm - Rf)

Source: Authors creation, CBS, Apr. 2009

Based on: http://www.investopedia.com/terms/c/capm.asp

Equation 8, Re

 
 

6.2.2.1 Risk free rate 

Given the beta, the next step is finding the risk free rate. In reality however there is no such 

thing as a risk free rate; the closest approximation is using government bonds. For this 

calculation I have chosen to use an average of the 10 year and 30 year Danish government 

bond as the risk free rate since the Danish government is expected to have minimal risks of 

defaulting. The risk free rate is in that case found to be (4% + 4,5%)/2 = 4,25% pr annum.  

 

6.2.2.2 Risk premium 

The risk premium determines the premium given for taking risks. It is defined as the risk 

market rate less the risk free rate (Rp = Rm – Rf), where the market rate is assumed to be given 

for a beta (risk) equal to one. 

 

The risk premium is found in the same research report as the beta value. The risk premium 

used is 4,5%. Looking at the report conducted by PwC in 200767 the risk premium has been 

stable around 4,4 to 4,6 percent verifying the found risk premium. The market however is in 

turmoil and the risk premiums are thus likely to be higher than what is found in reports 

                                                 
67 PriceWaterhouseCoopers 2007, Prisfastsættelse på aktiemarkedet 
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conducted in more stable market situations. Hence the found risk premium is deemed too low 

for this thesis and an additional 1,5% has been added to compensate for the higher risks in the 

market leading to a higher risk premium. 

 

The Re is thus calculated to be: 4,25% + 1,3*6,0% =12,05% pr annum for B&O. 

 

6.2.3 Calculating WACC 

After having calculated the Re, the tax (Tc) for B&O is found to be 25% 68. The interest rate 

on debt (Rd) is found to be 7,1% in the same report as the beta and risk premium. 

 

From the above it is seen that an increase in WACC means a decrease in valuation and an 

increase of risks as that will mean an increase in the interest rate paid on the equity. All else 

held equal the WACC increase as the beta and ROE increase. 

 

The WACC should be based on market value for debt and equity. The equity is directly 

observable through the stock market.  

 

This thesis however is made on the assumption that the va lue given by the market can be 

questioned and it would thus be contradictory to use the market given values. Unfortunately 

the other alternative creates a circular reference as the found value of the equity is used to 

calculate WACC, but WACC is used to calculate the value of equity. 

 

The problem is solved starting with an estimation of WACC using book values. This will give 

an indication of WACC, but as the book value is not consistent with the calculated equity, the 

WACC found using this method will also give an incorrect value. Following iterative 

procedure will run to calculate equity from the found WACC and back, till WACC and equity 

between the two iterations are the same. 

 

The book value of the debt is considered a good approximation for the actual va lue and will 

thus be left as reported by B&O. 

 

Using the above given data and book values gives a WACC of 9,29% 

                                                 
68 http://www.skm.dk/tal_statistik/satser_og_beloeb/368.html 
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With the impending share emission the debt/equity ratio is assessed to fall and thus lowering 

the required return on equity, however the WACC is assumed to remain the same due to the 

current market and new debt undertaken by B&O. 

 

6.2.4 EVA 

The EVA has the last three years looked like the following for B&O with the above calculated 

WACC: 

 

Table 17, EVA for B&O 

31-maj 31-maj 31-maj 31-maj
EVA for B&O 2007/08 2006/07 2005/06 2004/05
EVA -99,06 166,86 118,38 121,79  
Source: Author’s creation using reclassified data for B&O 

 

Because of a WACC exceeding the value of the calculated ROIC B&O fails to generate value 

to its shareholders in the latest fiscal year and instead destroys value. 

 

6.3 DCF and EVA Valuation  

The findings in the DCF and EVA analysis are consistent and are shown below. 

 

Table 18, DCF and EVA valuation results   

DCF valuation March 31, EVA result March 31, 

DKKm 2009 DKKm 2009

+ PV FCFF (short-term): 151,8 # PV EVA (short-term) -885,9
+ PV Terminal 1577,3 # PV EVA (Terminal) 269,8
+ Enterprise Value 1729,0  + Sum PV -616,2
 - NIBD may 31st 2008 708,5  + Invested capital May 31, 2008 2345,3
= Equity value 1020,6 = Enterprise Value 1729,2

= Equity value 1020,7
Price per share DKK 84             Price per share DKK 84               
Source: Author’s creation based on forecast for B&O  

 

The share price value for B&O is found to be 84 DKK which is higher than the observed 

share price for B&O on March 31st 2009 of 71 DKK.  
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This implies, based on the valuation of B&O that the fair value of B&O is 18,3% higher than 

the observed share price. 

 

In the authors opinion the current market valuation does not reflect the full potential of the 

B&O share and has a too negative view of the future for B&O. However the author also 

recognises that the immediate future for B&O is highly insecure mostly due to the 

unsatisfactory product line and the current market situation. According to the author B&O has 

a brighter outlook compared to what the market thinks and will thus give a long term BUY 

recommendation. 

 

6.3.1 Analyst Valuation 

For comparative reasons a sample of research institutions valuations of B&O will be listed to 

assess how different future outlook affect the fair price of B&O. This part is created to give a 

deeper understanding of the insecurity associated with the future faced by B&O. 

 

Unfortunately no institute have made valuation on the same day as used in this thesis and 

therefore the fair values are not directly comparable, however they are assumed to be made on 

the same foundation as this thesis and thus give an indication of how different future outlook 

affect the share price valuation. 

 

Goldman Sachs, 21/01-2009 

Goldman Sachs is valuing B&O to have a fair value of 56 DKK, and thus have a sell 

recommendation. The main driver for Goldman Sachs is a negative growth rate in revenue for 

B&O leading to negative EBIT for the three forecasted years and a subsequent low cash flow. 

The outlook is based on the negative market in general and a specifically prudent valuation of 

B&O assuming a share price equal to tangible book value per share. The company states that 

the key risk to its valuation is not taking into account the possible gains of a better economic 

market as well as an improved product line for B&O. 

 

Capinordic, 19/01-2009 

Capinordic have made a valuation giving B&O a fair value of B&O of 65, thus giving a sell 

recommendation for B&O. The company base its valuation on high insecurity regarding the  

new product line for B&O, which it fears is not going to turn sales around as the main 
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problem regarding the line is the design and not technical or size-related. Hence the long-term 

forecast for B&O is far more negative than the one derived at in this thesis. 

 

Jyske Bank 15/1-2009 

Jyske bank has assessed B&O to have a fair value of 80 DKK. This implies as buy  

recommendation for B&O. However Jyske bank has a reduce short term recommendation 

based on short term pressure on B&O. Jyske bank get to a long-term buy recommendation as 

it has a more positive view of the future compared to the two previous research institutes. 

 

Carnegie 12/1-2009 

The last research institute, Carnegie, has a fair value of B&O of 70 DKK, giving a small sell 

recommendation. The focus is on a weak pipeline and assumed weak key figures for the year.  

 

All in all, three companies out of four have a sell recommendation on B&O and the last has a 

short-term reduce. This signals very little faith in the outlook for B&O even with a share price 

which has decreased about 90% since its peak two years back. 

 

6.3.2 Sensitivity Analysis 

This section aims to analyse the sensitivity associated with the found fair value of the share 

price in this thesis. 

 

The DCF valuation indicated that the terminal value for B&O comprised of approximately 90 

pct. This high percentage is caused by the negative outlook in the forecasting years followed 

by a more stable and positive long-term period. Lastly it has effect on the weight of the 

terminal value when the forecasting period is only four years as in this case. 

 

In the EVA analysis, the short-term forecasting period generates a negative return to share 

holders, so the short term period will over the four years destroy value for B&O shareholders. 

The terminal value however will generate value, but not enough to compensate for the first 

four years. The value holding B&O afloat in the EVA valuation is the invested capital. 
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Table 19, Sensitivity for WACC and Terminal growth 

84,47 2,0% 2,5% 3,0% 3,5% 4,0%

8,1% 113,42 117,95 123,38 130,00 138,22

8,3% 107,11 111,03 115,69 121,32 128,27

8,5% 101,18 104,56 108,55 113,34 119,20

8,7% 95,61 98,50 101,90 105,96 110,89

8,9% 90,35 92,82 95,71 99,13 103,25

9,1% 85,39 87,48 89,91 92,77 96,20

9,29% 80,70 82,45 84,47 86,85 89,68

9,5% 76,25 77,70 79,37 81,32 83,63

9,7% 72,03 73,21 74,57 76,14 77,99

9,9% 68,03 68,96 70,04 71,28 72,73

10,1% 64,22 64,94 65,76 66,71 67,81

10,3% 60,59 61,11 61,71 62,40 63,20

10,5% 57,13 57,48 57,88 58,34 58,86

Terminal growth
 W

A
C

C

 
Source: Author’s creation, CBS, May 2009 

 

The WACC sensitivity analysis shows that the share price is sensitive to WACC as less than 

0,5% change in WACC to either side means a change in value of more than 10%.  

 

The share price is less sensitive to the terminal growth value then WACC. This is interesting 

as the terminal value comprise of so much of the value of B&O. 

 

According to the sensitivity analysis a WACC of around 9,8% would yield a fair value of 71 

DKK per share which is the observable share price. Surprisingly not even a terminal growth 

of zero would entail a value of 71 DKK with the given WACC (see appendix 11.4.2). 

 

As the valuation is sensitive to WACC the decision to keep it constant over time becomes 

more significant in terms of validity of the found fair value.  

 

The WACC is made up of the required return on equity and the risk (beta) of the given 

company.  
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Table 20, Beta and Re Sensitivity 

Beta Share price Sensitivity Re Share price Sensitivity

84,47 84,47

1,00 118,03 39,7% 0,00% 530,12 527,6%

1,05 111,53 32,0% 1,00% 340,49 303,1%

1,10 105,44 24,8% 4,00% 137,69 63,0%

1,15 99,72 18,1% 4,50% 121,44 43,8%

1,20 94,34 11,7% 5,00% 107,43 27,2%

1,25 89,27 5,7% 5,50% 95,22 12,7%

1,30 84,47 0,0% 6,00% 84,47 0,0%

1,35 79,94 -5,4% 6,50% 74,95 -11,3%

1,40 75,64 -10,5% 7,00% 66,44 -21,3%

1,45 71,57 -15,3% 7,50% 58,80 -30,4%

1,50 67,69 -19,9% 8,00% 51,89 -38,6%

1,55 64,01 -24,2% 8,50% 45,62 -46,0%

1,60 60,49 -28,4% 9,00% 39,90 -52,8%

1,65 57,15 -32,4% 10,00% 29,83 -64,7%

1,70 53,95 -36,1% 11,00% 21,25 -74,8%  
Source: Author’s creation, CBS, May 2009 

 

From the above table it is seen that the share price is highly dependent of the chosen risk and 

Re. An Re of the suggested 4,5% instead of 6,0% would have yielded a fair share price of 121 

DKK per share, 44% higher than the found share price. 

 

The constant beta used for the forecasting assumes constant risk over time. Given the current 

market situation it is likely that the risk of B&O is higher in the more immediate future and 

then decrease as markets stabilise. Increased systematic risk is according to the sensitivity 

analysis lowering the expected fair value of B&O.  

 

As the analysis for B&O has not been divided into segments, no further sensitivity analysis 

has been conducted. The fair value of B&O is however, very likely sensitive to the growth 

prospects for its different segments such as CarFi and Enterprise. Unfortunately the specific 

area figures are not disclosed by B&O and a more detailed sensitivity analysis on those areas 

would be based on weak assumptions. 

 

For further insights into sensitivity see appendix 11.4 
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6.4 Multiples Comparison  

This section is based on the peer group of B&O identified in previous sections. The section 

identifies key ratios most commonly used for comparison purposes. 

6.4.1 Peer Group Multiples 

The comparison is made up into three groups; 1: Direct competitor, 2: Technology, 3: Luxury 

goods. 

 

Table 21, Peer Group Multiples 
EV Mkt Cap

Currency 31/09/2009 31/09/2009 2006 2007 2008 2006 2007 2008 2006 2007 2008
B&O DKK 1.475,0          852,4            3,3x 2,8x 7,5x 2,7x 2,3x 4,2x 0,3x 0,3x 0,4x
Loewe EUR 68,8               101,5            5,4x 3,5x 2,6x 5,4x 3,5x 2,6x 0,2x 0,2x 0,2x
Philips EUR 10.689,6        10.226,6       9,7x 5,9x 9,2x 8,5x 5,4x 7,0x 0,4x 0,4x 0,4x
Sony YEN 2.954.206,1   2.053.283,3  8,4x 32,0x 8,1x 7,7x 23,5x 7,3x 0,4x 0,4x 0,3x
Hermes EUR 8.810,1          9.144,1         21,7x 21,1x 19,5x 21,7x 21,1x 19,2x 5,8x 5,4x 5,0x
LVMH EUR 27.343,1        22.371,1       8,8x 7,7x 7,7x 8,8x 7,7x 7,4x 1,8x 1,7x 1,6x

EV/EBIT EV/EBITDA EV/Sales

 
Source: Author’s creation based on data pulled from FactSet 

 

From the above table  it is seen that the only direct comparable is Loewe in terms of size. The 

other companies have merely been added for comparison reasons and as can be seen they 

trade at larger multiples compared to B&O for EV/EBIT and EV/EBITDA multiples.  

 

Keeping EV fixed on the 31st March 2009, the increase in multiples for EV/EBIT, 

EV/EBITDA and EV/Sales for B&O directly means that EBIT, EBITDA and Sales has 

decreased which is consistent with the findings in the peer group analysis in section 4. 

Interestingly the conglomerates trade at much higher multiples than B&O and Loewe, 

indicating a general higher expectation of the performance and growth of these companies. 

 

The multiples for EV/Sales in the technology industry are very much the same for all four 

companies, so the difference for B&O to its technology peers is most likely found in the EBIT 

and EBITDA. For simplicity only EBIT will be dealt with in this thesis. 

 

For the EV/EBIT the formula below can be used to calculate the size multiple 69: 

                                                 
69 The book uses EBITA, but as B&O has no amortisations EBITA equals EBIT. 
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EV/EBIT = ((1-T)*(1-g/ROIC))/(WACC-g)

Source: Authors creation, CBS, Mar. 2009

Based on: Koller, Goedhart and Wessels (2007) p 364

Equation 9, EV/EBIT

 
 

By plotting the variables into this formula, B&O should be trading at an EV/EBIT multiple of 

around 6x. The difference between the observed multiple and  the calculated one can most 

likely be attributed to a too low expected growth for B&O by the author or/and a too low 

calculated ROIC. 

 

A sensitivity analysis shows70 that the low ROIC is more likely the cause of B&O having 

smaller multiples compared to its larger peers. 

 

Lastly the EV/Sales is compared and surprisingly all the technology companies trade for less 

than what they have in revenues. The reason for this is to be found the variables used. The EV 

is made up of market cap, debt, minority interests and preferred shares; hence EV measures 

how the company is expected to perform in the future, whereas sales is a figure given in the 

income statement. As the market is in need of cash and an easy way is through the stock 

market that will have driven the market cap down and with it the EV, at the same time the 

immediate future is facing a recession both driving EV down. 

 

6.4.2 Multiples for Valuation 

When using multiples for valuation, more than one year should fo rm the basis for the analysis 

as that will make it easier to spot any possible abnormalities for the companies analysed. One 

such abnormality could be for Sony’s EV/EBIT and EV/EBITDA for the year 2007 as that is 

a lot higher that the other years. The multiples for the years 2006 and 2008 are here assumed 

to be more in line with normal for Sony. 

 

Multiples can as described earlier be used for valuation; this however, is predominantly used 

for valuing unlisted companies. Unfortunately using multiples for valuation would not make 

sense in this case as the peer group is simply not comparable enough to B&O. Only Loewe 

                                                 
70 See appendix 11.4 
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lives up to the requirements of a close comparable and one company is not enough for a 

useful analysis. 

 

In the case of the EV/sales the peer group for electronics seem to be trading at the same 

multiples; unfortunately this is not useful information as that is the only similarity in multiples 

and that in itself does not make up for the lack of comparability in the peer group. 

 

Should a valuation have been conducted then it should be done according to forecasted values 

as research shows that those outperform historic values71. 

 

6.5 Conclusion 

The DCF and EVA valuation, both based on the NPV, indicate a higher fair value for B&O 

on a stand alone basis on the 31st March 2009 for B&O than what could be observed in the 

market for the same day.  The DCF and the EVA valuation both gave a share price of 84 DKK 

per share for B&O whereas the market had valued it to be 71 DKK per share. 

 

The reason for the deviation from the share price is affected by many variables, but it is not 

possible to say exactly what the biggest reason for the deviation is, however, giving the size, 

it is most likely caused by a more positive future out-look by the author for the product line 

than what is generally expected in the market for B&O. 

 

The multiple comparisons of B&O showed that B&O is trading around the same multiples as 

its closets competitor, Loewe, when looking at the EV/EBIT, EV/EBITDA and EV/Sales. The 

comparison also showed that there is no comparison in multiples with the other competitors in 

the peer group as they are not comparable enough. The lack of comparability is also the 

reason for not using the multiples for a valuation of B&O as that would be conducted on 

misleading grounds. 

                                                 
71 Koller, Goedhart and Wessels, page 369 
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7 Final Conclusion 

The primary goal of this thesis was to identify the fair value of B&O’s equity on the 31st 

March 2009 on a stand-alone basis. To reach an appropriate forecast for B&O, extensive 

strategic and financial analysis was conducted and used as the fundamentals for the 

forecasting for B&O and subsequent valuation. 

 

Strategic 

On a macro economic level, B&O was analysed briefly and it could be established that B&O, 

like the entire world, is affected by the global economic turmoil. In this market the rich- and 

middle-class are loosing wealth and this is analysed to have a negative impact on B&O’s sales 

in the near future as average spending decreases. 

 

Furthermore B&O is more specifically affected on its income as one of its biggest markets, 

the United Kingdom, has seen its currency weakening against the Euro and B&O is therefore 

facing increased currency risks. The general macro economic outlook for B&O is that the 

company will be negatively affected in the short term. 

 

On an industry level, B&O was analysed using Porters Five Forces. B&O operates in a niche 

market of the home technology industry and has as such only a few direct and comparable 

competitors. There are however many providers of the same type of products B&O provide, 

when taking into account substitutes in all price ranges and so B&O is facing hard 

competition from its rivals.  

 

It is further analysed that the industry is unlikely to have any significant threat of substitutes 

for its products as there are no obvious choice of alternative. If however B&O is seen as a 

luxury provider and the products it sells is only a luxury commodity then the possibility of 

getting a good with equal signalling power increases vastly. Adding the B2B prospects to the 

industry analysis, it shows a neutral short-term future for B&O with both strengths and 

weaknesses. 

 

The company analysis was conducted using Ansoff’s Growth Matrix and Porter’s Value 

Chain. The company analysis showed B&O to be an overall well run company, though with 

some strategic weaknesses in terms of drop in number of B1 stores where most of the sales 
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for B&O come from and the a high percentage of sales generated in only three countries. The 

most profound weakness for B&O was to be found in an inadequate product portfolio which 

had not managed to be what the market was requesting. 

 

On the positive side, B&O has a very close cooperation between its design and technical 

development teams and the company has a well functioning value chain supporting its 

position as a high-end luxury commodity with its extensive service provision. 

 

The strategic analysis for B&O was concluded with a SWOT analysis and the overall findings 

were a negative short term outlook for B&O primarily driven by the negative macroeconomic 

outlook for the industry and an insufficient product portfolio, though with long term 

possibilities provided the company could get its product portfolio back on track. 

 

Financial 

The purpose of the financial analysis was to determine the financial historical key figures for 

B&O and determine what the trend in the various value drivers had been historically. 

 

The data material used for the analysis was first analysed to identify any items preventing the 

performance of a useful analysis. Subsequently a reclassification of the income statement as 

well as the balance sheet was necessary to identify the value drivers for B&O. 

 

The ROIC for B&O showed a decrease in the most recent fiscal year from 17% to 5%. The 

ROIC was broken into turnover rate and profit margin and here it became evident that the 

decrease in ROIC was driven by a decrease in both turnover rate and profit margin though 

mainly by the latter which saw a decrease from 9% to 3%.  

 

The FGEAR showed a large increase through the entire analysed period peaking in 2007/08 at 

almost 0,5. The increase in FGEAR was led primarily by an increase in NIBD, and only to a 

small extend on a fall in equity. 

 

The EVA calculation showed negative value creation for B&O in the latest fiscal year, 

underlining the effect the recession and inadequate product portfolio has had on B&O. The 

EVA however also showed that B&O in the past had been capable of creating value for its 

shareholders. 
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The revenue generated by B&O has likewise been decreasing in the latest fiscal year 

compared to previous years. The fall in revenue combined with steady production costs has 

led to a decrease in net income for B&O.  

 

The cash flow analysis showed a decrease in cash available for the entire period. 

 

The peer group comparison revealed that B&O is loosing grounds to its closets competitor 

Loewe on all important key figures.  

 

Valuation 

The valuation is conducted using DCF and EVA valuation as that has been the general 

preferred choice of methodology by the industry regularly performing valuations of B&O, 

furthermore they both proved to best live up to the requirements of a useful valuation. Both of 

the preferred models are based on NPV and are as such by and large sensitive to some of the 

same input variables such as WACC and beta. 

 

The cash flows were discounted using WACC. The required return on equity was made on the 

basis that the CAPM holds, using two government bonds as a proxy for the risk free rate and a 

risk premium taking the into account the instability in the market. WACC was estimated to be 

9,29%. As WACC was used to estimate the equity for the beginning of the period and equity 

was used to calculate WACC a circular reference appeared. This was solved using an iterative 

solution. 

 

The forecast period was chosen to be four  years as further out in the future would be too 

unpredictable in this global economic crisis, though this is most likely too short a period to 

ensure a completely steady state for the terminal period, this is however still assumed despite 

of the heavy weight on the terminal period for the found share price. 

 

Qualitative and quantitative research made up the foundation of the forecast and subsequent 

valuation. The findings were a deep world crisis making B&O a risky investment with highly 

uncertain outlooks for the future. This combined with a poor product portfolio gave a negative 

short-term outlook for B&O for the first two periods. The streamlining of B&O’s business 

combined with the assumptions that the financial crisis will improve gives a more positive 

outlook for the last two periods of the forecast. 
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The fair value for B&O’s equity as of 31st March 2009 on a stand-alone basis was found 

to be 84 DKK per share. 

 

The share price is to be seen in relation to the observed share price of 71 DKK per share and 

this gives B&O a BUY recommendation according to the findings of this thesis. 

 

Following the valuation a sensitivity analysis was conducted to verify the findings and 

determine how small changes in key variables would affect the estimated fair value. The 

analysis showed that the fair value is sensitive to WACC, beta and growth. Deciphering the 

WACC showed very high sensitivity towards Re as a 0,5% in either direction gives a change 

in share price of more than 10%. Even though the share price is also sensitive to growth, it is 

much less so then to WACC and beta. 

 

Lastly a multiple comparison was made to evaluate how B&O is performing compared to its 

peers. The peer group analysis showed that B&O and Loewe are trading at multiples smaller 

than the conglomerates in form of Sony and Philips when looking at EV/EBIT and 

EV/BITDA and at around the same multiples for EV/Sales. The peer group comparison in 

general showed that B&O performed the worst on important key figures such as EBIT, 

EBITDA and Sales indicating higher risk for B&O compared to its peers. Furthermore B&O 

had one of the highest FGEARs adding to its risk.  

 

The peer group comparison is due to lack of comparability in terms of important aspects such 

as size, markets and products not comparable enough to use the data found for a valuation of 

B&O. Similarly the figures used in the comparison and the subsequent findings, should be 

used with care. 

 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

94 

8 Index of Figures 

Figure 1, B&O and C20 share price index................................................................................. 7 

Figure 2, Structure and Methodology ...................................................................................... 12 

Figure 3, Company Diagram.................................................................................................... 20 

Figure 4, Geographical segmentation....................................................................................... 26 

Figure 5, Czeck Koruna to the Danish Krone .......................................................................... 30 

Figure 6, Porters Five Forces ................................................................................................... 31 

Figure 7, Ansoff’s Growth Matrix ........................................................................................... 39 

Figure 8, Porter’s Value Cha in................................................................................................. 41 

Figure 9: Historical ROIC for B&O......................................................................................... 55 

Figure 10, Profit margin and turnover rate for B&O ............................................................... 57 

Figure 11, FGEAR for B&O .................................................................................................... 60 

Figure 12, Share price index .................................................................................................... 66 

Figure 13, Valuation models .................................................................................................... 74 

 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

95 

9 Index of Tables 

Table 1, Ownership Chart ........................................................................................................ 23 

Table 2, Basic financials .......................................................................................................... 28 

Table 3, Key figures................................................................................................................. 28 

Table 4: Value chain analysis of B&O..................................................................................... 42 

Table 5, SWOT ........................................................................................................................ 47 

Table 6: Yearly growth/decline rates ....................................................................................... 58 

Table 7, Cash flow performance for B&O ............................................................................... 61 

Table 8, Revenue, peer group comparison............................................................................... 63 

Table 9, EBIT margin peer group analysis .............................................................................. 64 

Table 10, ROIC, Profit margin and Turnover rate for peer group. .......................................... 65 

Table 11, FGEAR for peer group ............................................................................................. 65 

Table 12, Author’s forecast for B&O....................................................................................... 70 

Table 13, Balance forecast for B&O ........................................................................................ 71 

Table 14, Balance forecast for B&O, Growth rates ................................................................. 72 

Table 15, Cash flow forecast for B&O .................................................................................... 73 

Table 16: Selected analysts preferred practise ......................................................................... 75 

Table 17, EVA for B&O .......................................................................................................... 82 

Table 18, DCF and EVA valuation results............................................................................... 82 

Table 19, Sensitivity for WACC and Terminal growth........................................................... 85 

Table 20, Beta and Re Sensitivity............................................................................................. 86 

Table 21, Peer Group Multiples ............................................................................................... 87 

 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

96 

10 References 

10.1  Articles 

http://www.economist.com “Flight to value” 19.11.2008 

http://edition.cnn.com “As economy worsens, high-end feels a chill” 15.1.2009 

http://openlearn.open.ac.uk “The efficient market hypothesis”   

http://en.wikipedia.org “research reports” 

http://www.ld.dk “Fra familieejet til offentligt noteret virksomhed”  

www.borsen.dk, ”Butikslukninger rammer B&O hårdt på bundlinien”. 17.4.2009. 

http://www.bang-olufsen.com “Bang and Olufsen rolls out new strategy plan”, 10.2008 

http://www.forbes.com “More Bang and Olufsen for the Buck” 06.2.2009 

http://www.business.dk “En terrier med humoristisk sans” 14.01.2008 

http://www.bang-olufsen.com “Bang and Olufsen sharpens focus on R&D and sales” 

22.10.2008 

http://www.economist.com “Where have all your savings gone?” 4.12.2008 

http://www.dailyfinance.com “Home prices drop at a record 19 percent” 31.3.2009 

http://www.loewe-uk.com/uk “Tune into Loewe’s high street arrival” 27.11.2008 

http://www.economist.com “flight to value” 19.11.2008 

http://www.forbes.com “More Bang and Olufsen for the Buck” 2.6.2009 

www.borsen.dk “B&O har ikke råd til flere fejl” 15.4.2009 

http://www.ft.com India fights to slay the dragon, May 2006  

http://borsen.dk ”Recession truer med at blive global” 18.8.2008 

http://www.ft.com ”Gearing levels fall amid fears over risks” 29.04.2005 

http://www.erhvervsbladet.dk “Krisen vender hurtigst I USA” 20.3.2009 

http://www.reuters.com ” Denmark’s B&O posts loss, cuts FY outlook” 14.04.2009 

 
 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

97 

10.2  Literature 

 

Elling, Jens O., Sørensen, Ole, Regnskabsanalyse og værdiansættelse - en praktisk tilgang, 2. 

udgave 2005, Gjellerup 

 

Petersen, Christian V., Plenborg, Thomas, Regnskabsanalyse for beslutningstagere, 2007, 

Thomson  

 

Koller, Tim, Goedhart, Marc, and Wessels, David, Valuation – Measuring and Managing the 

value of Companies, 2005, John Wiley & Sons 

 

10.3  Documents 

 
Annual reports 

Bang and Olufsen annual report 2004/05 – 2007/08 

 

Research Reports 

Capinordic  21.1.2009 

Carnegie  12.1.2009 

Goldman Sachs  22.1.2009 

Jyske bank  15.1.2009 

PriceWaterhouseCoopers, Prisfastsættelse på aktiemarkedet, 2007 

CPA, Framework for the preparation and presentation of financial statements, 1997 

http://www.bang-olufsen.com/Userfiles/File/Investors/BO_0719_FUK.pdf 

 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

98 

10.4  Homepages 

 
www.bang-olufsen.com 

www.borsen.dk 

www.bose.com 

http://finance.factexpert.com  

www.hermes.com  

www.iasplus.com/country/denmark.htm 

www.icepower.bang-olufsen.com 

www.investopedia.com  

www.loewe.de 

www.lvmh.com 

www.nasdaqomxnordic.com 

www.omx.dk 

www.philips.com 

www.quickmba.com  

www.skm.dk  

www.sony.com 

www.wikipedia.com  

www.x-rates.com  

 

 
 
 



Copenhagen Business School 
Strategic and financial analysis and valuation of B&O 

 

 
Graduate Thesis  
By Teia R. Merring 

99 

11 Appendices 
 

11.1 Company Profile 

Geographic sales for B&O in DKK Millions: 

2007/08 2006/07 2007/08 2006/07 % change
Germany 15,0% 13,5% 612 592,3 3,3%
Denmark 12,0% 15,1% 490,9 661,5 -25,8%
Great Britain 11,4% 13,0% 466 570,2 -18,3%
Asia 9,5% 8,6% 389 378 2,9%
North America 5,7% 6,2% 234,2 271,3 -13,7%
Rest of Europe 43,3% 41,5% 1773,8 1815,4 -2,3%
RoW 3,1% 2,0% 126,1 87 44,9%
Total 100,0% 100,0% 4.092,00     4.375,70     -6,9%

% of world sales Absolute numbers

 

 

11.2 Peer group analysis 

 
EBIT 

EV Market Cap Share price
Currency 31/09/2009 31/09/2009 31/09/2009 2006 2007 2008

B&O DKK 1.475,0          852,4            71,0            448,9              533,0              197,1              
Loewe EUR 68,8               101,5            7,8              12,8                19,6                26,8                
Philips EUR 10.689,6        10.226,6       11,1            1.103,0           1.798,0           1.161,0           
Sony YEN 2.954.206,1   2.053.283,3  1.998,0       352.799,0       92.385,0         364.124,0       
Hermes EUR 8.810,1          9.144,1         87,6            405,6              417,9              450,8              
LVMH EUR 27.343,1        22.371,1       47,3            3.115,0           3.535,0           3.571,0           

EBIT
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11.3  Financial 

11.3.1 Income statement as reported 

Income statement as reported for B&O
2004/05 2005/06 2006/07 2007/08

Net turnover 3.742,20 4.225,20 4.375,70 4.092,00
Production costs -2.005,70 -2.282,70 -2.338,00 -2.199,60

Gross profit 1.736,50 1.942,50 2.037,70 1.892,40
Development costs -393,3 -442,9 -458,8 -545,5
Distribution and marketing costs -833,6 -910,6 -910,2 -1.003,50
Administration costs -137,4 -150,1 -138,7 -148,7

Operating profit 372,2 438,9 530 194,7
Results from investments in associates after tax 0,4 -1 -1,1 -11,2
Gains on sale of securities 0 0 11,5 0
Financial income 30,7 17,7 15,7 20
Financial costs -23,5 -24,9 -31,7 -49,8
Net financials 7,2 -7,2 -16 -29,8

Result before taxes 379,8 430,7 524,4 153,7
Tax on result for the year -114,9 -134,7 -151,9 -41,4

Result for the year 264,9 296 372,5 112,3
Attributable to
Shareholders of parent company 265,1 294 367,4 104,7
Minority interests -0,2 2 5,1 7,6

264,9 296 372,5 112,3
Earnings per share

Basic earnings per share, DKK 21,9 24,8 31,4 9,2
Diluted earnings per share, DKK 21,9 24,7 31,4 9,2
Basiv earnings per share from continuing operations, DKK 21,9 24,8 31,4 9,2
Diluted earnings per share from continuing operations, DKK 21,9 24,7 31,4 9,2  

11.3.2 Income statement reclassified 
Reclassified

2004/05 2005/06 2006/07 2007/08 2005/06 2006/07 2007/08 CAGR
Net revenues 3.742,20 4.225,20 4.375,70 4.092,00 12,9% 3,6% -6,5% 2,3%

Production costs -2.005,7 -2.282,7 -2.338,0 -2.199,6 13,8% 2,4% -5,9% 2,3%

Gross profit (operating profit) 1.736,50 1.942,50 2.037,70 1.892,40 11,9% 4,9% -7,1% 2,2%

Development costs -393,3 -442,9 -458,8 -545,5 12,6% 3,6% 18,9% 8,5%
Distribution and marketing costs -833,6 -910,6 -910,2 -1.003,50 9,2% 0,0% 10,3% 4,7%
Administration costs -137,4 -150,1 -138,7 -148,7 9,2% -7,6% 7,2% 2,0%
Share of profit after tax, associates 0,4 -1 -1,1 -11,2 -350,0% 10,0% 918,2% NM

EBIT 372,60 437,90 528,90 183,50 17,5% 20,8% -65,3% -16,2%
Tax expense operations 112,7 136,6 153,4 49,3 21,2% 12,3% -67,9% -18,7%
Operating profit after tax (NOPAT) 259,85 301,28 375,52 134,23 15,9% 24,6% -64,3% -15,2%

Gains on sale of securities 0 0 11,5 0
Finanical income 30,7 17,7 15,7 20 -42,3% -11,3% 27,4% -10,2%
Financial expenses -23,5 -24,9 -31,7 -49,8 -6,0% -27,3% -57,1% -20,7%
Finacial, net 7,2 -7,2 -16 -29,8 -200,0% -122,2% -86,3% NM
Tax shield -2,2 2,2 4,6 8,0 -203,1% 106,6% 72,4% NM

Net Income 264,9 296,3 375,7 112,4 11,9% 26,8% -70,1% -19,3%

Attributable to:
Minority interests -0,2 2 5,1 7,6 -1100,0% 155,0% 49,0% NM
Shareholder in Bang & Olufsen A/S 265,1 294 367,4 104,7 10,9% 25,0% -71,5% -20,7%
Effective tax rate 30,3% 31,2% 29,0% 26,9% 3,1% -7,1% -7,4% -2,9%
Net financial costs 7,20 -7,20 -16,00 -29,80 -200,0% 122,2% 86,3% NM

EBITDA 616,1 670,2 777,8 482,7 8,8% 16,1% -37,9% -5,9%  
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11.3.3 Balance sheet as reported 

31-05-2005 31-05-2006 31-05-2007 31-05-2008
Immaterial assets

Goodwill 19,3 18 44,8 44,8
Acquired rights 14,3 12,1 44,4 41,1
Completed development 176,3 216,3 244,6 218,8
 Development projects under construction 81,9 109,8 116,2 112,5
Immaterielle assets total 291,8 356,2 450 417,2

Material assets
 Land and buildings 282,5 332,8 252,1 274,4
 Plant and machinery 201,5 200,7 203,8 221,8
Other tools and equipment 49,7 58,2 70,7 50
Refurbishment of leased premises 29,9 26,6 29,1 28,7
Tangible assets under construction etc 53,4 49,1 62,2 80,8
Material assets total 617 667,4 617,9 655,7

Investment property 0,8 0,7 56,4 52,8
Finansial assets

Investments in associated companies 7 6 15,8 6,3
Deferred tax assets 44,4 28,8 21,2 22,7
Other financial assets 28,7 36,4 88,2 52
Finansial assets total 80,1 71,2 125,2 81

Long-term assets total 989,70 1.095,50 1.249,50 1.206,70
Inventories 429,7 567,4 694,3 801,4
Receivables

Receivables from sales 548,8 655,1 733,8 593
Receivables from associated companies - - 8,5 -
Receivables, Company tax 22,6 16,6 27 39,7
Other receivables 45,9 51,4 30 38,9
Accruals 15,2 25,5 22,8 30,5
Receivables total 632,5 748,6 822,1 702,1

Cash 731,9 502,5 196,4 107,1
Long term assets held for sale - 1,1 - -
short-term assets total 1.794,10 1.819,60 1.712,80 1.610,60
Assets total 2.783,80 2.915,10 2.962,30 2.817,30

31-05-2005 31-05-2006 31-05-2007 31-05-2008
Equity

Share Capital 124,1 124,5 120,8 120,8
Paid premium 9,4 14,6 14,6 14,6
Reserves for currency regulation 1,1 -4,7 -17,3 -42,9
Reserve of accounting hedge of future cash flows - - 0,1 -
Retained earnings 1.577,9 1.603,6 1.557,7 1.379,2
Equity for parent shareholders 1.712,5 1.738,0 1.675,9 1.471,7
Mnority interests 2,1 4,1 6,00 12,1

Equity total 1.714,60 1.742,10 1.681,90 1.483,80
Long-term liabilities

Deferred tax 65,5 63,7 67,8 64,2
Liabilities 63,6 86,6 97 77,3
Mortgage Institutions 120,7 107,2 93,4 235,7
Credit institutions 87,5 129,7 97,1 101,1
Other non-current liabilities - - 6,1 6,6
Long term obligations, Total 337,3 387,2 361,4 484,9

Short-term liabilities
Mortgage Institutions, repayment within 1 year of long-term debt 37,4 44,9 14 8,5
Credit institutions, repayment within 1 year of long-term debt 1,8 1,4 32,4 42,9
Credit institutions, Others 39,5 53,7
Deferred liabilities 50,9 31,1 33,3 46
Suppliers of goods and services 208 208 213,7 216
Debt to associated companies 0 0 0 1,8
Company tax 72 78,3 122,3 66,3
Other Debt 311,8 366,7 356,2 320
Accruals 41,5 39,9 97,9 83,9
Short-term liabilities total 723,4 770,3 909,3 839,1

Liabilities total 1.060,70 1.157,50 1.270,70 1.324,00
Passives total 2.775,30 2.899,60 2.952,60 2.807,80

Balance assets

Balance, Passives
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11.3.4 Balance sheet reclassified 
Reclassified

31-05-2005 31-05-2006 31-05-2007 31-05-2008
Operationel assets

Goodwill 19,3 18 44,8 44,8
Acquired rights 14,3 12,1 44,4 41,1
Completed development 176,3 216,3 244,6 218,8
 Development projects under construction 81,9 109,8 116,2 112,5
 Land and buildings 282,5 332,8 252,1 274,4
 Plant and machinery 201,5 200,7 203,8 221,8
Other tools and equipment 49,7 58,2 70,7 50
Refurbishment of leased premises 29,9 26,6 29,1 28,7
Tangible assets under construction etc 53,4 49,1 62,2 80,8
Inventories 429,7 567,4 694,3 801,4
Receivables from sales 548,8 655,1 733,8 593
Receivables from associated companies 0 0 8,5 0
Receivables, Company tax 22,6 16,6 27 39,7
Other receivables 45,9 51,4 30 38,9
Accruals 15,2 25,5 22,8 30,5

Operationel assets 1971,0 2339,6 2584,3 2576,4

Financial assets
Investments in associated companies 7 6 15,8 6,3
Deferred tax assets 44,4 28,8 21,2 22,7
Other financial assets 28,7 36,4 88,2 52

Cash 731,9 502,5 196,4 107,1
Long term assets held for sale - 1,1 - -
Investment Property 0,8 0,7 56,4 52,8
Total financial assets 812,8 575,5 378,0 240,9

Total assets 2783,8 2915,1 2962,3 2817,3

Operationel Liabilities
Pensions* 8,5 15,5 9,70 9,5
Deferred Tax 65,5 63,7 67,8 64,2
Other non-current liabilities - - 6,1 6,6
Deferred liabilities 50,9 31,1 33,3 46
Suppliers of goods and services 208 208 213,7 216
Company tax 72 78,3 122,3 66,3
Debt to associated companies - - - 1,8
Other Debt 311,8 366,7 356,2 320
Accruals 41,5 39,9 97,9 83,9

Total Operationel Liabilities 821,8 889,8 1004,0 891,6

Financial liabilities
Mortgage Institutions 120,7 107,2 93,4 235,7
Credit institutions 87,5 129,7 97,1 101,1
Mortgage Institutions, repayment within 1 year of long-term debt 37,4 44,9 14 8,5
Credit institutions, repayment within 1 year of long-term debt 1,8 1,4 32,4 42,9
Credit institutions, Others 39,5 53,7

Total Financial Liabilities 247,4 283,2 276,4 441,9

Total Liabilities 1069,2 1173 1280,4 1333,5

Net operationel assets 1149,2 1449,8 1580,3 1684,8

Net financial liabilities 565,4 292,3 101,6 -201,0

Invested Capital 1541,9 1889,5 2157,6 2192,3  
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11.3.5 Cash flow statement 

31-05-2005 31-05-2006 31-05-2007 31-05-2008
Net Income 264,9 296 372,5 112,3
Depreciations, amortisations and impairment losses 243,5 232,3 248,9 299,2
Adjustments 111,8 162,1 162,6 92,6
Change in working capital 69,8 -188,2 -142,2 -22,2
Interest received etc. 30,7 17,7 15,7 20
Interest paid etc -23,5 -24,9 -31,7 -49,8
Income tax paid 42,9 -100,4 -105 -120,3
Cash flow from operating activities 740,1 394,6 520,8 331,8

Purchase of intangible non-current assets -124,7 -171,4 -210,1 -124,9
Purchase of tangible non-current assets -122,9 -185,2 -157,6 -190,4
Purchase to investment property 0 0 0 0
Purchase to investment in subsidiaries 0 0 0 0
Sale of intangible non-current assets 2,1 0 0,7 1,5
Sale of tangible non-current assets 22,1 13,5 9,8 23,3
Sale of investment property 0 0 0 0
Dividend recieved from associates 2 0 0 0
Acquisitions of activities 0 -27,7 0 0
Disposals of activities 0 0 32,7 0
Change in financial receivables -12 -7,7 -53,9 36,2
Cash flow from investment activities -233,4 -378,5 -378,4 -254,3

Proceeds from long-term loans 0 74,6 0 200
Repayment of long-term loans -69,5 -38,8 -46,3 -48,7
Dividend paid -86,7 -149 -200,2 -247,7
Dividend, own shares 3,2 5,7 11,3 14
Repurchase of own shares -105,5 -148,9 -271,3 -100,2
Subscription of employee shares 4 5,6 0 0
Tax relating to share option programme 0,2 0 0 0
Sale of own shares 6,5 5,3 18,5 1,6
Cash flow from financing activities -247,8 -245,5 -488 -181

Change in cash and cash equivalents 258,9 -229,4 -345,6 -103,5
Cash and cash equivalents 1 June prev. year 473 731,9 502,5 156,9
Cash and cash equivalents 31 May 731,9 502,5 156,9 53,4

Cash Flow Statement
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11.4  Forecasts 

11.4.1 Income statement 

Income statement forcast

(mio DKK.) 07/08R 08/09E 09/10E 10/11E 11/12E Terminal
Net Revenue 4.092,0 3.109,9 3.172,1 3.299,0 3.562,9 3.652,0
Production costs -2.200,0 -1.760,0 -1.830,4 -1.867,0 -1.960,4 -2.019,2
Gross profit 1.892,0 1.349,9 1.341,7 1.432,0 1.602,6 1.632,8
EBITDA 493,9 -366,3 193,1 387,1 460,6 473,1
Depreciation -299,2 -274,1 -253,8 -237,5 -224,7 -231,5

EBITA 194,7 -640,3 -60,7 149,5 235,9 241,6
Amortisation 0,0 0,0 0,0 0,0 0,0 -1,0
EBIT 194,7 -640,3 -60,7 149,5 235,9 240,6
Net financing -29,8 -30,7 -31,6 -32,6 -33,5 -34,5
Associated companies -11,2 0,0 0,0 0,0 0,0 0,0

Ord. res. Before tax 153,7 -671,0 -92,3 117,0 202,4 206,1
Extra ord. posts 0,0 0,0 0,0 0,0 0,0 0,0
Result before tax 153,7 -671,0 -92,3 117,0 202,4 206,1
Tax -41,4 167,8 22,6 -29,8 -51,4 -51,5
Res. before minorities 112,3 -503,3 -69,7 87,2 151,0 154,6

Minorities -7,6 -7,6 -7,6 -7,6 -7,6 -7,6
Result for the year (Net income) 104,7 -510,9 -77,3 79,6 143,4 147,0
EPS 9,2 -42,3 -6,4 6,6 11,9 12,2  
 
Income statement forcast

(mio DKK.) 200900% 201000% 201100% 201200% Terminal
Net Revenue -24% 2% 4% 8% 3%
Production costs -20% 4% 2% 5% 3%
Gross profit -29% -1% 7% 12%
EBITDA -174% 153% 101% 19% 3%
Depreciation -8% -7% -6% -5% 3%
EBITA -429% -91% -346% 58%
Amortisation 0% 0% 0% 0% 0%
EBIT -429% 91% 346% 58% 3%
Net financing 3% 3% 3% 3% 3%
Associated companies 0% 0% 0% 0%
Ord. res. Before tax -537% -86% -227% 73% 3%
Extra ord. posts 0% 0% 0% 0%
Result before tax -537% 114% 227% 73%
Tax -505% 113% 232% 72%
Res. before minorities -548% 114% 225% 73% 2%
Minorities 0% 0% 0% 0% 0%
Result for the year (Net income) -588% NM 203% 80% 2%
EPS  
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11.4.2 Balance sheet 

31-05-2008 08/09E 09/10E 10/11E 11/12E Terminal
Operationel assets

Net Intangible assets 417,2 413,0 408,9 404,8 400,8 400,8
Tangible assets 655,7 649,1 642,7 636,2 629,9 623,6
Inventories 801,4 793,4 674,4 606,9 546,2 546,2
Receivables 671,6 604,4 634,7 653,7 673,3 693,5
Accruals 30,5 31,4 32,4 33,3 34,3 35,4

Financial assets
Financial assets 81 72,9 76,5 80,4 92,4 95,2
Cash 107,1 53,6 80,3 120,5 361,5 379,5
Investment Property etc 52,8 52,8 52,8 52,8 52,8 52,8
Total financial assets 240,9 179,3 209,7 253,7 506,7 527,5
Total assets 2817,3 2670,7 2602,6 2588,7 2791,2 2827,0

Operationel Liabilities
Pensions* 9,5 9,5 9,5 9,7 10,0 10,3
Non-current liabilities, except pensions 148,1 148,1 148,1 151,1 155,6 160,3
Liabilities, current 46 46,0 38,6 35,2 35,9 36,9
Suppliers of goods and services 216 216,0 216,0 220,3 226,9 233,7
Company tax 66,3 66,3 66,3 66,3 66,3 66,3
Other debt 320 320,0 320,0 320,0 320,0 329,6
Accruals 83,9 83,9 83,9 82,2 74,0 74,0

Total Operationel Liabilities 889,8 889,8 882,4 884,8 888,7 911,1
Financial liabilities

Long term debt 336,8 535,5 535,5 428,4 364,1 364,1
Short term debt 51,4 51,4 51,4 51,4 51,4 51,4
Credit institutions, Others 53,7 59,1 47,3 40,2 40,2 40,2

Total Financial Liabilities 441,9 646,0 634,2 520,0 455,7 455,7
Total Liabilities 1331,7 1535,8 1516,6 1404,7 1344,4 1366,8

Total interest bearing debt 761,9 966,0 954,2 840,0 775,7 785,3
NIBD 708,5 986,6 1009,7 653,2 362,1 271,0  

 
2009 2010 2011 2012 Terminal

Operationel assets
Net Intangible assets -1% -1% -1% -1% 0%
Tangible assets -1% -1% -1% -1% -1%
Inventories -1% -15% -10% -10% 0%
Receivables -10% 5% 3% 3% 3%
Accruals 3% 3% 3% 3% 3%

Financial assets
Financial assets -10% 5% 5% 15% 3%
Cash -50% 50% 50% 200% 5%
Investment Property etc 0% 0% 0% 0% 0%
Total financial assets
Total assets

Operationel Liabilities
Pensions* 0% 0% 2% 3% 3%
Non-current liabilities, except pensions 0% 0% 2% 3% 3%
Liabilities, current 0% -16% -9% 2% 3%
Suppliers of goods and services 0% 0% 2% 3% 3%
Company tax 0% 0% 0% 0% 0%
Other debt 0% 0% 0% 0% 3%
Accruals 0% 0% -2% -10% 0%

Total Operationel Liabilities
Financial liabilities

Long term debt 59% 0% -20% -15% 0%
Short term debt 0% 0% 0% 0% 0%
Credit institutions, Others 10% -20% -15% 0% 0%

Total Financial Liabilities  
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11.4.3 Cash flow statement 

 
Cash flow from operations 07/08R 08/09E 09/10E 10/11E 11/12E Terminal

Net income 104,7 -510,9 -77,3 79,6 143,4 147,0
D&A add-back (incl. ESO) 299,20 274,07 253,79 237,54 224,72 232,46
Minority interest add-back 7,6 7,6 7,6 7,6 7,6 7,6
Net (inc)/dec working capital -22,20 -68,4 0,6 151,8 138,2 29,8
Other operating cash flow -57,5 0,0 0,0 0,0 0,0 1,0

Cash flow from operations 331,80 -297,6 184,7 476,5 513,9 417,8

Capital expenditures -190,4 -156,1 -143,6 -136,5 -131,0 -127,1
Acquisitions -63,90 -70,3 -75,9 -73,6 -71,4 -69,3
Divestitures 0,0 0,0 0,0 0,0 0,0 0,0

Others 0,0 0,0 0,0 0,0 0,0 0,0
Cash flow from investing -254,3 -226,418 -219,6 -210,1 -202,4 -196,4

Dividends paid (common & pref) -247,7 0,0 0,0 -24,2 -84,6 -120,8

Other financing cash flows 66,70 450,0 0,0 0,0 0,0 0,0
Cash flow from financing -181,0 450,0 0,0 -24,2 -84,6 -120,8
Total cash flow -103,5 -74,1 -34,9 242,3 226,9 100,7
Cash and cash equivalents 1 June prev. year 156,9 53,4 -20,7 -55,5 186,7 413,6
Cash and cash equivalents 31 May 53,4 -20,7 -55,5 186,7 413,6 514,3  
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11.5  Valuation 

11.5.1 Valuation 

Key drivers 07/08R 08/09E 09/10E 10/11E 11/12E Terminal
Revenue (LHS) 4.092,0          3.109,9         3.172,1         3.299,0         3.562,9          3.652,0      
EBITDA (RHS) 493,9             -366,3           193,1            387,1            460,6             473,1         
EBIT 194,7             -640,3           -60,7             149,5            235,9             243,0         
Tax -41,4              167,8            22,6              -29,8             -51,4              -52,9          
NOPAT (RHS) 153,3             -472,6           -38,1             119,7            184,5             190,1         

NIBD_costs -29,8              -30,7             -31,6             -32,6             -33,5              -34,5          
EBT 153,7             -671,0           -92,3             117,0            202,4             202,4         
Net_Income 104,7             -510,9           -77,3             79,6              143,4             147,0         

Free cash flow, firm 141,4             -453,8           41,1              340,1            382,9             290,8         
Financial fixed assets 133,8             125,7            129,3            133,2            145,2             148,0         
Net borrowing costs -29,8              -30,7             -31,6             -32,6             -33,5              -34,5          
New Debt 232,8             278,1            23,0              -356,5           -291,2            -91,1          

Free cash flow, equity 478,2             -80,6             161,8            84,2              203,4             313,2         

Key drivers margins 07/08R 08/09E 09/10E 10/11E 11/12E Terminal
Revenue_m 100,0% 100,0% 100,0% 100,0% 100,0% 100,0%
EBITDA_m 12,1% -11,8% 6,1% 11,7% 12,9% 13,0%
EBIT_m 4,8% -20,6% -1,9% 4,5% 6,6% 6,7%
Tax_m -1,0% 5,4% 0,7% -0,9% -1,4% -1,4%
NOPAT_m 3,7% -15,2% -1,2% 3,6% 5,2% 5,2%

NIBD_costs_m -0,7% -1,0% -1,0% -1,0% -0,9% -0,9%
EBT_m 3,8% -21,6% -2,9% 3,5% 5,7% 5,5%
Net_Income_m 2,6% -16,4% -2,4% 2,4% 4,0% 4,0%

FCFF_m 3,5% -14,6% 1,3% 10,3% 10,7% 8,0%
FCFE_m 11,7% -2,6% 5,1% 2,6% 5,7% 8,6%

Key drivers growth 07/08R 08/09E 09/10E 10/11E 11/12E Terminal

Revenue_g 100,0% 102,0% 106,1% 114,6% 117,4%
EBITDA_g 100,0% -52,7% -105,7% -125,8% -129,2%
EBIT_g 100,0% 9,5% -23,4% -36,8% -37,9%
Tax_g 100,0% 13,5% -17,8% -30,6% -31,6%
NOPAT_g 100,0% 8,1% -25,3% -39,0% -40,2%

NIBD_costs_g 100,0% 103,0% 106,1% 109,3% 112,6%
EBT_g 100,0% 13,8% -17,4% -30,2% -30,2%
Net_Income_g 100,0% 15,1% -15,6% -28,1% -28,8%

FCFF_g 100,0% -9,0% -74,9% -84,4% -64,1%
FCFE_g 100,0% -200,7% -104,5% -252,3% -388,4%

07/08R 08/09E 09/10E 10/11E 11/12E Terminal
OG 3,7% -15,2% -1,2% 3,6% 5,2% 5,2%  
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1st iteration 07/08R 08/09E 09/10E 10/11E 11/12E Terminal

NIBD 708,50           986,64          1.009,69       653,24          362,08           271,02       
Equity 1.020,56        1.134,88       1.086,01       1.183,93       1.446,82        1.460,14    
Invested_capital 1.729,06        2.121,52       2.095,70       1.837,17       1.808,90        1.731,16    
Equity_to_IC 59% 53% 52% 64% 80% 84%
NIBD_to_IC 41% 47% 48% 36% 20% 16%

2nd iteration 07/08R 08/09E 09/10E 10/11E 11/12E Terminal
NIBD 708,50           986,64          1.009,69       653,24          362,08           271,02       
Equity 1.483,80        1.134,88       1.086,01       1.183,93       1.446,82        1.460,14    
Invested_capital 2.194,10        2.121,52       2.095,70       1.837,17       1.808,90        1.731,16    
Equity_to_IC 68% 53% 52% 64% 80% 84%
NIBD_to_IC 32% 47% 48% 36% 20% 16%

07/08R 08/09E 09/10E 10/11E 11/12E Terminal
ROIC 8,9% -22,3% -1,8% 6,5% 10,2% 11,0%
AOH 236,7% 146,6% 151,4% 179,6% 197,0% 211,0%
ROIC (check) 8,9% -22,3% -1,8% 6,5% 10,2% 11,0%
Check 0,0% 0,0% 0,0% 0,0% 0,0% 0,0%
NLR -4,2% -3,1% -3,1% -5,0% -9,3% -12,7%

ROIC_less_NLR 4,7% -25,4% -4,9% 1,5% 0,9% -1,8%
FGEAR 47,7% 86,9% 93,0% 55,2% 25,0% 18,6%
EKF 11,1% -44,3% -6,4% 7,4% 10,4% 10,7%

07/08R 08/09E 09/10E 10/11E 11/12E Terminal

NIBD_avg 592,10           847,57          998,16          831,46          507,66           316,55       
Equity_avg 1.351,23        1.077,72       1.110,44       1.134,97       1.315,37        1.453,48    
Invested_capital_avg 1.943,33        1.925,29       2.108,61       1.966,43       1.823,03        1.770,03    
Equity_to_IC_avg 69,5% 56,0% 52,7% 57,7% 72,2% 82,1%
NIBD_to_IC_avg 30,5% 44,0% 47,3% 42,3% 27,8% 17,9%

Check 0,0% 0,0% 0,0% 0,0% 0,0% 0,0%

 07/08R 08/09E 09/10E 10/11E 11/12E Terminal

ROIC_avg 7,9% -24,5% -1,8% 6,1% 10,1% 10,7%
OG 3,7% -15,2% -1,2% 3,6% 5,2% 5,2%
AOH_avg 210,6% 161,5% 150,4% 167,8% 195,4% 206,3%
ROIC (check) 7,9% -24,5% -1,8% 6,1% 10,1% 10,7%
Check 0,0% 0,0% 0,0% 0,0% 0,0% 0,0%

NLR_avg -5,0% -3,6% -3,2% -3,9% -6,6% -10,9%
ROIC_avg_less_NLR 2,9% -28,2% -5,0% 2,2% 3,5% -0,2%
FGEAR avg 43,8% 78,6% 89,9% 73,3% 38,6% 21,8%

EKF_avg 0,09               -0,47             -0,06             0,08              0,11               0,11           

WACC 07/08R 08/09E 09/10E 10/11E 11/12E Terminal

av Interest on 10 + 30 year treasury bill 4,25% 4,25% 4,25% 4,25% 4,25% 4,25%
Risk_premium 6,00% 6,00% 6,00% 4,70% 4,70% 4,50%
Beta_equity 1,30               1,30              1,60              1,30              1,30               1,30           

R_equity 12,05% 12,05% 13,85% 10,36% 10,36% 10,10%

R_debt 7,1% 7,1% 7,1% 7,1% 7,1% 7,1%
Interest / NIBD (yearly) proxy -4,2% -3,1% -3,1% -5,0% -9,3% -12,7%
Interest / NIBD (yearly average) proxy -5,0% -3,6% -3,2% -3,9% -6,6% -10,9%

WACC_yearly 9,29% 8,92% 9,74% 8,57% 9,35% 9,35%
WACC_yearly_avg 10,0% 9,1% 9,8% 8,2% 9,0% 9,2%

WACC_yearly 9,29%  
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DCF 
DCF calculation 08/09E 09/10E 10/11E 11/12E Terminal Simple perp. (no growth)
Time 0,72               1,72               2,72              3,72              
Diskonteringsfaktor (WACC) 0,94               0,86               0,79              0,72              
FCFF -453,77          41,06             340,06          382,89          2.194,34       23.609,41                                 

PV FCFF -425,83          35,25             267,15          275,22          1.577,27       16.970,16                                 

Diskonteringsfaktor (Required return equity) 0,92               0,82               0,73              0,66              
PV cash flow equity holder (FCFE) -74,32            133,14           61,83            133,30          1.702,91        

 
EVA 

EVA Calculation 2008 2009 2010 2011 Terminal
Invested capital (yearly primo) t-1 2.194,10     2.121,52     2.095,70    1.837,17    1.808,90    
Invested capital (yearly primo) t 2.121,52     2.095,70     1.837,17    1.808,90    1.731,16    

NOPAT -472,58       -38,10         119,73       184,52       190,05       
ROIC (based on invested capital primo) -21,5% -1,8% 5,7% 10,0% 10,5%
WACC 9,29% 9,29% 9,29% 9,29% 9,29%

Invested capital primo 2.194,10     2.121,52     2.095,70    1.837,17    1.808,90    
EVA_spread -30,8% -11,1% -3,6% 0,7% 1,2%

=> EVA -676,51       -235,28       -75,05        13,77         375,31       235,94          
PV EVA -634,85       -202,02       -58,96        9,90           269,77       169,59          

EVA valuation -676,51       -235,28       -75,05        13,77         375,31       

Delta EVA -676,51       441,23        160,23       88,82         361,54        
 
DCF vs EVA check 

DCF input vs. EVA consistency check 08/09E 09/10E 10/11E 11/12E Terminal
Investment during year -72,58         -25,83         -258,53      -28,27        -77,73        
NOPAT -472,58       -38,10         119,73       184,52       190,05       
FCFF -400,01       -12,27         378,26       212,79       267,79       
Check (should be zero) -              -              -             -             -              
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11.5.2 Sensitivity 

WACC    Terminal Growth 
  

WACC Share price Sensitivity Terminal growth Share price Sensitivity

85,94 85,94

7,92% 133,14 54,9% 0,00% 76,39 -11,1%

8,12% 124,84 45,3% 1,00% 78,81 -8,3%

8,32% 117,15 36,3% 2,00% 81,89 -4,7%

8,52% 110,02 28,0% 2,25% 82,79 -3,7%

8,72% 103,38 20,3% 2,50% 83,76 -2,5%

8,92% 97,18 13,1% 2,75% 84,81 -1,3%

9,12% 91,38 6,3% 3,00% 85,94 0,0%

9,32% 85,94 0,0% 3,25% 87,16 1,4%

9,52% 80,83 -5,9% 3,50% 88,48 3,0%

9,72% 76,02 -11,5% 3,75% 89,93 4,6%

9,92% 71,48 -16,8% 4,00% 91,51 6,5%

10,12% 67,19 -21,8% 4,25% 93,24 8,5%

10,32% 63,14 -26,5% 6,00% 112,71 31,2%

10,52% 59,29 -31,0% 7,00% 137,02 59,4%

10,72% 55,65 -35,2% 8,00% 198,07 130,5%  
 
 
EV/EBIT multiple 
 

ROIC Multiple Sensitivity Growth Multiple Sensitivity

5,93 5,93

3,00% 0,00 -100,0% 0,00% 8,05 35,6%

4,00% 2,97 -50,0% 0,50% 7,79 31,4%

5,00% 4,75 -20,0% 1,00% 7,51 26,6%

6,00% 5,93 0,0% 1,50% 7,19 21,2%

7,00% 6,78 14,3% 2,00% 6,83 15,1%

8,00% 7,41 25,0% 2,50% 6,41 8,1%

9,00% 7,91 33,3% 3,00% 5,93 0,0%

10,00% 8,30 40,0% 3,50% 5,37 -9,5%

11,00% 8,63 45,5% 4,00% 4,70 -20,8%

12,00% 8,90 50,0% 4,50% 3,89 -34,4%

13,00% 9,13 53,8% 5,00% 2,89 -51,2%

14,00% 9,32 57,1% 5,50% 1,64 -72,4%

15,00% 9,49 60,0% 6,00% 0,00 -100,0%

16,00% 9,64 62,5% 6,50% -2,21 -137,3%

17,00% 9,77 64,7% 7,00% -5,38 -190,7%

18,00% 9,89 66,7% 7,50% -10,29 -273,5%

19,00% 9,99 68,4% 8,00% -18,91 -418,8%

20,00% 10,08 70,0% 8,50% -38,01 -740,8%  


