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Executive summery  

This thesis seeks to uncover ownership structure effects in relation to a company valuation. This is done 

through a practical approach where governance theory is applied to valuation methods. The foundation of 

the thesis is an application of ownership structure effects on the valuation of the Danish food additive 

producer Chr. Hansen. 

Chr. Hansen is a perfect candidate for this topic since the company has undergone many ownership 

structure changes the last 20 years. Chr. Hansen has recently been relisted on the Danish stock exchange 

after being privately owned the last 5 years by PAI Partners, a private equity firm. PAI still holds 37% of the 

shares but an imminent exit strategy seems very likely. This leads to uncertainty among the investors as the 

company’s future is at a crossroad.  

Four ownership structure scenarios are used to assess the value of 4 different ownership outcomes. The 

following ownership related elements have been identified in the case of Chr. Hansen: Divestment of 

products areas, administration costs, R&D expenses, capital structure and illiquidity premium.  

The observed market price for Chr. Hansen is DKK 116.This is in good accordance with our base case 

DCF/EVA valuation of 122,3 and relative valuations. The four ownership scenarios lead to a fair price 

ranging from DKK 114,50 to 156,30. The highest stock price is observed where several controlling 

institutional owners are present, and can be explained by a mix of positive effects from ownership 

concentration and a low illiquidity premium. The lowest price is found where one large dominating owner 

is present. This is despite a very positive effect on the budget and capital structure, caused by the negative 

impact a dominating ownership has on the illiquidity premium. 

This thesis has shed some light as to how one can include ownership related issues in a practical valuation. 

Quantifying the variables is however a field where further research is needed. Forecasting the future 

ownership structure is very difficult task that this thesis does not provide an answer to. Despite this, if the 

investor has incorporated an ownership structure scenario analysis in his valuation, he can instantly adjust 

his target value when an ownership change is announced.  

The results in the thesis indicate that the ownership structure can have a significant impact on a fair value 

of a company. We therefore recommend investors to incorporate scenarios analysis in valuations where a 

significant change in ownership is likely to occur. 
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1 Introduction 

1.1 Introduction 

The food additive producer Chr. Hansen Holding A/S (hereinafter Chr. Hansen) reintroduced its stock on the 

3
rd

 of June 2010 on the Danish OMX Copenhagen stock exchange
1
. Chr. Hansen was before the IPO 

privately owned by the French private equity fund PAI Partners. PAI has been the owner of Chr. Hansen for 

the last 5 years since they bought the company from The Lundbeck Fund in 2005 for DKK 8,2 billion
2
. 

Several analysts pointed out at that time that PAI had paid a high price for Chr. Hansen.
3
  

PAI Partners succeeded their IPO in the summer of 2010 despite rumors of having paid a high price for Chr. 

Hansen back in 2005. The stocks were reintroduced to the market on the 3
rd

 of June 2010 at a price of DKK 

90 per share.
4
 Chr. Hansen had a market capitalization worth of DKK 16.6 billion in January 2010. PAI 

Partners had therefore in 5 years almost doubled the value of Chr. Hansen. 

In the IPO offering announcement Frédéric Stévenin, partner at PAI Partners, commented: 

 

“…We believe that Chr. Hansen has a strong future ahead of it as a publicly listed 

company and will be retaining a significant stake in the business going forward.”
5
 

 

PAI Partners sold off 18,6 mil. of its shares in the initial public offering and has then gradually sold off more 

of its shares. PAI Partners was on January the 13
th

 2011 only in control of 37,4 % of the shares, and has 

proclaimed that they will sell off more stocks in the future.
 6

 With the exit strategy of PAI we anticipate 

changes in management and power concentration within Chr. Hansen.  

This thesis seeks to uncover whether this sudden change in ownership structure caused by the IPO will 

have an effect on the future direction and thereby value of Chr. Hansen.  

 

                                                             
1
Chr. Hansen, Annual Report 2009/2010 p. 3 

2
Lundbeckfonden Annual Report 2005/2006 p. 4 

3
Ingrediensdivisionen til salg – interessant mulighed!, Jyske bank stock analyst report 24-11-04 

4
Chr. Hansen, company announcement no. 3, June 3-2010 p. 1 

5
Chr. Hansen, company announcement no. 3, June 3-2010 p. 4 

6
Chr. Hansen, company announcement no. 2, January 13-2011 p. 1 
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1.2 Problem identification 

Chr. Hansen has gone from being fully owned by a private equity fund to a public stock with multiple new 

owners. Chr. Hansen has gone through a lot of changes during the time with PAI as fully owner. The 

company has been trimmed, and every division has been optimized up until the day of reintroduction to 

the OMX stock exchange.  

During the past 10 years many negative comments have been made in public debates towards the 

structure of private equity funds, and it has been questioned whether they actually add value at all. We 

must say that the value creation, in the case of PAI’s takeover of Chr. Hansen, has been remarkable the past 

five years.  We are very curious as to how this value creation has occurred. Can the value creation be 

attributed to the ownership structure of a private equity firm and hence the influence of PAI Partners on 

the company, or is it due to external factors?  Also, is this value creation sustainable with a new owner?    

PAI Partners professionals currently occupy 33% of the board of directors at Chr. Hansen.
7
 This distribution 

is likely to change when PAI Partners sells its remaining stake in the company. Chr. Hansen’s management 

and thereby its direction would likely be affected by the withdrawal of PAI Partners professionals. 

The ongoing change in ownership structure makes it difficult for the stockholder to assess the fair value of 

the stocks. Therefore this thesis seeks to uncover how an investor should react to a significant change to 

the ownership structure of a company. Even though practitioners are aware that ownership effects do 

exist, Classic valuation methods do not have a direct method to quantify these issues.  

It is therefore necessary to study the following: (1) How do different ownership structures influence a 

company, (2) Which governance mechanisms are needed in different structures and (3) which areas of the 

company the ownership structure usually affects.  

This will provide an investor with a practical framework for assessing how he should react when PAI 

Partners eventually pulls out.  

 

 

                                                             
7
 Employee representatives not included.  
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1.3 Problem statement 

The problem identification leads us to the main problem statement of this thesis. 

“How will the stock price of Chr. Hansen be influenced by changes in ownership structure? “ 

The objective is thereby to identify the value of Chr. Hansen, with the use of ownership structure theory 

applied on the valuation of the company.  

The aim and focus is not to identify “one correct value” of the Chr. Hansen stock. Instead this thesis seeks 

to predict “several fair values” given different ownership structures by the use of scenario analysis.  

 

1.4  Structure 

The figure below gives an overview of how the thesis is structured. Every section of the thesis ends with a 

summary that highlights the main ideas of the specific chapter.  

Figure 1.1          Structure of the thesis 

 

Source: Own creation   
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2 Method 

2.1 Knowledge production and research design 

The process of working with the thesis, and knowledge production in general, can be broken down into four 

main elements, as shown in figure 2.1. The four elements are linked together by an ongoing analysis and 

interpretation throughout the process.  

Figure 2.1      The main elements of knowledge production  

 

Source: Den skinbarlige Virkelighed, p 24   

The stepping stone is the problem statement. Thereafter relevant theory and empirical data are collected 

and presented. The theory and empirical data are then analyzed and interpreted until the final conclusion 

can be obtained.  The knowledge production approach throughout this thesis is done through the use of 

deductive reasoning.
8
  

 

2.2 Models and theory 

This part gives an overview of which models and what type of theory that is used in the analysis. We 

explain our reasons for having chosen the specific model and theory, and in which context it is used in the 

thesis.  

We want to explore the factors that are influenced by the changes in ownership structure. This will be done 

by analyzing both the factors that influence governance issues as well as the factors that influence financial 

characteristics, such as capital structure, R&D expenses etc. 

                                                             
8
 Den skinbarlige Virkelighed, Andersen, p 32  
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The thesis seeks to apply modern governance theory to neoclassical valuation methods. We will apply 

existing theoretical framework on ownership structure’s influence on company performance to add an 

extra dimension to a valuation of Chr. Hansen. By doing so are we able to analyse how changes in 

ownership structure can affect the value of a company. PAI Partners imminent exit from Chr. Hansen’s 

makes this dimension quite relevant for future shareholders.    

Figure 2.2           Application of governance theory on neoclassical valuation method 

 

Source:  Own creation 

The thesis has its foundation on the studies done on corporate governance and firm performance. We 

therefore lay out the most important studies done on this topic in relevance for this thesis, since the 

problem of “separation of ownership and control” was first identified by Means and Berle back in 1932. The 

agency-cost theory is throughout the thesis a vital theory for understanding how ownership structure 

issues affect strategies within a company, and how conflicts of interest between majority shareholders, 

minority shareholders and management can arise.  On the basis of the identified corporate governance 

theories we will incorporate them in the actual valuation. 

In order to perform a valuation on Chr. Hansen we have to assess the value drivers of the company. The 

financial value drivers tell us about the past performance and the non-financial drivers gives us an 

indication of in which direction Chr. Hansen is going. In order to perform a proper budget forecast we have 

to connect the non-financial value drivers to the financial value drivers. The identification of value drivers 

will be determined by the approach illustrated in figure 2.3. 
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Figure 2.3          Approach to the Strategic analysis 

 

Source:  Own creation 

We want to examine both the external, such as macro and industry factors, and internal value drivers of 

Chr. Hansen. By doing so we will be able to target the specific elements that is influencing Chr. Hansen.  The 

chosen models are therefore not used on a stand-alone basis. 

The PEST model has been chosen to examine the macro variables that affect the additive industry. This 

model is good at evaluating how factors such as political, economic, social and technological change affect 

Chr. Hansen’s future strategy.  

 “Porter’s 5 forces” puts more emphasis on the external factors within the specific industry. “Porter’s 5 

forces” is a powerful model to explain the attractiveness of the industry, and key factors as how to succeed 

within in the industry.
 9

 Porter’s main idea is that the company’s positioning within the industry determines 

whether the firm’s profitability is above or below industry average. A company that successfully defends 

itself from the 5 competitive forces should therefore exhibit above average returns.
10

 

Once the external environment has been identified the internal environment, i.e. analysis of Chr. Hansen 

will be assessed. According to Mcgahan the industry only explain 20% of a company’s performance.
11

 The 

external analysis is therefore used in conjunction with the internal environment. The Internal environment 

contributes to 36% of the variance in profitability according to Mcgahan & Porter.
12

 According to Porter the 

profitability of a company depends on producing a unique product that the consumers like and which is 

                                                             
9
 Regnskabsanalyse og værdiansættelse – en praktisk tilgang, p. 69-76 

10
Perspectives on strategy, Bosch & Man, p 7-9 

11
 A. Mcgahan, “Competition, Strategy and business performance” California management review 41, no. 3 (1999), p. 

74- 101  
12

 A. McGahan and M. Porter, “how much does industry matter really?, strategic management journal 18, no. 8 (1997), 

p.  15-30      
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hard to imitate.
13

 We support this view, and therefore believe that the value chain analysis is a good way to 

illustrate where Chr. Hansen differentiates itself from its competitors. 

The BCG-matrix model is a simple tool that helps explain the attractiveness and weakness of Chr. Hansen’s 

current product portfolio.  

The financial analysis is used to make an ex-post analysis of Chr. Hansen’s previous financial statements. 

This analysis will give an insight to Chr. Hansen’s profitability, risk profile and historic growth. The 

profitability analysis will be made on the basis of a decomposed DuPont pyramid. This gives a good 

overview of where the profit is being made, and how Chr. Hansen has performed compared to its peers.   

When the strategic and financial analysis is complete, we can project Chr. Hansen future earnings potential. 

We are going to make use of scenario analysis when making forecasts. The ownership structure effect on 

WACC will also result in the determination of an individual WACC in each scenario. This allows us to make 

several forecasts assuming different ownership structures. This will provide excellent illustrations of the 

impact ownership structures are likely to have on the budget of Chr. Hansen. 

The valuation part uses the forecasted budgets to identify a fair value of the stock in each ownership 

scenario.  

The scenario-based share price will be determined by the use of the two cash flow based valuation models, 

DCF and EVA. The 2 models are based on the same assumptions and should therefore arrive at the same 

value. The use of both models is therefore a robustness check of the final results. A relative valuation and a 

stress test of key ownership variables will also be performed to validate the fundamental valuation even 

further. 

 

2.3 Delimitations 

Data collection stopped the 05-05-2011. Therefore data and information published after this date will not 

be taken into consideration in this thesis. 

Our primary focus is on how ownership structure affects valuation. We will therefore not go into detail on 

how the valuation models work. We limit ourselves to using both the DCF and EVA valuation models and 

the assumptions these are based upon. 

                                                             
13

 What is strategy?, Porter, p. 12 
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The scenarios in the different ownership structures are chosen in order to cover a range of possible 

ownership scenarios. These are the most plausible ones in our opinion. We will not cover scenarios and 

theory where Chr. Hansen would be the victim of a hostile takeover by an equity fund or an industrial 

competitor. We will solely cover Chr. Hansen’s activities and thereby not focus on any synergies that could 

be achieved from a merger. 

Chr. Hansen’s current equity has since its introduction to the stock exchange been categorized in one class 

of shares. We will for that reason not cover the theory regarding dual class shares and pyramid schemes.  

 

2.4 Data collection 

We are going to answer the problem statement primarily by the use of secondary data, i.e. publicly 

accessible data.  The structure and subject of the thesis makes it necessary to use a combination of 

theoretical articles and empirical data. We have in particular used corporate governance related articles in 

order to understand the impact of ownership structure on company performance. 

Since the thesis shows how a valuation of Chr. Hansen is influenced by different ownership scenarios a full 

insight to Chr. Hansen’s financial statements had been obtained. This has been done by collecting all the 

necessary annual reports and company announcement from Chr. Hansen. We use a peer group to compare 

with Chr. Hansen, which is why we have also collected annual reports from these companies. In order to 

understand how the food additive industry operates different reports on the food additive market has been 

collected. Furthermore, different articles from business and financial newspapers have made it possible to 

analyse the market environment and the competitiveness of the market. The complexity of the niche 

markets Chr. Hansen operates in has made it difficult to obtain specific company and market data. We have 

therefore performed an interview of the head of investor relations within Chr. Hansen in order to confirm 

or obtain the needed material for our analysis. This conducted interview is perceived as primary data.  

Different databases such as DataStream & Bloomberg have been used to obtain either market data or 

company specific data.  

 

2.4.1 Reliability 

 The data obtained from Chr. Hansen and its competitors should be analysed with some scepticism, since 

these sources have an incentive to overstate their own performance. Annual reports are validated by a 

certified accountant but are to some extent used as marketing material. Our data from the interview with 
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the head of investor relations in Chr. Hansen is somewhat reliable, but again the interviewee has a 

subjective view on matters. Data exported from DataStream, Bloomberg and OMX Copenhagen is found to 

very reliable. 

 

2.4.2 Validity 

The annual reports from competitors that do exist are in most cases consolidated accounting figures. Since 

the ingredients additives industry is divided into numerous submarkets, the consolidated accounting figures 

decrease the validity of the common size and peers analysis. 

Most articles that have examined the importance of ownership structure are based on samples from USA. 

Even though Denmark and United States have many similarities regarding market and legal structure, there 

are some distinct differences that reduce the validity when applying the results to Chr. Hansen. We have 

therefore taken several views into account throughout the thesis in order to increase the validity of 

ownership specific matters.  

We have met different complications in our search for the application of ownership structure on the 

valuation of Chr. Hansen. The ownership related modifications to the WACC has been found difficult to 

apply. The validity of the application of the illiquidity premium, capital structure, R&D can therefore be 

criticised for a lack of theoretical references.  We however consider it a reasonable approach, based on the 

available empirical and theoretical data. 

 

2.4.3    Lack of Data 

Many competitors are not publicly traded and therefore all relevant data for composing a proper peer 

group is not accessible. We have therefore relied on our interview with the head of investor relations in 

Chr. Hansen where specific market data was not available.  

We have not been able to obtain annual reports for Chr. Hansen during the years with PAI as full owner. 

Additionally, the older annual reports generally include less information. We have been able to obtain 

some information from the prospect made at the reintroduction to the stock exchange. Though we can 

extract some information from the prospect it is not as fully detailed as a proper annual report nor totally 

updated. No credit rating agencies have evaluated Chr. Hansen’s credit risk. We have therefore used Chr. 

Hansen’s own credit rating from their annual report. 
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3 Description of Chr. Hansen 

3.1 Chr.  Hansen historically 

The history of Chr. Hansen dates back as far as 1872, when the chemist Christian Ditlev Ammentorp Hansen 

invented a method to produce a standardized rennet enzyme. 2 years later, in 1874, the company was 

founded and a production plant that could produce natural colors for cheese and milk was established.
14

 

The company was very successful and present in most European countries and in the USA in 1878.  

Producing additives to the dairy industry was up until 1975, Chr. Hansen’s only area of business. At that 

time the company entered the agricultural sector, where it started developing and producing bacterial 

cultures for feed to livestock.     

In 1979 Chr. Hansen bought the financially distressed allergic medicaments producer ALK-Abello, from the 

Lundbeck foundation. The purchase of ALK-Abello was primarily considered as a diversification strategy, 

since the company was not integrated within Chr. Hansen.
15

 

In 1987 Chr. Hansen expanded its research to health additives as well, with a probiotic dietary supplement. 

Throughout the 1990’s Chr. Hansen acquired at lot of smaller competitors as an entry strategy to establish 

themselves in additional areas of the food additives sector.
16

 

In the resent years Chr. Hansen’s strategy have shifted towards a focused strategy on “value adding” areas, 

especially within enzymes and dairy cultures and health ingredients.
17

As a consequence several business 

areas have been sold off.
18

 

 

3.2 Chr. Hansen today 

Today Chr. Hansen employs more than 2.300 people in over 30 countries, has revenue of EUR 575.5 million 

in 2009/10 and a net profit of EUR 19.2 million.
19

 

                                                             
14

 Chr. Hansen homepage ->About us -> key dates   
15

 From goose feathers to GRAZAX© - The history of ALK, p. 76 
16

Chr. Hansen homepage ->About us -> key dates   
17

 Chr. Hansen, Annual Report 2007/2008 p. 4 
18

 Chr. Hansen divests flavor activities, www.foodnavigator-usa.com 
19

 Chr. Hansen, Annual Report 2009/2010, p. 10-11 
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Chr. Hansen is currently a global supplier of bioscience ingredients to the food, health and animal feed 

industries. Their products include cultures and dairy enzymes, probiotics and natural colors. Chr. Hansen’s 

core competencies are built on their strong knowledge towards bioscience especially within the 

development of cultures and enzymes. The organization of Chr. Hansen is illustrated in figure 3.1.  

Figure 3.1          Organizational chart of Chr. Hansen 

 

Source: Chr. Hansen, Annual Report 2009/2010, p. 9 

Chr. Hansen has divided its operations up into three main product divisions. The sales and distribution 

activities are also separated from the product divisions.      

The importance of each division in terms of contribution to total revenue and profit is illustrated in the 

following pie charts in figure 3.2.  

Figure 3.2      Each divisions contribution to total revenue and profit   

 

Source: Chr. Hansen, Annual Report 2009/2010, p. 12 

 

Figure 3.2 clearly indicates that the cultures & enzymes division, with the biggest contribution to the 

revenue (62 %) and profit (73 %), is the main focus of Chr. Hansen. The Colors & Blends division contributes 
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the second most to the revenue (24 %) but provide the least contribution the overall profit (11 %). The 

Health & Nutrition division is, despite being the smallest contributor to the overall revenue (14 %), the 

second biggest contributor (16 %) to overall profit.  

The next 3 sections will give a brief introduction to the activities within each production division, followed 

by an illustration of the major geographic markets Chr. Hansen’s operate in.   

 

3.2.1  Cultures & Enzymes 

This division develops, produces and sells enzymes and cultures to the food and dairy industry. This division 

is the backbone of the company as shown in figure 3.2. The main products are within the segments cheese, 

fermented dairy products, meat and wine.  

Chr. Hansen’s long history within this segment has made them a global leader within the supply of enzymes 

to the food market, particularly within the cheese segment. In brief, when making cheese, enzymes are 

added to the milk which gives the farmer a better control of the production process. Their huge knowledge 

base within the enzyme business has given them the expertise throughout the whole cheese production 

process.
20

 

The different cultures are used in the production of fermented milk, cheese, wine and meat.  Enzyme 

cultures are used to control the taste, texture and the maturity of a given production process.  

 

3.2.2  Health & Nutrition 

The health & Nutrition division develops, produces and sells products within dietary supplements, over-the 

-counter pharmaceuticals, infant formula and animal feed industries.
21

 The core products within this 

division consist of probiotics. Health & Nutrition was established as a separate division 2 year ago due to its 

huge growth potential.
22

 

Probiotics consists of different supplements to the food industry that have been proven healthy for humans 

and livestock, especially within the intestinal area. Chr. Hansen works within 8 different indication areas 

                                                             
20

Chr. Hansen homepage ->Products -> Product areas -> enzymes  
21

Chr. Hansen. Annual Report 2009/2010, p. 9 
22

Chr. Hansen. Annual Report 2007/2008, p. 4 
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which range from intestinal balance to infant health.
23

 Probiotics helps the body digest food and extract the 

proper nutrients, strengthening of the immune system and so on. 

Probiotics is also widely used within the animal feed industry for many of the same purposes as for the use 

on humans. Using probiotics within the animal industry optimizes animal health and productivity.
24

 

 

3.2.3  Colors & blends 

The Colors & Blends division develops, produces and sells natural colour solutions to the food & beverage 

industry. The areas that the Colors & Blends division mainly focus on are the beverages, confectionary, ice 

cream, fruit preparation, meat and prepared food industries.
25

  

 The company’s expertise with regards to colour is derived from the research done on fruits, vegetables, 

roots and seeds. The Colors & Blends division strives towards introducing new products and standards in 

the functionality of the products within the industry.
26

 

 

3.2.4  Global sales 

Chr. Hansen’s sales are managed in a separate division, as shown in the organizational chart in figure 3.1. 

The following figure 3.3 shows how Chr. Hansen’s revenue is decomposed throughout the world.    

Figure 3.3           Each markets contribution to total revenue  

 

Source: Chr. Hansen, Annual Report 2009/2010, p. 11 
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Europe is by far Chr. Hansen’s most important market in terms of revenue. This corresponds to the fact that 

69 % of all employees are situated in Europe.
27

 Europe’s position within Chr. Hansen has however declined 

the last years compared to the faster growing Asian and North American markets.  

 

3.3 Ownership structure historically 

Chr. Hansen was up until 1979, when it was introduced at Copenhagen stock exchange, a family owned 

company. The descendants of the founder still had absolute control due to triple class shares. In 1989 the 

Lundbeck foundation took over 89 % of the A-shares, and thereby obtained the majority of the votes.
28

 

In 2004 the Lundbeck foundation announced its intention to sell off Chr. Hansen and keep ALK-Abello. The 

French private equity fund PAI partners won the bidding war, and bought Chr. Hansen for a total value of 

DKK 8.2 billion.
29

 

PAI is a large private equity company specializing in, amongst others, consumer goods. It has a huge 

knowhow of what drives the industry from its experience with comparable competitors like Diana and 

Yoplait.
30

 

PAI partners relisted Chr. Hansen on the 3
rd

 of June 2010, after 5 years absence, on the stock exchange. PAI 

partners still owned the majority of the stocks 55 %, and had thereby still effective ownership control of the 

company.
31

 

 

3.4 Present ownership structure 

Chr. Hansen shares are currently listed on NASDAQ OMX Copenhagen. It is the 12th most traded stock on 

the stock exchange with an average daily turnover of DKK 41 million.
32

 There only exist one class of shares, 

and there are no voting or ownership restrictions.
33
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As shown in the pie chart in figure 3.4 Chr. Hansen is primarily owned by institutional investors, only 2 % of 

all investors are private. The other interesting part is that the PAI partners have sold off an additional 18 % 

of their initial stocks.
34

 Consequently PAI partner no longer have majority ownership control.  

Figure 3.4        Investor identity 

 

Source:  Chr. Hansen, Annual Report 2009/2010, p. 54 

                Chr. Hansen Homepage 

The only two known owner identities are PAI and Blackrock
35

, since all investors that own more than 5 % of 

all stocks have an immediate information requirement to the public.
36

 It follows that only two large 

shareholders existed by the time where data collection stopped. This wraps up the introduction of Chr. 

Hansen. The following 3 chapters provide the actual inputs needed to perform the valuation.      
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4  Ownership structure analysis 

The chapter starts out with an analysis of whether ownership structure actually has an impact on the 

performance of companies in general. This is followed by a definition of corporate governance, and a 

description of the different corporate systems. The life cycle of corporate governance will then illustrate 

where Chr. Hansen is situated concerning its need for corporate governance.   

The current theoretical framework and mechanisms within specific topics of corporate governance are 

covered. How Chr. Hansen deals with these issues are evaluated and analyzed. An in-depth discussion of 

the pros and cons of different owners’ effect on a company will be applied on Chr. Hansen on the basis of 

the most likely future owners. 

The chapter ends with an analysis of the specific parts of Chr. Hansen that are likely to be influenced most 

from a change in ownership structure.    

 

4. 1  Does ownership structure matter? 

Almost all large companies around the western world, including Chr. Hansen, are managed by professional 

employees and not the actual owners.   

The separation of control between owners and managers can lead to a conflict of interest. The problem of 

“separation of ownership and control” was first identified by Means and Berle back in 1932 in their book 

the modern corporation and private property. As they express it: “It is still expected that enterprise will be 

operated in the interest of the owners. But have we any justification for assuming that those in control of a 

modern corporation will also choose to operate in the interest of the owners?”
37

 

The topic of ownership structure has received a lot of attention from researchers since Means and Berle, 

trying to figure out whether owner-controlled
38

 companies (OC) perform better than manager-controlled 

companies (MC). We have summarized Gugler’s analysis of 35 different studies on ownership structure 

performance in the following pie chart.
39

 

                                                             
37

 Modern corporation and private property, Berle & Means, p. 113    
38

 An Owner-controlled company is defined as a company where one owner has the power to replace the current 

management. 
39
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Figure 4.1      Studies on owner-controlled vs. manager-controlled firms. Period: 1932-1999  

 

Source:  Corporate governance and Economic performance, Gugler, p. 14  

As shown in figure 4.1 only 5 out of 30 studies have not been able to prove any statistically significant 

difference in performance between the 2 types of company control. However vast majority of the research 

done in this field, conclude that owner-controlled companies outperform manager-controlled significantly. 

Only 2 studies have found the opposite to be the case, i.e. that manager-controlled companies perform 

superior to owner-controlled.   

The results are based on different measures of performance
40

, and the classification of OC and MC 

companies is not fully consistent. Furthermore 31 of the 35 samples are from American or British large 

companies, which in general have a much more dispersed group of owners than Denmark and the rest of 

continental Europe.
41

 

Despite these shortcomings and somewhat ambiguous results, we believe that the above stated results 

clearly indicate that ownership does indeed have an influence of the performance of large companies, and 

thereby also Chr. Hansen. For that reason one need to take ownership into consideration when valuing a 

company, with changing ownership. In addition it seems that companies with a controlling owner tend to 

perform better than companies with management controlled companies, hence a more dispersed 

ownership structure. This is quite interesting since Chr. Hansen’s ownership structure is currently shifting to 

a more dispersed ownership. 

                                                             
40

Tobin’s Q, return on equity, net income/net worth and etc. 
41

 Corporate ownership around the world, La Porte, Lopez-de-Silanes & Shleifer, p. 492 



Page 24 of 151 

 

 

4. 1.1   Corporate governance definition 

Corporate governance is a tool for the corporation and its stakeholders to ensure accountability of certain 

individuals in the pursuit of reducing agency costs.
42

 In this thesis we define corporate governance as:  

“Corporate governance relates to all the processes that exist around and within a corporation concerning 

how companies are run. Corporate governance is a system that helps corporations manage and control 

their resources effectively. Corporate governance therefore relates to issues concerning the stakeholders 

and the overall goal of the corporation. The main stakeholders involved include shareholders, 

management, board of directors, lenders and etc.”
43

 

Topics within corporate governance cover issues concerning ownership structure, board composition, 

remuneration and so on. 

 

4.2  External issues within corporate governance 

The surrounding environment and the organizational life cycle of Chr. Hansen play a part in how the 

corporate governance works. We will discuss these matters in the following 2 sections, before we go into 

detail with the ownership structure of Chr. Hansen.   

 

4.2.1  The corporate systems 

The need for corporate governance differs throughout the world. It is dependent on how the corporate 

legal structure/environment works in the specific country. Corporate systems do of course differ from 

country to country and even from industry to industry, but a common categorization is whether the system 

is (1) market-oriented or (2) network-based.
44

 

Market-oriented systems are characterized by: well-developed financial markets, a lot of publicly listed 

companies and dispersed ownership among private shareholders. Part of the reason for the lack of large 

shareholders is found in the very excessive law and regulations concerning minority shareholders rights. 
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The market oriented systems are predominant in countries based on the British common law system such 

as: the US, the UK, Canada and Australia.
45

 

Network-oriented systems are on the other hand known for: Fewer listed companies, more concentrated 

ownership and less developed financial markets, especially within corporate debt. There are typically 

several large shareholders, where banks, the state and other corporations are regular shareholders. In 

Network-oriented companies decision-making is widely based on consensus where all stakeholders’ 

interests are looked after, and not just the shareholders as in market-oriented companies. Examples of 

countries where the network based system is common would be: Japan and continental European 

countries, including Denmark according to De Jong.
46

 

In our view Denmark is somewhat in between the two systems. For instance, large Danish companies have 

begun issuing corporate bonds, and the degree of investor protection is quite high in Denmark, which is 

very-market oriented.
47

 

The needs for corporate governance, because of the above-mentioned differences, differ in the two 

corporate systems. Since most financial theory regarding a valuation assumes a market oriented system, 

we believe it is important to enlighten an additional view.
48

 

The difference within the two systems is most relevant in respect to monitoring, but this will be covered in 

debt in chapter 4.3.1.   

We will not go into greater detail with the differences of the two corporate systems, since it is not the 

scope of this thesis.  We will just emphasize that the corporate environment is a determining factor for 

which instruments can be used to align incentives of managers and owners. 

 

4.2.2 The corporate governance life cycle of organizations 

In order to understand the evolvement and need for corporate governance, we link corporate governance 

to the life cycle of organizations. An organization evolves throughout its life cycle when changes occur to 

the market, the size of the company, the need for capital and so on.  
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Organizations go through five stages in its life cycle, according to Filatotchev and Wright: start-up, growth, 

maturity, decline and death/revival.
49

Throughout all these five stages the need for governance systems 

changes. When organisations develop the management becomes more professional, the external 

environment grows and the pressure for further governance systems will become stronger. Filatotchev and 

Wright suggest that the organizational development is accompanied by different combinations of resource 

diversity and accountability to the shareholders. The different combinations tell how the specific 

organization, is positioned strategically with respect to its environment.
50

 The figure below illustrates this 

relationship, and the specific life cycle position of organizations.  Chr. Hansen’s life cycle is illustrated on the 

right side and will be covered in section 4.2.2.1. 

Figure 4.2         Organisational life cycle 

 

Source: The life cycle of corporate governance – Filatotchev & Wright, p. 3 

 

Organizations accountability to shareholders increase as the resource base gets more extensive, according 

to Filatotchev and Wright. Companies are typically owner-controlled in the start-up phase, and the 

incentives of the owners are therefore aligned with management. The company will become more 

professionally managed, when a company goes through an initial public offering and enters the maturity 

phase. 

The transitions through the different life cycles are upheld by thresholds that need to be passed by the 

firm. The governance systems in the maturity phase have to be in place in order to create transparency for 

the external investors to take up the risk. When the governance mechanisms are no longer in place to 

uphold accountability, the organisation might go into a declining phase. The organization can have invested 
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into many uncertain territories, causing the company’s business strategy to lose coherency and focus. .
51

 

The company takes up to many negative net present value investments, and the lack of transparency 

means that stockholders cannot easily exercise their power.
52

  

Once a company reaches the declining phase we either see the death of the organisation or some sort of 

revival of the company. In the case of revival we might for instance see that an organization is taken private 

from having been public. When taking a corporation private changes to the governance mechanisms occur. 

This is aimed at reducing agency costs and to increase the upside incentive for management.
53

 

 

4.2.2.1 The life cycle of Chr. Hansen 

We will argue that the corporate life cycle according to Filatotchev and Wright, is very market based 

oriented and is probably more applicable to American companies. The history of Chr. Hansen is one of long-

lasting family ownership. We will argue that Chr. Hansen reached a maturity phase and an extensive 

resource base without significantly increasing accountability to external shareholders. 

When Chr. Hansen was introduced to the stock market in 1979 its accountability to external shareholders 

increased to its highest level.  We shall argue that the period that followed, when Chr. Hansen was owned 

by Lundbeckfonden, can best be described as a period of decline. The company strategy had no overall 

focus, and many investments into new areas had been made. According to Flatotchev and Wright this is 

due to the lack of proper corporate governance mechanisms.   

Since PAI’s ownership and the delisting of Chr. Hansen, they have been able to fully manage the assets of 

Chr. Hansen with no accountability to external investors. PAI partners were now part of the board of 

directors and could secure a proper internal monitoring. We observe a lot of divestments through this 

period that seemed necessary to rethink the overall strategy. These activities might not have been easily 

effectuated, if listed on the stock exchange. This indicates that the governance mechanisms, when first 

listed on the stock exchange, did not leave any room for flexible turnaround strategies. 

In the current situation Chr. Hansen has been reintroduced to the stock market. By going public again the 

accountability increases again to its highest level. It is especially important that the transition process goes 

smoothly in order to overcome any thresholds between the new life cycle phases. 
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4.3  Internal issues within corporate governance 

In this chapter we identity potential problems between owners and management, and go into detail with 

regards to how these problems can be reduced. Each theoretical subject will be followed by our evaluation 

of how well Chr. Hansen is equipped to handle these issues.    

 

4.3.1 Agency costs 

In a perfect economy ownership structure would not matter. This is because of the assumptions of rational 

behaviour and no information asymmetries.  Ronald Coase defined the nature of the firm as a nexus of 

contracts, or a collection of contracts among owners, managers and workers, suppliers and customers. 

According to Coase firms exist in order to minimize the transaction costs associated with the different 

production chains of a product or service.
54

  

By internalizing these transactions costs you create an entity with many different stakeholders with their 

own agenda. Therefore internal frictions might arise from different incentives among the players within the 

firm. This leads to the classic principal agent dilemma where differences in incentives can lead to agency 

cost within the firm.  

The principal agent dilemma depicts issues where an agent works for the principal. The agent has his own 

agenda and therefore might not work in the interest of the principal. Within corporate governance 

problems can arise where managers have self-seeking goals that are not aligned with the value 

maximization goal of stockholders. These differences in incentives can lead to agency costs reflected in 

monitoring costs, value extraction by managers and differences in risk profiles. Reasons for differences in 

incentives between management and owners can be many, but the overall issue is the information 

asymmetry that exists between management and owners. The information asymmetry can lead to moral 

hazard behaviour of the management, and thereby make the management take advantage of the superior 

inside knowledge. Examples of differences in incentives can be different Investment horizons, divestment 

profiles, empire building, private benefits and so on.
55

 

A lot of research has been made on the specific subject, and different solutions to the dilemma will be 

covered in the following sections. The theories that try to reduce the principal agent dilemma can be 

categorized into three overall topics:   
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1. Compensation based alignment  

2. Active monitoring  

3. Passive monitoring  

According to economic theory, principals should spend money to reduce this problem up to the point 

where marginal profit equals marginal costs.
56

In the following three subsections we will explain the 

different theories, and their relevance in the case of Chr. Hansen.    

4.3.1.1 Compensation based alignment 

One way to align incentives of management with owners is by compensating the management according to 

the performance of the company. The basic idea is that if management is compensated in accordance to 

the value creation of the firm, then management will align its incentives with the owners. There exists 

several ways on how different remuneration schemes can be constructed. Managers can be compensated 

according to different performance key figures, but the most recently preferred type is stock option based 

remuneration.  

In addition to just monetary incentives, the manager can also be induced to perform well by rewards and 

punishment. This could for instance be the fear of losing your job (punishment), or the chance to get a 

promotion (reward). This is better than monetary incentives according to James A. Mirrlees, due to the 

existence of diminishing marginal utility of money.
57

 Because of this an employee will rather work 1 hour 

less a day and get 8 €, than an hour more and get 9 €, since his basic needs are already satisfied at 5 €. Thus 

it is more expensive to induce good behaviour than it is to discourage bad behaviour money wise. The 

existence of diminishing marginal utility of money is important to keep in mind, especially in Denmark 

where the high and progressive tax system amplifies this behaviour.  

The different types of remuneration have been criticized for creating their own incentives and therefore 

not aligning incentives as initially intended.
58

 For example, managers can take up to much risk and thereby 

manipulate key figures or accelerate sales. The most extreme case of stock option contracts not working in 

the interest of shareholders in recent years must be the case of Enron.   

Even though critical voices towards incentive based remuneration exist, it is still a widely used instrument 

among large companies around the world. The latest improvements focus on ensuring alignment of long 

term horizons. 

                                                             
56

Corporate governance and Economic performance, Gugler, p. 22 
57

 The Optimal Structure of Incentives and Authority within an Organization, p. 130 
58

 Den kapitalmarkedsstyrede virksomhed, Møller & Nielsen, p. 215-220 



Page 30 of 151 

 

4.3.1.2 Compensation based alignment and Chr. Hansen 

Chr. Hansen uses a variety of remuneration based schemes in order to align management with the 

shareholders, as shown in figure 4.3.  

Figure 4.3           The executive board’s composition of remuneration 

 

Source: Chr. Hansen, Annual Report 2009/2010, p. 88 

Salary is the single largest part of remuneration. The size of the “Bonus” is dependent on the performance 

of a number of financial and non-financial targets (KPI’s). The part “other” is primarily attributed to Hans 

Thorkilgaard exit from Chr. Hansen on 30. September 2010.    

The management had a share-based compensation program under PAI regarding warrants, but the 

program was vested when Chr. Hansen became a public company once again.
59

 The warrants have been 

replaced with 3 different “option based compensations programs”. The executive board holds 87.5% of the 

outstanding options contracts, where the remaining 12.5% is for other managerial employees.
60

 

Despite “Share-based payments” small fraction of the total remuneration for 2009/10, we believe that this 

fraction will increase in the years to come. This is also based on the fact that Chr. Hansen itself owns 2% of 

the total outstanding stocks, equal to a market value of EUR 35 mil., as shown in figure 3.4 in section 3.4. 

These holding are solely a hedge of the current outstanding management incentive programs.
61
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Chr. Hansen has an actual policy regarding remuneration.
62

 This includes maximum percentages of each 

remuneration part. Share-based payments are for instance not allowed to be more than 28-33% of the base 

salary.  This is positive since this reduces management entrenchment.   

We have compared the remuneration composition of Chr. Hansen with Novozymes and Danisco, which can 

be seen in appendix 2. It shows that Chr. Hansen’s remuneration composition lies in between Novozymes 

and Danisco in all parts, except for one. The share-based payments are higher in both Danisco and 

Novozymes with 20 and 38 % respectively. This also indicates that Chr. Hansen share-based remuneration 

programme might increase over time. Chr. Hansen’s CFO, Henning Jakobsen, has recently found a new job 

in a multinational company. This supports Mirrlees’ theory that the likelihood of a promotion is also a 

compensating factor.
63

 

It is practically impossible to conclude whether the remuneration of management has, and will improve the 

performance of Chr. Hansen, especially when the analysis is based on purely external data. There exist a 

diverse incentive payment programme, which in theory should reduce the potential principal agent 

problem between owner and management. “The perfect contract” doesn’t exist in the practical world, but 

we believe that Chr. Hansen’s current remuneration package is of a high quality. Compared to its Danish 

peers there is a slight indication that the share based programme could increase in the future.   

 

4.3.1.3 Active monitoring 

Active monitoring relates to where any direct influence can be exercised on a given company to reduce the 

agency problem. This is either done by the internal monitoring performed by the board of directors, by 

large shareholders exercising their ownership power or by large debt holders.  

The board of directors hires and controls the management and ensures that they uphold their fiduciary 

commitment to the stockholders. The board of directors can change management if they are not satisfied 

with their performance. It is of course of much relevance who is elected into the board of directors. The 

proper qualifications and experience must be in place in order to guide the company in the right direction. 

In the process of screening potential management the board of directors must be aware of the information 

asymmetry, which can lead to adverse selection. 
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Different guidelines on board composition have been made, in order to ensure that the board of directors 

is as effective as possible. Studies regarding board size, female/male ratio, inside or external members on 

company performance have been made. There is no clear rule to board composition, but the separation of 

management and board of directors is very vital concerning good corporate governance. Studies also show 

that having a limited number of inside directors, and thereby a lot of external experts on the board of 

directors, increase profitability.
64

According to the Nørby committee outsiders are described as participants 

with no active role or ownership within a given company.
65

 

Active monitoring can also take place in the presence of a large shareholder. A large shareholder might 

even be on the board of directors, where it is able to influence the decisions made by management. 

Typically a large shareholder takes form of an institutional investor such as pension funds, private equity 

companies and investment banks.  

In the case of a large debt contributor you will also see monitoring of the given company. The debt 

contributor might have such a big a stake that it has extra incentives to monitor the company to secure that 

the company can service its debt. In some cases where debt covenants are breached the debt holder might 

have enough power to actively exercise its power over the given company. This is of course negative from 

an investor point of view, since the main agenda of debt holders is to get their money back. Shareholders 

and debt holders have a different risk assessment of projects, which implies that colliding incentives 

between the two exist.  

4.3.1.4 Active monitoring and Chr. Hansen 

As a listed company on the Danish stock exchange Chr. Hansen is expected to have a professional board of 

directors. The board of directors in Chr. Hansen consists of 9 members where 3 of the members are 

employee representatives, which can be seen in detail in appendix 3. The board members are up for 

election every year at the general assembly. The board of directors has three committees: An Audit 

committee, a remuneration committee and a nomination committee.
66

 The composition of the board of 

directors is depicted in the figure below. 

The board of directors is fairly male dominated with 2 out of 9 board members being female. Age and the 

professional backgrounds seem eligible for positions among the board of directors in Chr. 
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Hansen.
67

According to Jensen the board of directors becomes ineffective when it increases beyond 7-8 

members.
68

 We therefore consider the current board of director’s size adequate. 

Figure 4.4      Composition of board of directors 

 

Source: Chr. Hansen, Annual Report 2009/2010, p. 156-57 

Chr. Hansen homepage -> investor relations -> governance -> board of directors   

Except for the employee representatives there are only outsiders, which ensure that dual positions do not 

exist. Dual positions exist whenever a board member for example is part of the management. We observe 

the non-existing dual positions as a positive point, since management would otherwise be auditing 

themselves. The two PAI representatives do, however, not qualify as true outsiders as defined by the to the 

Nørby committee.   

There might be a lack of industry knowledge within the board of directors. We really only observe two 

industry professionals, Alice Dautry and Mark Wilson, within the board of directors. The two existing PAI 

Partners have prior experience within the bioscience industry, but we expect these two board members to 

exit sometime soon. Lionel Zinsou, CEO of PAI partners, already left the board of directors in 2010, and was 

replaced with Mark Wilson.
69

 

The institutional investors within Chr. Hansen hold 98 % of the stocks, as shown in figure 3.4. PAI partners 

are probably the only investor that can take an active monitoring role of Chr. Hansen. But as the chairman 

of the board of directors Ole Andersen said at the general assembly: “I can’t tell how long PAI partners will 

own stocks in Chr. Hansen, but private equity is per construction based on a limited time horizon”
70
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We observe the uncertainty towards PAI Partners commitment to Chr. Hansen as a negative point. Their 

unclear involvement can cloud the decisions made by the board of directors and lead to short term 

optimization.  

 

4.3.1.5 Passive monitoring 

Passive monitoring relates to how a company is perceived by the market. This can either be through the 

market for corporate control or by buying and selling signals from the market. Passive monitoring thereby 

differentiates itself from active monitoring, by only having access to external data unlike shareholders with 

board representation.  

Different reactions from the stock market might signal that the company can be performing poorly or good. 

Larger institutional investors or pension funds can disinvest in the given company and thereby tell the 

market that it does not believe in the given management.
71

 Passive monitoring by the market can put extra 

pressure on the management in order to perform well. Many bad signals from the market can lead to 

uncertainties among the stakeholders of a given company.  

The bigger the company is and the higher the company profile is the more institutions have the given 

company on their observation and analysis list. This relates to the efficiency of markets where the market 

transparency increases the more information there exists about the company. 

The market for corporate control relates to the fact that companies can be treated as a possible takeover 

subjects, if the market feels that the given price is to low or that the company can be run in a more 

effective manner. Voting rights can be traded in order to try and exercise some power and control over a 

given company.
72

 Instruments can be proxy contests, friendly mergers and hostile takeovers in the market 

for corporate control.  

Numerous studies report that the target shareholders gain almost all the abnormal returns (20 - 40%) from 

a merger or takeover, where the buyer’s abnormal return on average is close to 0%.
73

We agree with most 

scholars in the field that the market for corporate control on its own is a poor mechanism for minimizing 

agency problems between managers and shareholders.  
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The need for other disciplinary mechanisms is vital, since the threat from the market for corporate control 

is not always credible, or as Klaus Gugler put it: “It appears that existing managers can squander one-third 

of the firm’s value before the threat of displacement becomes truly serious”
74

 

 

4.3.1.6  Passive monitoring and Chr. Hansen 

Chr. Hansen is, judging by its presence on the Danish stock exchange and a member of C-20
75

, a high 

profiled stock and thereby exhibits high passive monitoring. Chr. Hansen is not only of high interest in 

Denmark but has a fairly high foreign profile as well. This is indicated by the fact that 86 % of the stocks are 

owned by international investors.
76

 The high passive monitoring indicates that Chr. Hansen and its stock 

price are part of an efficient market. Of course the market price cannot project the inside knowledge of 

Chr. Hansen directors, but every move and strategy of the company is monitored and commented on.  

 

An example of the passive monitoring there exists regarding Chr. Hansen could be the recent 

announcement regarding CFO Henning Jacobsen’s exit. This particular news was not treated well by the 

market where different consulting agencies, investment banks and so had negative comments towards 

Henning Jakobsen’s exit.
77

 

There is also focus on the food additive industry at the moment. Danisco, a domestic competitor of Chr. 

Hansen, undergoes a lot of attention at the moment since the large bioscience company DuPont has made 

a bid on the stocks of Danisco.
78

 This attention towards Danisco and therefore the industry tells how the 

market perceives the given industry and thereby also signals how they indirectly perceive Chr. Hansen.  

As already mentioned, other institutional investors consist of 98% of the shareholders. The large block of 

shares owned by institutional investors definitely increases the passive monitoring of the company. We 

observe this as a very positive element since the extra passive monitoring can affect the performance of 

the management of Chr. Hansen in a positive direction. 

Chr. Hansen has just been in the market for corporate control under the ownership of PAI. We thereby 

consider it unlikely that this will be the case in the near future, since listing a company is expensive, and PAI 

had properly checked the market for corporate control before relisting Chr. Hansen. 
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4.3.1.7  Summarization of Chr. Hansen’s agency costs  

We have made a summary in the following table 4.1, to get an overview of how efficient the corporate 

governance mechanisms in Chr. Hansen work. The figure depicts whether we believe Chr. Hansen’s 

governance tools have a positive, negative or neutral effect on future performance. It is fairly ambiguous 

how they will affect Chr. Hansen, but it gives an overall impression on how well the mechanisms reduce 

agency problems.  

Table 4.1      Summary of corporate governance Impact on Chr. Hansen 

 

Source: Own creation  

Overall there is a high presence of positive elements depicting a high alignment of incentives within Chr. 

Hansen. What we believe to be the biggest pitfalls is the ambiguity of PAI partner’s future involvement 

within Chr. Hansen. Further there seem to be a shortfall of industry knowledge within the board of 

directors, especially if PAI partners are expected to exit the board sometime soon.  

With the proper governance mechanisms in place, we will now look into how the composition of 

shareholders can affect the overall company in the future. 
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4.4  The effects of shareholder composition 

The first part of the chapter examines how ownership concentration can affect Chr. Hansen, and which 

potential problems and benefits dispersed and concentrated ownership implies. The following chapter goes 

into detail with the different investor identities and their potential influence on a company.  

 

4.4.1 Concentrated or dispersed ownership? 

A market oriented approach towards ownership structure suggests that investors will seek a well-

diversified stock portfolio. This would lead to companies having many small investors where management 

would work in accordance to the same goals as the investors. There would be no reason for holding large 

shares of stock since nobody would try to exercise any ownership power.
79

 But we still observe large 

stockholders among many of the large companies around the world. And as mentioned above do the more 

network-based countries often have concentrated ownership structures. 

The ownership structure within a company can lie somewhere between dispersed to concentrated 

ownership. Dispersed ownership is where you have a lot of small investors who cannot really exercise any 

power over the company. Concentrated ownership structure is either one sole investor with enough voting 

power to exercise its power or a coalition of investors, who collectively exercise their rights. Different 

ownership structures leads to different issues within corporate governance. 

The bigger you become as investor, the more interest do you have in the given company. With more shares 

comes more voting power, but the risk profile increases as well. Companies will go from having a passive 

interest for a given company to a more active participation/monitoring role as described above. Small 

investors with small stockholdings will not necessarily feel any obligation to monitor the given company just 

as much. The small investor has limited voting power and therefore cannot exercise any power over a given 

company. This non-involvement by small investors is also known as the free-rider problem.
80

 

As described above in active monitoring a large investor can be more influential. There will not be any 

conflicts as long as the large investor acts in accordance to the same incentives as the rest of the investors. 

But with different incentives, the large investor can exercise its powers to its own interest. This is also 

known as entrenchment, where the large investor expropriates wealth from minority shareholders.
81

The 
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entrenchment effect can also lead to an adverse incentive effect, where minority ownership decreases. This 

makes the shares less liquid, which leads to an overall higher cost of capital.
82

 Therefore two opposite 

forces exist when focusing on ownership. With concentrated ownership comes active monitoring of 

management but at the risk of entrenchment issues.  

There have been performed vast studies on how ownership concentration affects company performance as 

illustrated in figure 4.1. There is a general consensus that owner-controlled companies have a positive 

effect on performance, but it is ambiguous how these results should be interpreted.  

Thomsen and Pedersen have made a study on 100 of the largest nonfinancial companies, from 12 European 

countries, regarding ownership structure and performance. They found a bell-shaped relationship between 

the ownership share of the largest owner and company performance. Market to book value of equity was 

found to increase at ownership values up to 81 %. The effect on performance was not as clear at ownership 

values above 51 %. ROA was shown to increase at ownership values up to 60 % but there was no significant 

effect on sales growth. Especially an increase in low values of ownership shares is shown to have a large 

effect. An increase of 5 % ownership to 15 % increases respectively market to book value of equity with 25 

% and ROA with 10 %.
83

 

It should be said that the nature of companies, their relation to corporate system and industries differ and 

thereby also the risk of the given company. Therefore different optimal ownership structures exist and 

changes all the time.
84

 

A study performed by Demsetz & Villalongo found no significant relationship between ownership structure 

and performance. Demsetz explain ownership structure as an endogenous outcome of the influence of 

shareholders and the trading on the market for shares. The ownership structure that emerges, whether it is 

diffuse or concentrated should be influenced by the profit-maximizing interest of shareholders.
85

 

Gugler, Mueller and Yurtuglo distinguish between the wealth and entrenchment effect of ownership 

structure on performance. They find a clear positive and significant wealth effect and a negative and 

significant entrenchment effect. The conclusion is more ambiguous when the two effects are combined. 
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The positive effect seems to dominate any entrenchment effect in Anglo-Saxon countries whereas the 

negative entrenchment effect dominates in Civil-law countries.
86

 

We treat Thomsen & Pedersen’s results as an indication that the positive effect of a large shareholder 

tends to dominate any entrenchment effect up to a certain ownership threshold. Their findings indicate 

that the active monitoring has an effect on management. It is unclear when the entrenchment effect will 

dominate the positive effects. Whether this is at 30% or 80% is difficult to say but we believe that a 

threshold at majority ownership is sensible.  

Despite opposing results from studies we believe up to a certain point that the monitoring effect from large 

investors has an overall positive effect on performance. Gugler, Mueller and Yurtuglo’s findings indicate 

that the entrenchment effect should have a dominating effect in civil law countries. Despite this we 

perceive it somewhat unclear whether this relies to Chr. Hansen, since Denmark is a not a pure civil law 

country. 

4.4.1.1 Owner concentration in Chr. Hansen 

Turning to Chr. Hansen’s ownership structure reveals two large shareholders in form of PAI Partners (37 %), 

and Blackrock (6 %). It is unclear whether the remaining block of institutional investors has a concentrated 

investor effect. There is of course the possibility of coalition agreements within the institutional groups. PAI 

Partners can in light of their large stake be perceived as having a large investor effect. But we question their 

further commitment within Chr. Hansen, making the large investor effect very ambiguous. PAI’s potential 

lack of commitment could actually give them an overall negative effect due to their possibility of 

entrenchment. 

We believe that an increase in active monitoring within Chr. Hansen’s ownership structure could be 

improved by a higher presence of large investors.  

 

4.4.2 Investor identity 

Much attention has been put on ownership structure but the actual investor identity tends to be just as 

important.
87

 The identified investor types within a company have different profiles and thereby affect the 
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company in their own way. Investors have different approaches to company strategy and thereby 

preferences regarding risk and time horizon, despite having profit-maximizing goals. 

Following Thomsen and Pedersen, we divide the primary investor identities in:  

• Institutional (Private equity, banks & investment funds) 

• Management  

• Family 

 

Investment funds tend to have small shares in companies, banks preferably prefer larger stakes in 

companies whereas family, governments and companies tend to have majority ownership in companies.
88

 

The different characteristics of the ownership identities will in the following segment be analysed. We 

emphasize the ownership identities that we believe are of most importance in the case of Chr. Hansen. The 

different goals of the ownership identities clearly give an indication on which identity type could have a 

positive effect on company performance.  

Identity effects may have larger ramifications for companies where owner concentration tends to be 

higher, according to Thomsen & Pedersen.
89

 But at the same time Gugler, Mueller and Yurtuglo find that 

entrenchment effects dominate in network based countries. This suggests that the corporate system also 

play a vital role regarding investor identity. 

 

4.4.2.1 Institutional investors 

The majority of shares in Chr. Hansen are owned by institutional investors. Due to their obvious relevance 

in this case we will divide them into 3 categories:  

1. Private equity  

2. Banks  

3. Investment funds  

 

Private equity:  

Private equity companies seek out companies to be bought, restructured and then resold. Their 

involvement is typically very active and usually they obtain a controlling role of a given company. Private 

equity is organized as a partnership where the general partner, e.g. PAI, set up and manages the acquired 
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company, while limited partners, e.g. investment funds, provide about 99% of the needed capital.
90

The 

company buyouts are characterized by obtaining a high level of debt used to pay of the limited partners.  

The general managers are usually experts within management, and are therefore able to set out a clear 

strategy for the target company. They therefore often install a new management and hold a high share of 

the positions on the board of directors. Private equity companies have short time horizon, with a maximum 

10 years.
91

When the company is resold, the limited partners get their initial investment back first, and only 

afterwards wills profits be distributed. The general partner then gets 20 % of the profits and the limited 

partners 80%, even though the general partner only have put up 1% of the initial investment.
92

 

Consequently, the private equity structure gives the general manager plenty of incentive to make the 

company profitable.  Another important feature is that the separation of ownership and control problem is 

eliminated. Their short investment horizon though leaves question marks concerning their further 

involvement where low company stakes are held. 

 

Bank ownership:  

Bank ownership is not legal everywhere in the world, but as mentioned earlier it can have great importance 

within the network-based corporate systems. Having a creditor as owner is surely a high risk of 

encountering agency problems. But positive outcomes from bank ownership exist as well. Banks can have 

easier access to capital, information and other services which the bank has to offer. A close bank-firm 

relationship can actually in some cases lead to less asymmetry of information and therefore mitigate any 

problems concerning moral hazard. 

Direct bank ownership is very rare in Denmark but they play an important role regarding debt. Therefore 

their role regarding Chr. Hansen primarily pertains to the refinancing of debt. For that reason passive 

monitoring is present.  

Investment funds:  

As private equity funds and banks, investment funds function as specialized owners, and often have arms-

length relationships with companies. Institutional investors imply advantages towards finance, low risk 

aversion and a relative long time horizon. Institutional investors’ performance is often measured in 

financial success and therefore their goals can be described as share-value increasing.  
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The ownership identity within Chr. Hansen is very dominated by institutional investors. It is difficult to 

evaluate the effects on performance of the specific identities. But general empirical findings suggest 

positive externalities by having large institutional investors. 

Thomsen & Pedersen find that companies that have institutional or bank investors as the largest investor, 

tends to have higher market to book values of equity.
93

 

Studies done by Chaganti & Damanpour (1991) emphasise the hypothesis that institutional investors can 

address some of the shortfalls of the specific strategy of a company. Their study indicates that institutional 

owners with large stakes tend to increase performance of companies compared to companies where 

institutional companies have low stakes.
94

 

Not all findings suggest that institutional ownership has a positive effect on performance. There have been 

raised questions whether institutions can properly and effectively monitor company management. A survey 

done by Pound (1988) has indicated that institutional ownership increased the probability of management 

victory over a shareholders proposal in general meetings. Furthermore, one must ask why agents within 

institutions should be able to make better decisions than agents within the company. Questions have been 

raised on why institutional managers should be better at company level strategies than industry 

professionals.
95

 

We believe that institutional ownership can lead to better company performance. This of course depends 

on the specific context where stake size and future strategy of the given identity plays a role. The value 

maximizing goals of institutional investors reinforce the objectives of the specific company and help align 

incentives within the management through the extra monitoring. 

In the case of Chr. Hansen we do not observe any large investor effect, but there could be indications of a 

positive effect of the identities of the investors. There is a high presence of institutional investors which 

implies possible high monitoring of management. There is though the presence of PAI partner where the 

actual involvement again is very unclear. Blackrock could have a positive dominating effect on Chr. Hansen, 

since Thomsen & Pedersen have indicated that even small investor shares could tend to have a positive 

effect on performance. The analysis of Chr. Hansen reveals a high presence of institutional investors, which 

we believe to be a positive factor within the company. 
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4.4.2.2 Management ownership  

The relationship between CEO and management ownership and economic performance has been 

quantified in several studies. 

Griffith’s finds a non-monotonic function between CEO ownership and performance, where performance is 

denoted by Tobin’s q, which can be seen in appendix 4. CEO increase performance from 0 to 15 % 

ownership. The performance is negative at levels beyond 15% up to 50%. Beyond 50% the relationship rises 

again. Griffith also finds that the CEO-performance relationship statistically cancels out if you subtract CEO 

from management.
96

 This suggests that the CEO’s role is far more important than the rest of the 

management. 

Management’s ownership impact on performance relates again to the two opposing effects: entrenchment 

(negative) and convergence of interests (positive) explained above.
97

 

Several researchers have found a non-monotonic relationship between insiders’ ownership and a 

company’s performance.
98

 The source of data does of course differ from study to study, but also different 

performance indicators are used. Tobin’s q, Marginal q and market to book value  is widely used, but they 

all have shortcomings since it is based on accounting figures, that can be manipulated in a given direction 

by management.  

Another disagreement between researchers lie in at what point, percentage-wise, the entrenchment effect 

dominates the incentive alignments. A reason for this percentage-wise difference, may relate to the fact 

that companies differ in size.
99

 If you own 1% in company worth 100 million, you have just as much 

incentive to make the company perform well as if you own 10% in company worth 10 million. For this 

reason we are very cautious to put actual figures on the “correct” amount of CEO and management 

ownership in the case of Chr. Hansen.  
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In the executive board in Chr. Hansen only Henrik Dalbøge own shares in the company, for a market value 

of value EUR 306,169.
100

This relative low amount is not surprising, since the company have only been 

publicly listed for less than a year. There is, however, a lot of outstanding share based programmes for 

management as noted in section 4.2.3.2.  

We believe that these share-based programmes will have a positive influence on Chr. Hansen in future 

years. We do not think the threat of the entrenchment effect is relevant, due to the size of Chr. Hansen’s 

total outstanding equity. 

 

4.4.2.3 Family ownership 

Family ownership often takes a double role by also managing the company. Family owners tend to focus on 

empire building and be reluctant to give up control. Further there might be entrenchment issues at the 

expense of minority shareholders. 

Thomsen & Pedersen observe that sales growth was higher whenever the largest owner was a family or 

corporate identity. This seems to emphasize the superior growth objective compared to an overall profit 

objective among these identities. In the case of Chr. Hansen the emphasis on family ownership is not 

important. Family ownership in Chr. Hansen lies in the past and will not play a vital role in the future. 

 

4.4.3 Sub-conclusion 

The empirical evidence indicates that there exists opposing and very ambiguous results regarding dispersed 

or concentrated ownership. This makes it very difficult to show how ownership structure and owner 

identities influence performance. We tend to believe that concentrated ownership has a positive effect on 

performance, but one should be cautious when attempting to generalize these findings. Chr. Hansen 

currently has a large investor in the form of PAI partners. Their declining commitment, however, makes us 

sceptical to how active their “monitoring role” is at the moment. 

You can say that the findings indicate a positive effect of institutional, bank and management ownership, 

whereas the other owner identities mostly have negative influence. We perceive the high presence of 

institutional investors within Chr. Hansen as a positive effect on the future performance of Chr. Hansen. It 

is ambiguous how large the effect is. This depends amongst others on the institutions ability to form 

coalitions. Chr. Hansen’s current increase in management ownership will in our view have a positive effect 

in the years to come.   
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4.5 Future ownership structure 

The analysis of ownership structure shows that many implications arise from different ownership issues. 

Agency costs theory gives a fundamental point of view to why these implications develop among the 

involved parties. We have looked into the mechanisms that minimize the agency costs and evaluated how 

these are implemented within Chr. Hansen. It is our overall assumption that Chr. Hansen is well-equipped 

on this front.   

The effect of shareholder compositions was explained by empirical studies and we evaluated how owner 

concentration and investor identities affect company performance. We now have the tools to analyse how 

by the imminent exit of PAI will affect Chr. Hansen. We will therefore make use of 4 different ownership 

structure scenarios, which is illustrated in figure 4.7 in the following page.  

In the scenario analysis we do not distinguish between the investor identities among the dispersed owners, 

since it is our belief that these owners will not be able to affect the management significantly. It is possible 

that the future ownership structure will not look exactly look like one of the four scenarios, since 

ownership structure can shift rapidly in a fairly liquid stock like Chr. Hansen. The investor will, however, by 

the very different nature of each scenario be able to combine the different scenarios. This will make him 

able to compute how Chr. Hansen’s stock price will be affected.   

Scenario 4 might not be the most likely scenario, but the most drastic changes can occur in this scenario.  In 

addition, Danish law protects minority shareholders from potential power abuse by giving the remaining 

investors the right to sell their shares to a controlling owner who owns more than 50% of the shares.
101

 

However, a controlling owner can force minority shareholders to sell their shares to him if he owns more 

than 90% of the shares.
102

 It is therefore very relevant to include an ownership structure analysis, as part of 

the overall analysis. None of the scenarios include management ownership of more than 5%, since we 

consider this unrealistic Chr. Hansen’s size taken into consideration.  
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Figure 4.7         4 Ownership structure scenarios  

 

In scenario 1 we assume that either PAI Partners 

keeps its stake or sells its entire stake to another 

investor.  

 

 

 

In scenario 2 we assume that PAI Partners sells its 

entire stake. The stocks are picked up by many 

investors so that Blackrock remains the only investor 

with more than 5 % ownership. There exists no clear 

dominating owner so that the ownership control is 

much dispersed. 

 

In scenario 3 we assume that PAI sells its stake and 

the stock is bought by three new institutional 

investors. The control is therefore practically divided 

between 4 professional owners.  

 

 

In scenario 4 we assume a high owner concentration 

where one investor buys a majority ownership of 

Chr. Hansen.  

 

 

 

 

Source: Own creation 

These scenarios will be applied throughout the rest of the thesis to determine how the ownership 

structures affect the value of Chr. Hansen.  
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5 Strategic analysis 

 

The following section will analyze the key non-financial value drivers of Chr. Hansen. We begin by analyzing 

the external factors. We look into the macroeconomic indicators and analyze the business environment of 

the food ingredients industry. We then go into depth with issues concerning the internal environment. We 

evaluate the value chain of Chr. Hansen to investigate which parts of the value chain that leads to a 

competitive advantage. We point out how ownership structure affects the internal environment and future 

strategy of Chr. Hansen’s three product divisions. 

We sum up the strategic analysis by evaluating the most important key financial value drivers and their 

effect on each product division. 

 

5.2  External environment 

5.2.1 Macroeconomic variables 

The PEST model is helpful at evaluating how factors such as political, economic, social and technological 

change affect Chr. Hansen’s future position. 

5.2.1.1 Political   

The food producing Industry is quite regulated by authorities. The regulation does, however, vary 

dramatically across the world. These differences are currently fading in Chr. Hansen’s most important 

markets, as the European Union is putting a lot of effort into harmonizing regulation in individual member 

states.
103

 

There exists an international food regulation under WHO which aims to protect health and fair 

international trade.
104

 The US and EU markets are, however, additionally regulated by the US Food and 

Drug Administration (FDA) and European Food Safety Authorities (EFSA), respectively. Going back to Chr. 

Hansen’s main markets in figure 3.3 means, that 71% of its revenue comes from highly regulated markets.   

One very important current trend is the shift from artificial to natural coloring in soft drinks. This is of 

course partly consumer driven, but EFSA regulation is helping this trend on the way. The so-called 

“Southampton six” study found that six artificial colors can make children hyperactive. This has resulted in a 

                                                             
103

Switching to Natural Food and Drinks Ingredients, Joerg Gruenwald, p. 49  
104

Switching to Natural Food and Drinks Ingredients, Joerg Gruenwald, p. 48 



Page 48 of 151 

 

health warning labeling requirement in all EU markets.
105

 Chr. Hansen’s colors & blend division has a very 

strong market position with regards to natural colors and consequently profits from this general trend.  

EFSA’s harmonization is also resulting in new thorough clinical documentation towards products in the 

Health and nutrition division.
106

Chr. Hansen is missing approval of 6 out of 9 currently produced probiotic 

products, which has to be approved at October 2011 the latest.
107

The approval of the clinical effects of 

probiotics is vital with respect to the marketing of the end products. Chr. Hansen’s customers are not able 

to market their products as having health effects if these effects are not well-documented. The health & 

Nutrition division therefore relies heavily on any tightening of documentation of the probiotic effects.  

The tightened regulation and documentation is associated with higher R&D costs which when seen in 

isolation is negative.  Chr. Hansen does, however, see this as a competitive advantage, since they are well 

suited to deal with this.
108

 

5.2.1.2 Economical  

Most of the consumer end-products, e.g. yoghurt, meat or soft drinks, can generally be considered inelastic 

goods, i.e. products that are not very affected by change in the end-consumer’s disposable income, since 

they are considered a necessity. That being said, Chr. Hansen’s value can still be affected by macro-

economic variables especially in emerging markets. 

World economic growth  

The general economic growth forecasts in purchasing power in Chr. Hansen’s primary markets are 

illustrated in figure 5.1.We have used the BRIC-countries as an indicator for the emerging markets, since 

these 4 countries contribute to the majority of revenue in their respective regions.
109
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Figure 5.1        Economic forecasted GDP pr. capita growth (PPP) in selected markets
110

 

 
Sources:  

GDP Per Capita (PPP), US Dollars Data for Year 2015,  www.economywatch.com 

IV – Beyond the BRICs: Updated global growth projections to 2050, PWC UK Economic Outlook March 2008, p. 23 

 

The general economic growth differs quite a lot in Chr. Hansen’s primary markets.  The consumers in 

Europe and North America, from where 74% of Chr. Hansen’s revenue comes, have a high level of 

purchasing power. So the proportion of food expenditure is quite stable from these countries. In many 

emerging markets enhanced food and yoghurt are considered a luxury that consumers have not previously 

been able to afford on a daily basis.
111

 

The effect of a growing middle class in the emerging markets therefore shows a potential huge market for 

Chr. Hansen. The ”Asian-pacific, Middle East and African region” have grown in the resent years but still 

only contribute to 15% of Chr. Hansen’s revenue as shown in figure 3.3. The setup of a scientific application 

center for the Asian region in 2010 shows that long term investments are being made.
112

 

Looking at the long term economic forecasts, despite its obvious uncertainty, it clearly shows that in order 

to maintain Chr. Hansen’s current growth in revenue, they need to put a lot of effort in the emerging 

markets.  

Currency rate exposure  

Chr. Hansen’s market presence is, as previously explained, quite global. This potentially makes the 

company’s income exposed to fluctuations in the currency market. Chr. Hansen is, however, reducing its 
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currency exposure by making sure that both income and expenses are denominated in the same 

currency.
113

If that is not possible, they hedge by the use of forward exchange contracts. Chr. Hansen does, 

despite the strong hedging focus, state in their outlook that a shift in especially the USD currency rate 

would influence the company’s operational and financial performance.
114

  

Investors in most cases hold a portfolio of stocks which has exposure to various currencies, and can easily 

hedge it themselves. About 25 % of Chr. Hansen’s current shareholders are Americans
115

, which are 

probably not so interested in a USD hedge.  We therefore consider Chr. Hansen’s currency rate policy 

adequate.  

 

Fluctuations in Raw materials (Carmine)  

Another important macro variable is the development in raw material prices. The Colors & Blends division 

stands out from the two other divisions in terms profitability as shown in figure 3.2. This is primarily 

because 60% of the production costs are variable, whereas the variable costs only consist of 20 % in the 

other two divisions.
116

 For that reason, changes in raw material prices can have a huge impact on the Colors 

& Blends division, especially the raw material carmine.  

Carmine is used in a variety of products like ice creams, yogurts, fruit drinks, alcoholic drinks and candy 

products.
117

The carmine price has fluctuated tremendously the last 30 years, and has currently risen 600% 

from 2009 to 2010, which is shown graphically in appendix 5.  The reason for the drastic change in price is 

primarily due to a supply shortage.   

The world supply for carmine was in 2010 reduced to less than half of the usual supply.
118

Peruvian farmers 

had shifted to more lucrative production after being pressured on price by the manufactures. The output 

level of 2009 will, according to suppliers, first be reached in 2012-2013. Chr. Hansen seems to be aware of 

the problematic fluctuations in the carmine prices, and will put an effort to reduce the problem in the 

future. According to CEO Lars Frederiksen, “[the carmine shortage] is a major chance for us to be more 

professional and stabilize the supply chain”.
119
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The Colors & Blends division had a revenue growth of 52 % in the first half of 2010/2011, where the 

increase in carmine prices alone consisted of 30 %-point.
120

 Chr. Hansen has thereby been able to transfer 

the increase in carmine prices to the consumers. We do not expect the revenue growth to be sustainable, 

since the current carmine prices are expected to fall once the supply reaches previous levels. 

5.2.1.3 Social  

Demographics 

In the economic analysis we looked at how the forecasted change in disposable income in selected 

countries would affect Chr. Hansen. To get a deeper understanding of the potential markets it is important 

to include the demographic development, which is shown for the 4 primary markets in figure 5.2.  

Figure 5.2       Long term projected population growth rate  

 

Source: Population Division of the Department of Economic and Social Affairs of the United Nations Secretariat, 

medium growth assumption. 

The European population, which is Chr. Hansen’s single largest market, is expected to shrink for the next 40 

years. The other regions have a declining trend but the population is still growing. It is interesting that the 

North American population is so different from Europe, and even higher than in South America. The 

projections in Figure 5.2 magnify our conclusion from figure 5.1. It is hard to see any growth potential in the 

European region with a decreasing population, high disposable income and moderate economic growth. 

Sales growth can, however, also be influenced by consumer preferences and trends, which will be covered 

next.  

Health trend  
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Currently there is a general trend in the world towards focusing on health and physical wellbeing. The 

historical and future global market for probiotics, which is a good indicator for the Health & Nutrition 

division, is illustrated in Table 5.1.   

Table 5.1        The global market for probiotics 

 

Sources: Business Insights
121

, BCC research
122

, Koncept Analytics
123

 

All the country specific figures are from Business Insights. 

The market has shown impressive growth rates in the last years, and is expected to continue growing 

though at a slightly lower rate.   

It is interesting that markets like the Japanese and South Korean have a much higher consumption per 

capita than both Europe and North America. The Russian, Indian and Brazilian markets have shown 

impressive growth rates in the past and are showing huge future potential.  Another interesting point is 

that the 3 different analyst’s projections for the market differ substantially, both in terms of global sales 

and CAGR.   

The health trend has boosted the Health & Nutrition division enormously, but the other divisions are also 

benefiting from this trend. The current transition from artificial to natural colors in food and drinks is 

greatly benefitting the colors & blends division, since Chr. Hansen is considered the largest producer of 

natural colors.
124
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The natural food and drinks market has grown by a CAGR of 10,8%  from 2000-2010.
125

Analysts generally 

have quite modest expectations regarding the future total global market for colors, with a CAGR varying 

from 1,6% to 4%.
126

 Chr. Hansen’s growth therefore primarily has to come from winning market shares 

from the artificial color producers. Currently natural colors have about 35% of the total market so there 

should be ample growth opportunities, despite the technical difficulties with shifting from artificial colors.  

The health trend has also opened the North American eyes towards yoghurt, thereby providing growth 

opportunities for the Cultures & enzymes division as well. Canadian and American consumers have 

increased their yoghurt consumption with a CAGR of 7,11% and 5,71% respectively from 2004-2009.
127

 

North Americans are, however, still spending about 40% less on yoghurt than European consumers, so 

there is still room for growth in the years to come.
128

 

We therefore argue that the general health trend is a huge growth and profitability driver for all of Chr. 

Hansen’s divisions. 

5.2.1.4 Technological  

The competition within the food ingredients industry is also driven by new technological discoveries. All 

companies are investing heavily in R&D to be able to meet the consumers’ constantly changing demands. 

The need for highly educated employees is therefore ever-present. The bioscience field is a perfect 

example of this.  The current health trend has increased the number of pharmaceutical employees in the 

R&D departments, since establishment of new products needs extensive clinical research.
129

This 

technological change has expanded the food ingredients industry towards competing with the 

pharmaceutical industry. Chr. Hansen is of course protecting its R&D breakthroughs and has currently more 

than 1,100 patents.
130

 

The current transition from artificial to natural colors is also limited by the technological issues, since 

natural colors generally are less stable than artificial ones.  

Chr. Hansen’s primary customers in the yoghurt market are characterized by having large technological 

advanced production facilities. This is, however, not how yoghurt is produced in some emerging 

economies. In the world’s single largest market for yoghurt, India is 85-90% of the yoghurt produced in 
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family managed micro dairies.
131

 This difference requires a different approach to the manufactures, which 

will be covered in section 5.3.1.3.  

5.2.2  Industry attractiveness  

“Porter’s five forces” has been chosen to analyze the attractiveness of the food ingredients industry, and 

how Chr. Hansen is positioned. The model analyses how industry competitors, barriers of entry, customers, 

suppliers and substitutes affect Chr. Hansen’s earnings potential. 

5.2.2.1 Industry competitors 

The global food and drinks ingredients industry was approximately EUR 23,3 bn. in 2008 and is estimated to 

grow at a CAGR of 2,8% up until 2013.
132

 The food additive industry has due to its high technological level, a 

few leading companies when looking at sales volume. The market has a very low transparency caused by 

the high product differentiation. There exist many different niche markets with smaller dominating players. 

We therefore believe that the food additive market can be described as differentiated oligopoly. 

Chr. Hansen’s position within the food and drinks additive market is very small but the company has leading 

positions on its core markets. The complexity of the industry makes it difficult to determine Chr. Hansen’s 

exact competitors within its product divisions. Below is illustrated the markets Chr. Hansen operates in. 

Figure 5.3    Market share on divisional level
133

 

 
   

 

 

Source:  Chr. Hansen prospect, p. 94, 98, 101 

                Personal interview with the head of Investor relations in Chr. Hansen                
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A more elaborate list of Chr. Hansen’s competitors in each division is illustrated in appendix 7.  Novozymes 

is a big player on the enzyme market, but has entered into a joint venture with Chr. Hansen and is therefore 

not perceived as a direct competitor.
134

 

As can be seen from figure 5.3 Chr. Hansen is a dominating player on its primary market, the Cultures & 

Enzymes market. A few competitors exist within this market where the closest competitor is Danisco. We 

therefore treat this market as an oligopolistic market with Chr. Hansen as a dominating force. 

The Health & Nutrition market is widely distributed with no dominating player, since the market is still in its 

growth phase. The Health & Nutrition market is therefore characterized by a high degree of competition. 

The natural color market is dominated by three players: Sensient, San-Ei-Gen and Chr. Hansen. Therefore 

we believe that this market is also characterized by a fairly high competition.  

 

5.2.2.2 Barriers of entry 

High entry barriers usually exist within industries, where low asset turnover rates exist. Industries with low 

asset turnover usually relates to a high capital intensive business.
135

Chr. Hansen’s asset turnover was 0,57 

in 2010. The Medicine and Biotech industry has an average of 1.4 asset turnover ratio, suggesting that Chr. 

Hansen’s products are more advanced than the biotech industry.
136

  

The food ingredients industry is a very resource- and knowledge-intense industry. The capitals required to 

obtain the proper production facilities are fairly high, which suggests that start-up fixed costs are high. The 

business model within Chr. Hansen is quite scalable, and has shown easy adaptable to new markets such as 

the Asian markets.
137

 Positive elements associated with economies of scale further indicate, that high fixed 

cost is present within the food additive industry. 

The food industry is one of the largest industries in the world, which suggests that there are many 

distribution possibilities. However, the distribution channels are based on long-existing relationships 

between producers and customers, as explained later in the value chain analysis. The long term customer 

relationship provides a strong barrier for possible entrants. 
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The nature of the industry, as explained in section 5.2.1, is fairly R&D intense and is thoroughly regulated. 

This automatically creates high entry barriers.   

The many different products associated within the food industry can, however give arise to certain niche 

markets. For example new cultures or enzymes can be tailored to a specific product segment, and thereby 

differentiate themselves from existing products on the market. The differentiated and evolving market 

reduce the entry barriers for related business areas. 

The factors that determine the food ingredient industry’s entry barriers are summarized below.
138

 

Table 5.2       Barriers of entry within the food ingredients industry 

 
Source: Own creation 

We believe that there exist high entry barriers in general within the food additive industry. The biggest 

entry threat is from bioscience or pharmaceutical companies that wish to take advantage of existing 

production facilities.  

 

5.2.2.3 Customers 

Whether buyers within an industry have a lot of bargaining power can be explained by their size, number of 

competitors and the complexity of the product/service. The market Chr. Hansen operates in is a niche 

market with only a few competitors as explained in the industry competitor section.  

The mere size of the customers should lead to a high bargaining power from the customers, but the 

product complexity leads to a different conclusion. We believe that the specificity of the products and Chr. 

Hansen’s leading position within its core segments, give rise to fairly low bargaining power from the 

customer’s side. This is especially important in contrast to the risk exposure from new entrants or product 

substitutes on the market. 
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Part of the Production costs from one of Chr. Hansen’s main customers is illustrated below in Table 5.3.  

Table 5.3       End product cost analysis  

 
Source:  Goldman Sachs, Equity research: Chr. Hansen Jan. 2011, p. 18 

 

It shows that Chr. Hansen’s “contribution” to the product takes up a less than 1% of the total sales. This 

cost contribution can be generalized to all of Chr. Hansen’s products.
139

 The product ingredients are usually 

used as a selling argument to end-customers. Chr. Hansen’s “contribution” to the product therefore 

significantly adds value to the product despite its modest cost. This fact also preserves Chr. Hansen’s strong 

bargaining power over its customers.  

 

5.2.2.4 Suppliers  

Some concerns regarding the suppliers have to be mentioned despite we observe the suppliers as having 

low bargaining power. If suppliers are not able to deliver specific input material or deliver on time, it might 

affect Chr. Hansen’s production and thereby delivery processes to its customers. The global presence 

makes Chr. Hansen reliable and vulnerable to products and suppliers, from different places around the 

world.
140

If Chr. Hansen succeeds at reducing any supply chain risk, this would reduce uncertainties 

concerning delivery to its customers. 

Chr. Hansen has not made contracts with all of its key suppliers.
141

 We observe this as a risk, since sudden 

changes within the industry could make suppliers seek new business partners. We recommend that Chr. 

Hansen reduces this risk, by entering into contracts with its main suppliers.  

Chr. Hansen’s Colors and Blends division very exposed to the raw material carmine as explained in section 

5.2.1.2, which could have been avoided by contracts. The management is, in addition to contracts, looking 
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into how these fluctuations can be controlled. One of the initiatives is to find new areas to where the lice 

that produces carmine can exist.
142

 

 

5.2.2.5 Substitutes 

The determination of substitutes for the product segments within Chr. Hansen depends on what drives 

sales. Generally speaking it comes down to either cost or consumer preference issues. The underlying sale 

of the end product to the consumer is of course of importance. A huge part of Chr. Hansen’s business relies 

on the dairy business, and general substitution effects can be derived from consumer preference shifts in 

these products. Questions concerning product substitution arise differently among the product divisions 

within Chr. Hansen, and therefore have to be analyzed separately. 

 

Cultures & Enzymes 

The cultures & enzymes market is very much cost driven. The degree of substitution effect within this 

segment is fairly low, since the production process is very specific, when dealing with dairy products. The 

actual culture or enzyme is “programmed” to a specific procedure within the production and substitution is 

therefore not easily applicable. A trend that goes on within the dairy industry is to switch from in house 

production of bulk starter cultures to more industrialized cultures. Chr. Hansen’s product DSV® cultures 

offers advantages over traditional bulk starter cultures, such as improved culture quality and process 

control, increased production yields and reduced contamination risk. It is estimated that 40 % of the 

world’s cheese and 70 % of the world’s yoghurt production uses the DSV® technology.
143

 

Turning to the end product reveals an increased demand for dairy products especially within new markets 

such as South America, Asia & Eastern Europe. Euromonitor projects growth rates at 6 % to 12 % for the 

yoghurt market, and 9 % to double digit growth rates for the cheese market up until 2013.
144

 The growth is 

therefore primarily driven by cost in the production part of the value chain, and by change in preference by 

the end-consumers.  The demand for dairy products is the factor most likely to change, since consumer 

preferences are more likely to shift than industry demand.  

Overall we believe that the risk of substitution for this product division is low. 
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Health & Nutrition 

The health & Nutrition division is primarily driven by the sales in probiotics. The probiotic market has some 

of the same elements as the culture & enzyme division. The difference lies in that the probiotic market is 

more driven by attitudes towards health issues. The customer’s preference towards the use of probiotics in 

the production can be traced back to the preferences of the consumers. The risk of substitution is therefore 

highly affected by the actual consumer trend described above about social tendencies.  

Distinguishing between the human and animal market shows some differences. The animal market is much 

more cost-oriented, and as a result focus is much more oriented on production yields and such than health 

trends. 

The probiotics market competes with the health supplements market, and whether the consumer chooses 

to substitute comes down to cost and product efficiency. The probiotic market relies very much on the 

ability to provide clinical proof of the health benefits. The better the evidence is the better the product. 

Chr. Hansen invests heavily into this area but regulation has been tightened the last couple of years.
145

 

We believe the market has a low substitution risk but this can easily change. We conclude this by drawing 

on the fact that the probiotic market is very specialized, but changes can occur if regulation tightens even 

more. 

 

Colors & Blends 

Consumer attitudes towards health issues are the main driven factor behind the Colors & Blends division. 

The recent years shift in consumer awareness has created the market for Natural colors. The biggest 

substitution threat is therefore from the synthetic color market. For the threat to be credible there has to 

be some sort of reversal in the present trends. We see the shift in consumer behavior as a fairly permanent 

change in the years to come since regulation supports the shift towards natural colors. The substitution 

threat is therefore low, which leads to good growth possibilities for the colors & Blends division, from the 

underlying health trends.  
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5.3  Internal environment 

We will illustrate and evaluate Chr. Hansen’s current strategy with the use of a value chain analysis and BCG 

matrix. The value chain views the company as a collection of interdependent activities that form the final 

value creation within the company.  

5.3.1  Value chain analysis 

Figure 5.4 illustrates how Chr. Hansen’s cost in % of revenue was allocated 10 years ago, and how the value 

chain looks like today. 

Figure 5.4       Chr. Hansen’s previous and current value chain 

 

Source: Chr. Hansen,Annual Report 1999/2000, p. 5
146

  

Chr. Hansen,Annual Report 2009/2010, p. 66 + 95 

The most significant change in the value chain is that the operating costs have been reduced by 12.8 

percentage points during the last 10 years, resulting in a much higher EBIT-margin.  In the following we will 

analyze how Chr. Hansen is performing in each part of the value chain, and compare it to the competitors. 

5.3.1.1 Research & development 

Spending in research and development are generally costs that in the long run pay off, but in the short run 

can strain the company’s cash flow. Morbey finds that growth leaders within an industry tend to spend a 

high percentage of sales on R&D.
147

 Morbey further shows that a higher sales growth is related to high R&D 

expenditures within the high intense research industries, which can be seen in appendix 8. Hill & Snell 

suggests that R&D expenditure is positively related to profitability.
148
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R&D is a vital support function of Chr. Hansen’s value chain. Its leading market positions are upheld by 

specific knowledge on production processes and product application. Chr. Hansen further holds a portfolio 

of patents and trademarks that secures its leading positions on niche markets.
149

 Chr. Hansen is through its 

close relationship with customers and joint ventures vulnerable to having know-how transferred to 

competitors. Chr. Hansen is aware of this and focuses on protecting its build up know-how through 

contracting.
150

 

Looking at the R&D spending of Chr. Hansen and its peers gives an indication of the attention on future 

development of markets within the industry. Chr. Hansen and its peer’s R&D spending are shown below. 

Figure 5.5         R&D in % of revenue  

 

Source: Annual reports 2005-2010 for: Novozymes, Danisco, Chr. Hansen, DSM, Kerry Group, Cognis and Tate &Lyle    

Chr. Hansen level of R&D expenditures are in the upper quartile compared to its peers. Chr. Hansen expects 

to have an R&D spending level of app. 6 % of revenue including activated costs the next 3 to 5 years.
151

 

Novozymes stands out with R&D expenditures at approximately 14 % of revenue. We perceive Novozymes 

high R&D expenditure as being quite positive, since this might “rub off” on Chr. Hansen through their joint 

venture agreement.  

Goldman Sachs has made an analysis on R&D expenditures the last 10 years covering companies within the 

food ingredient industry, and their respective EBIT margin.
152

 Their analysis shows that high R&D 

expenditure tends to indicate higher EBIT margins. A reason for this could be that companies which use 

high R&D expenditure, succeed in specializing themselves by producing products not easily substitutable.  

                                                             
149

Chr. Hansen, Annual Report, 2009/10, p. 40-41 
150

 Chr. Hansen prospect, p. 17-18 
151

Chr. Hansen, Annual Report, 2009/10, p. 16 
152

 Appendix 9 



Page 62 of 151 

 

Goldman Sachs’ findings show that especially the large mass producing competitors invest significantly less 

in R&D, and exhibit significantly lower EBIT margins than the specialized companies.  

A lot of resources go into R&D but there is also a risk that the investment does not amount into marketable 

products. Products developed within the last three years have contributed to 11, 14 and 16% of Chr. 

Hansen’s revenue, respectively.
153

 Chr. Hansen therefore has successfully been able to transfer the R&D 

department’s expenditures into sales growth. We believe that R&D is a vital part in the ongoing 

development of Chr. Hansen’s strategic position. It is therefore of high interest to analyze if shifts in 

ownership structure affects the R&D strategies. 

5.3.1.1.1 Ownership structures influence on R&D 

The long investment horizon of R&D makes it even more important that management undertakes the 

proper long term strategies. Incentive alignment is therefore of high importance when related to R&D. R&D 

projects imply employment risk for managers, since there is a high risk of failure related to R&D, but the 

return potential is also high.
154

 Therefore incentive theory suggests that management hesitates when 

investing in R&D due to their short term incentives. 

 A study conducted by Baysinger, Konsnik & Turk suggests that a high presence of insiders on the board of 

directors is positively related to R&D spending of large firms. This contradicts the beliefs of management’s 

short term orientation, and thereby the view on participation of insiders on the board of directors. These 

findings are supported by Hill and Snell.
155

 

Hill and Snell further found that R&D spending increases with owner concentration.
156

 Baysinger, Kosnik & 

Turk extend this finding which suggests that institutional investors tend to positively affect R&D 

spending.
157

 These finding are also consistent with our analysis of proper incentive alignments when owner 

concentration and institutional ownership exists. 

Some research does, however, point in the opposite direction. Graves & Waddock argue that institutional 

owners might reduce the R&D spending levels, since their only focus on the company’s short term 

performance.
158

Graves finds a significant negative relationship between R&D as a proportion of sales and 
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institutional ownership for the US computer industry from 1976-1985.
159

The ingredients industry today is, 

however, not a very comparable with the first decade of the IT-sector, and the short term focus of 

institutional investors is mostly based on a comparison between American and Japanese companies in the 

80’s. We therefore tend to believe that ownership concentration increases the focus on R&D and especially 

with the presence of institutional investors.  

Since R&D is vital to the future profitability and growth creation, a proper monitoring is important. We 

believe that scenario 1 and 4, as a result of ownership concentration, will provide the recommended 

monitoring, to improve the R&D investment level. Scenario 3 might, despite the lack of dominant 

ownership, still create the needed monitoring of R&D spending. Scenario 2 is, however, in our view 

potentially troublesome, since no active monitoring will take place. This is especially relevant in recession 

times where management is pressured on positive performance.  

We still suggest that limited insiders on the board of directors are highly recommended, though the studies 

indicate that insiders on the board of directors can lead to positive R&D externalities. We believe that the 

threat of short term oriented management that could decrease R&D spending, something which is also 

reduced by the previously discussed remuneration package. 

 

5.3.1.2 Production 

The production accounts for more than half of the costs in the value chain. Chr. Hansen has production 

facilities on five continents, making them able to serve their large customers globally.  

When producing the specific ingredients there are clear big scale advantages. The huge American 

conglomerate DuPont, worth USD 50 billion, announced on January 2011 a tender offer for all Danisco 

shares.
160

 The German chemical giant BASF, worth EUR 56.1 billion, acquired Cognis on December 2010.
161

 

The takeover of both competitors is grounded in synergies and large scale advantages. The existence in 

large scale advantages explains the ingredients market landscape, and suggests that the market will 

consolidate until political monopoly restrictions are triggered.  

In 2008 Chr. Hansen established the world’s largest culture plant in Avedøre, Denmark for a price of EUR 40 

million, making it Chr. Hansen’s single largest investment throughout the company’s history.
162

 The 
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production facility serves both the Cultures & Enzymes and Health & Nutrition division, and has a capacity 

to produce all the yoghurt cultures needed for the entire European market.
163

 Chr. Hansen’s production 

cost has gradually decreased the last 10 years as shown in figure 5.3, which primarily can be explained by 

the industry’s big scale advantages. The production plant in Avedøre is designed so that the production 

output can be doubled by a EUR 20 million investment.
164

 Chr. Hansen expects to make use of this cheap 

expansion within the next 3-4 years, which will improve the scalability of the production even further.    

We believe that the existence of large competitors makes it hard for Chr. Hansen to obtain competitive 

advantages on the production side itself. The large investment in 2008 has, however, minimized this gap 

significantly, and reduced the likelihood of an acquisition of Chr. Hansen in the near future.  

 

5.3.1.3 Marketing and sales 

Chr. Hansen’s marketing and sales effort is centralized as a separate business unit, as shown in the 

organizational chart in figure 3.1.  The costs associated with marketing and sales in % of revenue have 

decreased from 14.2 % in 2006 to 12.7 % in 2010.  

Chr. Hansen’s strategic approach towards its customers is to uphold a working partnership and secure long-

term relationships.
165

 The distribution of sales within Chr. Hansen on its top customers shows, that a big 

part of the sales is concentrated on a few customers. The top 25 customers within Chr. Hansen contribute 

with 31 %, and have been customers for more than 20 years. 

Table 5.4        Top customers within Chr. Hansen 2009/2010 

 

Source: Chr. Hansen. Annual Report 2009/2010, p. 18 

CAGR = Constant Aggregate Growth Rate  

The contribution to sales for top 5 customer is from 2008/09, Chr. Hansen prospekt, p. 100 

Chr. Hansen’s effort to uphold close relationships with its customers seems achieved successfully, looking 

at the average customer years with Chr. Hansen. This tells of a consistent quality provided by Chr. Hansen 

which is sought of by the customers.  
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The customer base in emerging markets like India differs from Chr. Hansen’s main customers due to 

technological difference as described in section 5.2.1.4, and therefore needs a different marketing 

approach. Chr. Hansen is actively helping the Indian family dairies optimize and standardize their 

fabrication process, by the creation of the “Chr. Hansen Dahi academy”.
166

 This program educates and 

certifies distributors and retailers to use Chr. Hansen’s more advanced products. This local presence creates 

a lot of brand awareness, while at the same time revealing the complex Indian market.  

There is a fast growing middle class in India, as indicated by their increasing purchasing power and 

population growth in figure 5.1 and 5.2. We believe Chr. Hansen’s push oriented marketing strategy in 

India, gives them an important first mover advantage over its competitors in a potentially enormous 

market.  

Overall we believe the marketing and sales division differentiates Chr. Hansen from its competitors and 

therefore adds value to the final “product”.  We feel that the existing customers have a close and loyal 

relationship to Chr. Hansen.  

 

Service  

Good service provided ensures a better implementation of the product, and will in the end amount to more 

satisfied customers. Chr. Hansen argues that its close relationship to its customers plays a key part of their 

business.
167

 They seek to ensure long term relationships so that the best application of the products is 

made. One action that has been undertaken, to ensure a high quality service towards Chr. Hansen’s 

customers, is the application centres. 

Chr. Hansen has installed 19 application centres around the world in order to service their customers 

locally. The centres provide technical assistance and tailor the products for the different customers.
168

 

Another aspect of the application centres is that they work as a great way to establish new markets. The 

newest application centre in Singapore has played a vital role in supporting the growth on the Asian 

market.
169

 New ideas may arise and reach the market through interaction between customers, application 

centres, innovation teams and sales people. 

Service is a vital part of Chr. Hansen’s value chain. It offers the means to uphold important relationships 

with existing customers and create new ones. We believe that the application centres are a strong strategic 
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move in order to create a competitive advantage in markets where competitors are not present. The 

application centres can provide the essential stepping stone for a proper market penetration. 

 

5.3.1.4 Administration   

Administration costs are costs that are not directly influenced by the level of sales in Chr. Hansen. 

Therefore this part of the value chain should have scalability and decrease proportionately with 

sales.
170

Chr. Hansen’s administrative expenses have decreased slightly during the last four years and lies in 

between Danisco and Novozymes, which can be seen graphically in Appendix 12.  

A well-functioning administration is vital for every company. The administration in Chr. Hansen is also of 

great importance, but we are not able to evaluate its effectiveness in detail compared to its competitors. 

Despite the lack of data, we find it hard to argue that the administration itself provide a competitive 

advantage. 

5.3.1.4          Evaluation of Value Chain   

Figure 5.6 summarizes the key variables that help explaining Chr. Hansen’s current profitability.   

Figure 5.6         Evaluation of value chain  

 

Source:  Own creation  

Chr. Hansen has due to a high R&D investment and a scalable business model been able to differentiate 

itself from its competitors and create a clear competitive advantage. This has resulted in an increasing 

operating profit during the last 10 years. We believe this EBIT-margin is sustainable in the future, since the 

value chain is very hard to imitate for existing competitors. However, the EBIT margin is quite high, which 

automatically attracts competitors who might force down the profitability of the niche markets.     
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5.3.2  Boston matrix 

Figure 5.7 illustrates Chr. Hansen’s divisional positioning with respect to their market shares and market 

growth rates. We clearly see that the Cultures & Enzymes division is of great importance to the overall cash 

generation.  

The Colors & blends division has previously been a stable cash cow, but the current trend towards shifting 

from artificial to natural colors have increased the markets growth rate, relaunching it as a star. The Health 

& Nutrition division is on the other hand transitioning from a question mark to a star, making this market 

very hard to predict.  

Within these 2 divisions there are, however, segments that in our view do not have “Star potential”. The 

animal health segment has shown disappointing results the last years, and the blends segment represents 

the leftover from the failed “one-stop-supplier” strategy.
171

The remaining products in the two divisions are 

areas with growth potential where Chr. Hansen should make investments.
 172

 The Cultures & Enzymes 

division acts as a proper cash supplier to these growing markets.  

Figure 5.7      Boston Matrix for Chr. Hansen’s divisions   

 

 

The size of the pie represents its contribution to revenue, where the colored part represents the EBIT contribution 

Source:  Chr. Hansen prospect, p. 94, 98, 101 

               Personal interview with the head of Investor relations in Chr. Hansen                
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 Chr. Hansen prospect, p. 85- 92 + Personal interview with the head of Investor relations in Chr. Hansen                
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Soft drinks, ice cream, candy, prepared food and Human health & Nutrition. 

EBIT Cultures & Enzymes EBIT Health & Nutrition EBIT Colors & Blends
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5.3.2.1 Ownership’s influence on divisional strategy  

The segment 4.2.2.1 describes how PAI could lead a more focused strategy after delisting Chr. Hansen from 

the stock exchange. Whether ownership structure affects the overall strategy of Chr. Hansen is interesting 

in terms of looking into the three product divisions. PAI’s potential exit from Chr. Hansen might change the 

long term strategy that PAI has developed over the last couple of years. A continued concentrated 

ownership could argue for a focused long term strategy. And again a dispersed ownership structure could 

lead to a differentiated strategy caused by the limited monitoring of management.  

The active institutional owners tend to be more profit-oriented and able to address some of the shortfalls 

in company strategy, which generally improves a company’s long term profitability. Amihud & Lev find that 

greater ownership concentration leads to less diversification within companies. They further find that 

diversification generally results in value loss.
173

 

Whether focus is directed towards a more intense Cultures & Enzymes strategy, more investments into the 

Colors & Blends division or higher emphasis on the Health & Nutrition division is difficult to say. We argue 

that the three divisions’ long-term strategies can be affected in two opposing directions depending on the 

future ownership structure: A more focused strategy or a differentiated strategy.  

 

Focused Strategy 

PAI already put attention on Chr. Hansen becoming a bioscience company when they first bought the 

company. We believe that Chr. Hansen can still divest some of their existing activities in certain areas.  

What is of importance is that when Chr. Hansen addresses its customers it has a complementing portfolio 

of products they can offer. When the sales force addresses a customer about cultures they are also able to 

talk about their activities within natural colors.  Focus has to be on profit margins and on activities where 

Chr. Hansen has a competitive advantage.  

We believe that the “Blends” and “Animal health” areas represents markets where Chr. Hansen does not 

have a clear distinct competitive advantage. That, combined with the weak market growth, suggests that 

these areas do not add any clear value to Chr. Hansen. Chr. Hansen does have a relatively strong position 

on the animal market, but there is no complementing effect on the area compared to its other products. It 

is our belief that these areas will, with an active ownership, most likely be sold off in the near future.  
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We will further argue that the Cultures & Enzymes division, despite its modest market growth rate, still has 

long-term potential. Growing economies within emerging markets and shifts in health trends leaves room 

for further expansion within the Cultures & Enzymes division. A scalable production makes it able to focus 

on the bottom line and use existing know how on upcoming markets.  

 

Differentiated strategy 

We do not believe that Chr. Hansen will change its strategy dramatically over the next years. But 

management might forget to look at the big picture and neglect its core competencies. In pursuit of 

revenue growth the company might continue investing in the “dogs”, the Blends and Animal health 

markets. Attention will be on growing on all markets and not focusing on a scalable production where 

possible.  This could deteriorate some of the competitive advantage Chr. Hansen holds on the Cultures & 

Enzymes market.  

 

5.4  Key non-financial value drivers 

The following table 5.5 acts as a summarization of the strategic analysis of Chr. Hansen.  Arrows up indicate 

a positive effect and vice versa. 1 arrow indicates short term influence (< 5 years), where 2 arrows indicate 

long term influence (> 5 years).  We have shown the key non-financial value drivers effect on each division’s 

revenue and/or EBIT-margin. 

Table 5.5      Key non-financial value drivers   

 
Source: Own creation 
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As explained in previous sections, is there a lot of uncertainty regarding the direction of the “drivers”. The 

direction we have proposed represents the most likely scenario in our view. The table will, however, not 

lose its functionality, if the drivers go in the opposite direction. This will just lead to a reversal of the 

arrows’ influence on Chr. Hansen.  

 

5.5  Sub-conclusion 

Chr. Hansen is at the moment influenced positively by many external value drivers, where the health 

awareness, growing middleclass in the emerging markets are among the key non-financial value drivers. 

These are outside Chr. Hansen’s influence and a potential reversal in e.g. health awareness can therefore 

reduce the company’s future growth and profitability significantly.  

After PAI partner’s bought Chr. Hansen, they shifted the overall strategy from being a “one-stop-supplier” 

competing on volume, to a focused strategy where the focus is purely on areas that add value.  

Chr. Hansen’s divisions have a very strong position on very attractive niche markets. This position is 

sustained by investing heavily in production facilities to meet the increasing demand. Chr. Hansen’s long 

term competitive position is maintained by a relative high level of R&D investments and a very close 

relationship with its large main customers.  

The current ownership structure has played a vital role in Chr. Hansen’s current, quite successful, long term 

strategy. We believe that an ownership change, when PAI sells its remaining stake in the company, is very 

likely to affect the company’s long term strategy. Specifically we believe that R&D investments might be 

neglected with a dispersed ownership structure. A more concentrated ownership structure might, on the 

other hand, both maintain the vital R&D investment, and sell of the less lucrative areas Blends & Animal 

health, where Chr. Hansen does not seem to have a good long term strategy.   
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6 Financial statement analysis 

This chapter will analyze the historical performance of Chr. Hansen based on annual reports.  We will 

compare Chr. Hansen’s financial figures to Danisco throughout the chapter. Danisco is chosen since we 

consider it Chr. Hansen’s closest competitor. In addition both companies follow the same accounting 

regulation, and have the somewhat same ownership structure since Chr. Hansen was relisted.
174

 A broader 

peer group, based on all known publicly traded competitors, is also used when analyzing the top financial 

figures of Chr. Hansen.  

 

6. 1  Chr. Hansen’s financial performance before PAI’s ownership 

In order to evaluate whether PAI’s active ownership has been successful, we start out with briefly looking 

at the top financial figures before the takeover.    

Table 6.1        Top Financial figures for Chr. Hansen before PAI’s ownership  

 

Source: Annual reports, segment data175 

Table 6.1 shows how Chr. Hansen’s ingredients division performed compared to Danisco’s ingredients & 

sweetener division. The table illustrates that Chr. Hansen had an impressive growth in revenue in the 

1990’ies, which stopped as the company entered the new millennium. Danisco had throughout the whole 

periods shown even higher growth rates. Chr. Hansen’s profitability was during the period quite stable with 

an EBIT of around 10 %. Danisco’s profitability was also stable but remarkably higher than Chr. Hansen’s.  
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 Please see appendix 11.  
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 We consider this as quite accurate peers, since Chr. Hansen actually also had a sweetener division up until 2006.   
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6.1.1 Evaluation of management’s long term goals 

When making a valuation it is always important to have a skeptical view on a company’s own projections to 

the future. Chr. Hansen’s revenue growth in the late 90’ies was primarily driven by an acquisition strategy, 

to be a leading “one stop” supplier. This aggressive growth strategy was abandoned in 2000 and replaced 

with “turnaround-strategy”, which focused on increased profitability and organic growth in the most 

lucrative areas.
176

 

Table 6.2        Management's long term outlook in 2000/2001 

 
Source: Annual reports  

The management had, as table 6.2 illustrates, quite ambitious goals towards Chr. Hansen’s future. The 

realized figures are, however very disappointing and greatly reduces the management’s credibility. The 

growth rate was actually negative despite projecting a very high 10 % CAGR. Even though PAI bought the 

company in 2004/2005, we are quite confident that their 2005/2006 revenue goals would not have been 

accomplished.    

 

 

6.2  Stock return overview   

Below in figure 6.1 we have shown how Chr. Hansen’s historical return have evolved from PAI’s takeover 

until 05-05-2011.  
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Figure 6.1  Chr. Hansen’s historical performance 

  

 
Source: DataStream.

177
 

As the graph indicates, has Chr. Hansen given a higher total return during PAI’s ownership than its closest 

competitors and selected indices. This relative comparison suggests that Chr. Hansen’s historical 

performance can be attributed to PAI’s active ownership, since Chr. Hansen has outperformed both stock 

indexes (MSCI world & OMX C-20) and industry competitors (Food producers & Peers) during that period. 

The figures also indicate that the industry generally have outperformed the market. 

However, all three competitors have performed better than Chr. Hansen since the relisting on the stock 

exchange, as shown in the table above. In addition both DSM and Danisco have regained the 

“outperformance” under PAI. In Danisco’s case this is properly due to the fact that DuPont’s has made a 

tender offer for the entire company. One should therefore be cautious to overanalyze such a short time 

span, due to its obvious uncertainty. It will, however, be interesting to see whether Chr. Hansen’s strong 
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performance in stock value, also can be identified in the financial figures which we will analyze in debt in 

section 6.4.  

 

6.3  Corrections 

All Chr. Hansen and Danisco’s annual reports we have used have been audited, and the audit have not 

resulted in any qualifications. Despite this it is for profitability assessments important to separate the 

operating activities from the financial activities. This is because the operating activities are the key financial 

value drivers. The financial activities disturb this picture, and are in our case not likely to continue in the 

future, due to the drastic change in capital structure after the relisting.  

We have therefore reformulated the equity statement, income statement and balance sheet for both Chr. 

Hansen and Danisco, which can be seen in appendix 14. We have summarized the most debatable 

corrections in table 6.3. The figures in section 6.5 have not been reformulated since the scope of this 

analysis is solvency. 

Table 6.3        Corrections made in official financial statements  

 

Source: Own creation  
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When making a correction you always need to evaluate whether it is actually going to improve the 

information level or cause new “noise”, due to lack of information.
178

 We have therefore not corrected 

accounts like financial lease arrangements, due to its uncertainty and inconsiderable size. 

 

6.4  Profitability analysis 

Table 6.4 below gives a brief overview of Chr. Hansen’s core financial figures the last 4 years. These figures 

are compared to Danisco and an average of financial figures from a peer group.
179

 

Table 6.4         Financial figures for Chr. Hansen 

 

Source: Annual reports + Appendix 15 

Chr. Hansen has experienced strong revenue growth the last 4 years. The Cultures & Enzymes division has 

shown high and stable growth, where the other two divisions’ growth have been more volatile. This is in 

good connection with the different markets they operate on, as covered in the strategic analysis.   

Danisco has had 3 years with negative revenue growth. Year 2008/2009 can be explained by the sale of its 

sugar division. Danisco was, however, able to turn the negative figures into positive ones last year. The 
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peers have on average experienced positive growth all of the years except from the year 2008/2009 which 

can partly be explained by the financial crisis that year. 

Cost of sales is in general lower for Chr. Hansen compared to Danisco and its peers.  Chr. Hansen has been 

able to lower its costs throughout the period hitting an all-time low of 50,5 % of revenue last year. The 

peers have experienced fairly high costs and are higher than both Chr. Hansen and Danisco throughout the 

period. The peers are primarily operating on larger markets competing more on volume and less on 

specialized products compared to Chr. Hansen and Danisco. This can also be seen by the peers’ lower profit 

margins. 

Looking at the profitability ratios we see that Chr. Hansen have had a remarkable high EBITDA and EBIT-

margins, far higher than Danisco and the peers. Comparing table 6.1 to table 6.4 we see that Chr. Hansen 

and Danisco have completely shifted places. Danisco’s EBIT-margin has fallen significantly, whereas Chr. 

Hansen has doubled its EBIT-margin. The increasing revenue growth and remarkable higher profitability is a 

strong indication that PAI’s active involvement has been very successful and most needed.      

The financial crisis in 2008/2009 seems to have affected Chr. Hansen and Danisco’s profitability 

considerable compared to the peers. This suggests that Chr. Hansen and Danisco’s product portfolio is 

more cyclic, and thereby more risky, than the peers.  However, we need to decompose these core values to 

make more solid conclusions, which will be covered in the following section. 

 

6.4.1 Evaluation of PAI’s long term goals 

When Chr. Hansen was taken over by PAI in 2005, PAI formed as previously explained a new long term 

strategy for the company. The financial goals in that respects are shown in table 6.5.  

Table 6.5       PAI’s long term outlook in 2004/2005 

 

Source: Chr. Hansen Annual report 2004/2005, p. 5  
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PAI’s goal in terms of revenue was to reach EUR 800 mil. in 2009/2010, which was the same number the 

management in 2001 set out as their 2004/2005 goal. This ambitious goal was as illustrated very far from 

being fulfilled. The EBITDA goal was, however, reached, and outperformed by an impressive 9,6 %.  

 

6.4.2 ROE decomposition 

We will now dig deeper into the financial figures, where we will perform a decomposition of the return of 

equity (ROE) for Chr. Hansen. All figures are compared to Danisco and based on the reformulated annual 

reports. Figure 6.2 illustrates which figures we will analyze, and how the analysis will progress.  

Figure 6.2       DuPont distribution for Chr. Hansen 

 

Source: Own creation 

 

Table 6.6 illustrates the development in ROE for Chr. Hansen and Danisco. Chr. Hansen has experienced a 

much more volatile return on its equity compared to Danisco. The table also shows that Danisco has 

virtually no minority interests left. 
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Table 6.6        Development in ROE
180
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Source: Annual reports 

 

On the basis of ROE it is practically impossible to say anything qualified about the historical performance of 

Chr. Hansen or Danisco, except that the returns have been very volatile. We will therefore continue the 

decomposition to get a better understanding of the companies underlying profitability. 

 

6.4.2.1 Level 1 

The development in ROE comes from the financial and operational activities as shown in table 6.7.  

Table 6.7         Development in top financial and operational value drivers  

���  ��#� $ %&'�(�	 ) *��#� + #�������	�,��-. 

 

Source: Annual reports 

 

We observe that ROIC has been positive throughout the period both for Chr. Hansen and Danisco. Chr. 

Hansen has experienced a significantly higher ROIC throughout the period than Danisco. This can partly 
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explain the big difference in ROE between the two companies. ROIC decreased a lot during the financial 

crisis but has regained previous strength in 2009/2010. 

Chr. Hansen has experienced a high financial gearing the last couple of years, which can be explained by the 

previous private equity structure. Chr. Hansen has therefore had much higher interest expenses compared 

to Danisco. This difference has been amplified by the fact that Chr. Hansen has not been able to get tax 

deduction on all its interest expenses, due to Danish tax laws.
181

 A negative spread over the years has 

forced the overall return on equity down over the years where only the year 2007/2008 stands out with a 

positive spread. The high volatility in ROE can to some extent be explained by the high gearing and negative 

spread effect. Danisco has in comparison a much lower financial gearing, which in moreover has decreased 

significantly over the period. 

Throughout the rest of the analysis the focus will be on the operational level, since this is the primary value 

creating activities. Furthermore we do not consider the stated financial figures to continue onwards, since 

the capital structure has changed.  

 

6.4.2.2 Level 2 

We look into the return on invested capital in order to understand how the operational level has influenced 

Chr. Hansen’s return on equity.  

Table 6.8          Analysis of top operational figures 

��#�  /0 ) (1� 

 

Source: Annual reports 

The difference in ROIC between the two companies can be seen from the underlying drivers. Chr. Hansen‘s 

profit margin is significantly higher than Danisco’s profit margin. Chr. Hansen has on the contrary 
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experienced a lower asset turnover rate throughout the period than Danisco. Chr. Hansen’s turnover rate 

has however increased during the period, which is positive. The big difference in profit margin can be 

attributed to the complexity of the products. This is in good connection with Chr. Hansen’s lower asset 

turnover rate. 

To get a deeper understanding of the big difference in operational value drivers between the two 

companies, we will decompose these figures even further in the following section.  

 

6.4.2.3  Level 3 

We have split the analysis of the profit margin into primary and secondary operating activities. The reason 

for this is to single out “noise” from non-continuing and “other” operations, which do not say much about 

future profitability, which is the main purpose of this chapter. We have further extracted the accounts 

depreciation, amortization & impairment from its initial cost accounts, in order to spot potential 

differences between the two companies.  

Table 6.9          Analysis of primary profit margin 

/0	2�34��5 
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Source: Annual reports 
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Chr. Hansen has experienced a substantial lower cost of sales than Danisco every year, but the difference 

has been decreasing. This could indicate that Chr. Hansen production has been more cost-effective than 

Danisco during the past years, but the gap is closing.  

The research and development costs have decreased for Chr. Hansen where Danisco has increased its 

research costs. On a cost perspective this is good, but it could be a bit alarming looking ahead. Investing in 

R&D is as previously explained vital for Chr. Hansen’s future competiveness. 

The biggest difference between the two companies is with regards to sales and marketing, where Chr. 

Hansen has substantial lower costs. The administrative costs have been quite stable throughout the period 

for both companies.  Both the administrative and sales & marketing expenses are considered partially 

scalable. Chr. Hansen’s revenue growth and Danisco’s revenue reduction during the period can therefore 

be part of the reason for the diverging development.  

Chr. Hansen’s depreciation, amortization & impairment costs (hereinafter depreciation) are substantially 

higher and more volatile than Danisco’s. The two companies accounting policies regarding depreciation are 

overall quite similar, which can be seen in appendix 16.  

Chr. Hansen does, however, depreciate “plants and machinery” twice as fast as Danisco. Mature companies 

with a “conservative”  accounting policy that are increasing their investment level, like Chr. Hansen, will 

underestimate the profit margin on short term, but overestimate the profit margin on long term.
182

 This 

actually suggests that Chr. Hansen’s profit margin will increase during the years to come compared to 

Danisco.
183

The differences can, however, also come from a different asset mix.
184

  

 

We will now evaluate the secondary operations that comprises of discontinued operations, or operations 

that are not directly linked to the two companies’ core products.  

 

 

 

                                                             
182

Regnskabsanalyse for beslutningstagere, Pedersen & Plenborg, p. 397 
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All other things equal. 
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Danisco does unfortunately not show its proportion of depreciations on tangible and intangible assets. We can 

therefore not safely say whether the differences come from differences in accounting policy, or a higher proportion of 

assets with short life expectancy. 
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Table 6.10          Analysis of secondary profit margin 
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Source: Annual reports 

Looking at the secondary profit margin it is clear that this account have had big influence on the overall 

profitability of both companies, especially in 2008 and 2009. The reasons for the overall results in the 

secondary profit margin can primarily be explained by two factors: (1) currency influence and (2) sale of 

discontinued operations and the derived effects thereof. 

 

Chr. Hansen is as explained in the strategic analysis quite exposed to fluctuations of the USD, despite its 

active hedging policy.  The movement in the USD exchanges rate can therefore partially explain Chr. 

Hansen’s secondary profit margin. The fall in the USD exchange rate from 2007 to 2008 was the key reason 

for a staggering currency loss of 9,7 % of revenue in 2008/2009.
185

 The currency changes are likely to 

reoccur in the future, but are practically impossible to predict. Consequently we guess that these accounts 

will cancel out over time.
186

  

If the discontinued operations were consequently negative or positive it would suggest that the company 

was very poor at estimating a fair value of its assets, which of course is quite alarming. This does 

fortunately not seem to be the case in either company.  

Table 6.10 shows us that the relative poor result both companies experienced in 08/09 compared to the 

peers in table 6.2, primarily can be explained by non-operating results. Chr. Hansen and Danisco’s products 

portfolio is therefore not more cyclic that the peers, as table 6.2 could suggest.  
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Historical dollar exchange rate, www.valutakurser.dk 
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 We thereby assume that currencies follow a ”random walk”.  
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We have transferred the asset turnover rate into days enabling us to better interpret the results, which can 

be seen in table 6.11.   

Table 6.11         Analysis of asset turnover rate in days  
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Source: Annual reports 

The final column shows how much the different accounts constitute of the total asset turnover ratio.  

Chr. Hansen has a remarkably high proportion of intangible assets compared to Danisco. Chr. Hansen’s 

intangible assets do in addition “earn the revenue back” more than twice as slow as Danisco. Chr. Hansen 

has, however, decreased the asset turnover ratio during the period.  The big differences between Chr. 

Hansen and Danisco could indicate that Chr. Hansen’s products are more advanced. This would also explain 

Chr. Hansen’s substantially higher profitability as seen in table 6.9.  

Danisco has a somewhat higher proportion of tangible assets. The initial gap in ATO is almost removed due 

to Chr. Hansen’s remarkable improvement during the period.  

The last component of ATO is the net working capital (NWC). Chr. Hansen’s NWC has improved during the 

period from being slightly positive to being negative. This means that Chr. Hansen is actually getting a 28 

day credit on its current assets, which reduces the needed invested capital by 4,4 %. This is a huge 

competitive advantage for Chr. Hansen compared to Danisco, which uses 19,8 % of their invested capital on 

the NWC. We have highlighted two subaccounts: Trade receivables and Trade payables, to better identify 

the significant difference in NWC between the two companies.   
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Looking at the sub account trade receivables we can see that Chr. Hansen’s is getting the money from its 

customers much faster than Danisco. Danisco has shown an impressive reduction last year, but Chr. Hansen 

is still getting the money back almost twice as fast. This is in good connection with Chr. Hansen’s close 

relationship with its customers, as explained in the strategic analysis.  

The trade payables show that Chr. Hansen has a longer credit line than Chr. Hansen’s own customers.  In 

addition the trade payables are also almost twice as high as Danisco. This is a little bit surprising since 

Danisco is a far bigger company, who should be able to get just as good credit agreements as Chr. Hansen.   

Chr. Hansen is,  in sum, better than Danisco at getting its money back faster and paying its bills slower, 

which both improves Chr. Hansen’s ATO. The overall difference in ATO between Chr. Hansen and Danisco 

can therefore be explained by a much higher proportion of intangible assets in Chr. Hansen’s case, which 

indicates a more complicated product line.  

 

6.5 Risk analysis 

We have now analyzed how profitable Chr. Hansen has been compared to Danisco. A vital prerequisite for 

any company is to have the needed cash flow to cover their investments and debt obligations. We will 

therefore take a brief look at some liquidity ratios, to evaluate the likeliness of Chr. Hansen running into 

short and/or long term financial distress.  

Table 6.12          Analysis of short term solvency 

C��"D	�,���		  ��"��!,���� $ ",� 	
�������	��,��������	 										�������	�,���	 

�������	,�����
	�������	��,��������	 

 

Source: Annual reports 

 

The current and quick ratio measures how well a company is able to service the debt which is due in less 

than a year. Looking at the quick ratios you can see that Chr. Hansen throughout the period have had 

sufficient cash to cover the short term debt. The more conservative quick ratio, which only includes the 



Page 85 of 151 

 

most liquid assets, has been >1 the last 4 years. This means that Chr. Hansen have been able to cover its 

current liabilities at all time. Both Chr. Hansen’s liquidity ratios have been very stable, always above 1, and 

higher than Danisco over the period. This all in all indicates that the likelihood of short term liquidity risk is 

very low.  

The following table 6.13 is used to clarify the company’s long term solvency risk.  

Table 6.13          Analysis of long term solvency 

#�������	"�!��,;�		  ����,���;	",� 	���E		
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Source: Annual reports 

The interest coverage ratio measures how well a company’s operations are capable of covering the interest 

expenses of the long term debt. The ratio has improved throughout the period for both companies. Chr. 

Hansen has, however, a very low interest coverage ratio compared to Danisco. This is primarily a result of 

the high financial gearing during PAI’s ownership. We therefore expect this ratio to increase in the future, 

since a new capital structure has been implemented. 

The cash flow to capital expenditures shows whether a company’s operations are capable of financing its 

investments without external finance.  This ratio often fluctuates over business cycles but should be above 

1 for mature companies.
187

 Chr. Hansen and Danisco’s ratio fluctuate quite a bit over the period, but is on 

average quite high. Chr. Hansen has even in 2007/2008, when they invested in a production plant in 

Avedøre, a ratio of 1,8 indicating that the operations could without any problems finance the huge 

investment.   

Chr. Hansen has, based on the selected short and long term ratios, not shown any obvious signs of any 

upcoming financial distress.  We would, however, like to stress the fact that the shown solvency ratios are 

historical, and only illustrate a little part of the overall business risk. They should therefore not be 

concluded upon in isolation. Chr. Hansen’s has for instance a much higher FGEAR and a lower ATO than 
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Danisco. Both these factors amplify the overall business risk.
188

 Nonetheless we perceive Chr. Hansen’s as a 

company with an overall strong solvency.  

 

6.6  Sub-conclusion  

Chr. Hansen was in the 90’ies a company with a high revenue growth primarily driven by acquisitions. 

However the profitability was quite weak and much lower than Danisco’s. Management tried to reverse 

this trend and put more attention to profitability by a turnaround strategy in 2000. The strategy was, 

however, not successful, since none of the long term financial goals were met.  

Since PAI took over the company the strategy was changed to a higher attention on profitability. Chr. 

Hansen has had an outstanding financial performance the last 4 years, both relative and absolutely 

speaking. PAI’s long terms goals towards revenue growth has however been far from reached.  

 

Chr. Hansen profitability has reached a high level due to a reduced cost of sales, R&D costs, Sales and 

marketing expenditures, and depreciations. The profitability is, however, quite influenced by “secondary” 

operations.  

The ROIC has also been improved by a reduced ATO throughout the period. The ATO ratio has fallen for 

both fixed assets and NWC, but is still overall much lower than Danisco. The improved NWC is undoubtedly 

positive. It is more unclear whether the decreased ATO in intangible assets is a positive on the long term, 

since you generally cannot have both a high ATO and high profitability.
189

  

Chr. Hansen has during the period had sufficient operating cash flow to cover both short and long term 

solvency issues. However, Chr. Hansen has been quite exposed to currency changes despite its active 

hedging policy, as the secondary profitability figures showed.  
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7 Budget and Forecast 

The chapter will start out with a general discussion on budgeting and look into the recent forecasted figures 

done by the management in Chr. Hansen.  We will then budget the four scenarios illustrated in section 4.5 

on the basis of the collected data and information.  

 

7.1  Overall discussion on budgeting 

When conducting the budgeting it is important to have a skeptical view on whether the impressive 

performance figures will continue in the coming years. Chr. Hansen has, as we have seen in the previous 

section, a very high profitability in both relative and absolute terms. This can partly be explained by Chr. 

Hansen’s strong position on the niche markets tied together with its differentiated and complex products, 

which we saw in the strategic analysis.  

Growth is of course positive but the growth has to be supported by value- creating activities. The 

ownership structure, through its passive and active involvement in the overall strategy, dictates where and 

how value should be developed in the future. Chr. Hansen illustrated perfectly in the late 1990’s that when 

you focus solely on revenue growth the profitability will be negatively affected.  

Another aspect of growth is the optimization of cash flow generation to fully support the value creating 

investments. It can be difficult for a company to meet its obligations if a company cannot support its 

growth financially. Chr. Hansen has, however, not shown any signs of solvency problems as explained in the 

risk analysis. In short growth has to be optimized not maximized.
190

 

We do not find it very realistic that the high profit margins will continue, since its goes against basis 

economic theory that “abnormal profitability” eventually will reach “normal” levels due to increasing 

competition.
191

It follows that an atypical high growth in revenue or/and profit margin converges towards a 

more stable long term growth after 3-4 years.
192

 It is therefore of high importance to distinguish between 

reoccurring and transitory income, as done in the decomposition of ROE.  
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7.1.1  IPO’s effect on operating income 

A company’s operating figures are likely to be negatively affected, when the ownership structure changes 

from being private to publicly held. This is in our case important to keep in mind, since Chr. Hansen was 

relisted less than a year ago.  

Jain & Kini tested how the future operating performance is influenced after an IPO. On the basis of 2.126 

American firms introduced to the stock exchange from 1976-1988, they found that companies generally 

underperformed five years after an IPO, relative to their pre-IPO levels.  

Table  7.1      Selected results on the  IPO’s future effect on operating performance
193

 

 
Source: Post-Issue Operating Performance of IPO Firms, Jain &Kini, p. 1708  

Jain & Kini tested the relationship in both relative and absolute terms, but the conclusions were overall the 

same. “Although IPO firms display high post-issue growth in sales and capital expenditures, their measures 

in profitability decline.”
194

 

Mikkelson, Partch & Shah made a test similar to Jain &Kini based on 283 firms listing from 1980-1983. 

Overall they only found a slightly negative effect on operating performance the first year after an IPO, and 

no relationship in the following nine years.
195

 However, they divided their analysis into different criteria 

where two of them were company size and age. In that subsample they found that large and established 

companies experienced significant declines from one year before the IPO to 10 years after going public.
196

 

Since Chr. Hansen was both a large and established company before the IPO, we believe that Mikkelson, 

Partch & Shah’s findings also support that Chr. Hansen’s operating performance are likely to decrease in 

the future.  
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 All results are significant at 1 %. 
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Pukthuanthong, Roll & walker have looked into whether the post-IPO operating performance of companies 

could be influenced by the executives’ remuneration package.
197

 They found, on the basis of a sample of 

897 companies listed from 1997-1999, that companies generally experience sales growth but declining 

profitability, industry adjusted, the following 5 years after the IPO.
198

 They also came to the conclusion that 

that companies which had a balanced remunerations package, appeared to perform better than companies 

with large option grants and little equity ownership or vice versa.
199

  

Chr. Hansen’s remuneration package is in our opinion overall quite balanced, as previously explained in 

section 4.3.1.2. The proper corporate governance mechanisms needed in Chr. Hansen’s current life cycle is 

therefore in place. We therefore do not consider the negative post-IPO effect to be as strong as the results 

from table 7.1 would suggest.  

 

7.1.2  Evaluation of Management’s long term projections  

Table 7.2       Management's outlook in 2009/2010 

 

Source: Annual reports 

 

We observe very ambitious goals from Chr. Hansen’s management. Revenue growth is again estimated very 

high, which they previously have not been able to reach. Management is very confident about their EBIT-

margin and it is even set to increase gradually over the next years. Even though Chr. Hansen has delivered 

great results the last period, an EBIT-margin above 25 % seems too ambitious. Last year Chr. Hansen had an 

EBIT-margin of 22,1% but the reintroduction to the stock exchange could have made PAI boost these 

figures. We therefore consider Chr. Hansen’s long term forecast regarding both the EBIT-margin and 

especially the revenue growth to be too optimistic.  
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7.2  Budgeting forecast – Base case 

We start out with forecasting a base case budget for Chr. Hansen where no ownership effects are included. 

This base case will then form the foundation for the following scenario analysis. We have chosen a 

budgeting period of 8 years, since we believe that the divisions should have reached a normalized level of 

revenue growth by 2018.  

7.2.1  Revenue  

Our forecast towards revenue on divisional level can be seen in table 7.3. In the rest of this section we will 

explain the assumptions behind the projected figures.  

Table 7.3        Revenue projections  

 
Source: Own creation 

 

Cultures & Enzymes: There are general underlying external drivers pushing the cultures & enzymes market 

forward. The cultures & Enzymes market is considered Chr. Hansen’s cash cow, despite the division’s 

remarkable growth of 7,6 % in 2009/2010. The total food and drinks market is a moderately growing 

market with a CAGR of 2,8 % up until 2013.  Health trends support the increase in cultures & Enzymes 

market where the yoghurt market is estimated to increase with a CAGR of 6 % to 12 % up until 2013.  

The economic and demographic figures could indicate that peak levels on the European markets have been 

reached but global expansion seems possible. The North American market has not reached the same levels 

of yoghurt consumption as the European market. Furthermore the emerging markets are experiencing high 

levels of economic growth where especially the Asian middle class is increasing. 

We believe that the ongoing DVS conversion and Chr. Hansen’s close relationship to its customers can 

uphold the recent growth. Chr. Hansen’s portfolio of unique and complex products gives them a leading 

competitive advantage the next couple of years. We therefore estimate yearly growth of 7 % up until 2013 

and hereafter reaching a long term growth rate of 3 % in 2018. The long term projection is also based on 

the fact that, the market is quite lucrative and that competitor eventually will drive the price down and 

steal markets shares.  
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Health & Nutrition: The Health & Nutrition division has grown considerable the last years with a recent 

growth rate of 14,9 % in 2009/2010. In previous years health awareness has been a driving force for this 

division. But uncertainty concerning EFSA’s regulation on the probiotics market gives speculation to the 

future marketing possibilities of the effect of probiotics. This makes us a bit conservative of the short term 

growth on this given market.  

Analysts growth rates estimates for the probiotics market vary from a CAGR of 4,3 to 13 % up until 2013.  

Chr. Hansen’s sales team a competitive advantage when addressing its customers due to the 

complementing nature of the probiotics segment with the Cultures & Enzymes division. The unique 

customer relationship gives the ability to push new products to existing customers. We therefore believe 

that Chr. Hansen will be able to experience a growth of 10 % until 2013/2014. The growth will eventually 

decrease and stabilize at a long term level of 4 %. 

Colors & Blends: The attention towards negative externalities with the use of synthetic colors has driven 

the natural color market. The previously explained “Southampton six” study has accelerated this transition.  

We believe that the undergoing conversion to natural colours will continue. The total color market is 

estimated to grow at a CAGR of 1,5- 4%, according to different analysts. The growth in natural colours is 

estimated to 6,5 % up until 2014/2015, and will thereby continue to take market shares from the synthetic 

colors.   

The Carmine price fluctuations have been a huge factor affecting this specific division. The high volatility 

makes the growth particular difficult to predict. The growth in 2009/2010 was highly affected by high 

carmine prices. It is estimated that carmine production will reach normal levels around 2012-2013, as 

explained in the strategic analysis. Chr. Hansen’s interim report for Q2, presented a 52% growth in the 

Color & Blends division, whereas 30% points was due to carmine price increase. 
200

 We therefore estimate 

that 2010/2011 will experience a yearly growth rate at 30 %. The conversion towards natural colours will 

then drive the growth, but expectation of an eventual decrease in carmine prices will lead to a negative 

growth of -20  % in year 2012/2013. The growth hereafter will stabilize at a long term level of 1,6 % in 

2017/2018.  

 

7.2.2  Cost composition and following profitability  

Table 7.4        Cost decomposition
201

  

                                                             
200

 Chr. Hansen interim report (half year) 2010/2011, p. 10  
201

 Depreciations is included. The numbers in chapter 6 are therefore not identical to these numbers.  
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Source: Own creation 

 

Cost of sales: The cost of sales has been decreasing the recent years and reached a level of 50,5 % of 

revenue in year 2009/2010. This decrease in costs can be attributed to Chr. Hansen’s production scalability. 

The scalable business model is believed to continue, supported by the emerging markets growth. 

The revenue growth from the Colours & Blends division will however lead to an overall increase in 

production costs, since the Colours & Blends uses about 60 % in variable costs compared to app. 20 % in 

the other two divisions. We therefore believe that the costs of sales will increase to 53 % in 2010/2011. The 

anticipated decrease in carmine prices will result in decreasing prices which will reduce the costs of sales to 

49% in 2012/2013. Thereafter the expansion of the production plant in Avedøre, combined with the 

general sales growth, will force the costs down to a long term level and stabilize at 48 %.  

R&D: Stated R&D expenses have historically decreased the last couple of years, and was only 4,3 % in 

2009/10  amounting to an average of 4,5 %. We therefore budget with a 4,5 % R&D expenses throughout 

the budgeting period.   

 

Sales & Marketing: The sales & marketing expenses have been decreasing throughout the period with PAI 

as owner, and was in 2009/2010 12,7 % of revenue. This could be due to scalability, but another 

explanation could be a trimming of the company up until the IPO. Most of Chr. Hansen’s growth the last 

years has come from emerging markets as explained in the strategic analysis. Since Chr. Hansen’s position is 

not as strong as on the European market, we believe that increased sales & marketing initiatives will be 

needed in order to get a foothold on these markets.  We therefore believe that Chr. Hansen in the coming 

years will experience sales & marketing expenses at a level of 14 % of revenue. The expenses will eventually 

converge towards a long term level of 13 %, as they establish themselves in the emerging markets.  

 

Administration: Administration expenses are another account we believe that PAI has trimmed throughout 

their ownership. Administration expenses have decreased from approximately 9 % down to 7,7 %. Though 

the administrative work force is exposed to scalability, we believe that the next phase of Chr. Hansen’s life 
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cycle will need a slightly increased attention to administrative tasks.  We therefore conclude that 

administration expenses will stay at a long terms level of 8 %.  

 

EBITDA- and EBIT-margin: This brings us to an EBITDA-margin of 26,4%, and an EBIT-margin of 20,5% in 

2011/2012. This is less than Chr. Hansen’s own projections, but the IPO effect and the extreme price level 

of carmine makes this more realistic in our view. The EBITDA and EBIT-margin ends at a long term level of 

31,9%, and 26,5% respectively. This is quite high but Chr. Hansen’s leading position on its core markets 

combined with high entry barriers and a close relationship with its customers makes this justifiable in our 

view. The effect of eventual competitors will primarily be seen in the moderate revenue growth 

projections.  

 

7.2.3  Balance statement 

Table 7.5       Balance statement projections 

 

Source: Own creation 

 

Fixed assets: The development in fixed assets depends on the evolvement in intangible and tangible fixed 

assets. As Chr. Hansen is a fairly research-intensive company they have a very high proportion of intangible 

assets. We budget with a 3 % yearly increase in intangible assets, since this approximately corresponds to 

yearly capitalized research & development costs.
202

 Furthermore 3 % is the same level as the terminal 

growth rate, which also should be needed in order maintain the high profitability margins. 

The tangible assets have been decreasing the last period, which is natural due to deprecation of buildings 

etc. We believe that some small investments are made to uphold the quality and standards of the 

production throughout the years. We therefore budget with a 0 % increase in tangible assets. Chr. Hansen 

has, however, as explained in the strategic analysis, plans of expanding their production facilities in 

Avedøre with an additional EUR 23,5 mil. investment.
203

 These nominal costs are therefore included in our 

budget for 2013/2014, resulting in an 9,1 % increase for the year.  
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Depreciations: Depreciations have historically constituted of app. 3,8 % of fixed assets. Chr. Hansen does, 

however, depreciate their assets slightly faster than Danisco, as explained in section 6.4.2.3. We have 

therefore chosen a long term depreciations level of 3,5 % of fixed assets, since we speculate that Chr. 

Hansen is depreciating its assets on a little bit too conservative basis.  

CAPEX: Our forecast results in an average CAPEX of 9,7 % of revenue, which is higher than Chr. Hansen’s 

own estimations of investments between 6,5 % - 7,5 % seen in table 7.2. We think that the foreseen 

increased revenue estimates will demand more attention on investments in the future than Chr. Hansen’s 

initial targets.  

NWC: We saw in the financial analysis that the net working capital had developed positively throughout the 

years. Chr. Hansen has been good at controlling their credit risk to their customers. We therefore estimate 

that this pattern will continue at the same level as of today, resulting in a negative NWC of 7% of revenue.  

Chr. Hansen estimates as seen in table 7.2 a net working capital of 14-17 % of revenue on 3-5 years basis, 

but the difference primarily comes from our reallocation of “cash and cash equivalents”, which lowers the 

NWC by app. 7 %. 

 

7.3 Budgeting forecast on ownership scenarios 

In the following we will estimate the impact of different owners on the budget based on our findings in the 

previous chapters. Analysis will be based on the 4 different ownership scenarios illustrated in section 4.5.  

Only accounts that are likely to change will be covered in this section. The other budgeting forecast 

accounts are identical to base case. 

All scenarios are based on the assumption that the outlined ownership structure will not change during the 

budgeting period.  

7.3.1 Scenario 1 

Figure 7.1      Current ownership structure 

 

 

• High level of active and passive monitoring 

• Low risk of management entrenchment 

• Risk of owner entrenchment   

• Focus on long term goals 

• Focus on core activities 
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Disinvestment of the areas animal health and blends: The current ownership structure with a fairly strong 

owner gives rise to a high level of active monitoring. This type of ownership structure will have focus on 

long term goals and will therefore identify the activities within animal health and blends as “problem” 

areas. We therefore anticipate a disinvestment of these areas. A future focus will be on Chr. Hansen’s core 

business within the other existing areas. We model our budget forecasts so that the disinvestments of 

these areas offset any value creation from the sale. This means that the value of Chr. Hansen before 

disinvestment is equal to value after disinvestment. We cut the future revenue income from these areas. 

The animal health area consists approximately of 50 % of the Health & Nutrition division. The blends area 

contributed with EUR 19 mil. in 2009/2010.
204

 

Human health has much higher growth prospects than animal health
205

. We therefore anticipate a much 

higher revenue growth for the remaining division Health & Nutrition division. The effect of selling off blends 

results in a proportional decrease in the cost of sales. In addition we consider it to have a slightly positive 

effect on the growth prospects, since the blends activities have the worst growth prospects according to 

Chr. Hansen own estimates. 

Focus on long term - R&D: An active owner with 37 % of the outstanding stocks would have a high interest 

in Chr. Hansen’s continued strong position on its markets. This is primarily done by investing in R&D as 

explained in the strategic analysis. A long term perspective results therefore in more investments in R&D. 

The higher ownership concentration suggests an increase in R&D spending, as analyzed in section 5.3.1.1.1. 

We therefore budget with an increase in R&D by 1% from 2011 and onwards. The positive effects of R&D 

expenses are primarily seen in the long run. We have therefore budgeted with a 0,5% increase in Chr. 

Hansen’s terminal revenue growth. 

Table 7.6       Scenario 1’s Ownership influence on budget 

 

Source: own creation  
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7.3.2  Scenario 2 

Figure 7.2      Dispersed Ownership 

 

 

• High level of passive monitoring 

• Very low level of active monitoring 

• Risk of management entrenchment 

• Empire building 

• Lack of focus on long term goals 

Empire building: With at dispersed ownership structure there exists no active monitoring besides the board 

of directors. There are no active owners who have the needed power and will to tell management that the 

areas animal health and blends need to be divested, as we analyzed in the section 5.3.2 Investors exercise 

only to a very little extent passive monitoring which is why negative aspects of free riding may appear. 

Management might be reluctant to sell of areas due to empire building as explained in chapter 4. We 

therefore budget with no change in divisions compared to the base case. 

Management entrenchment effect: The effects of dispersed ownership can result in a management 

Entrenchment effect. This means that managements’ salaries could increase despite poor performance, 

due to lack of monitoring. In this scenario we have budgeted with an increase in administration costs of 1%, 

since the investors have no real power to influence either management or any strong interest in analyzing 

Chr. Hansen. 

R&D: The non-existing pressure from outsiders on management will not make management emphasize the 

importance of R&D. R&D is fairly costly and extra risk is therefore involved and management is reluctant to 

take up more risk. Therefore we budget with no change in R&D expenses in a scenario with a dispersed 

ownership structure. 

 

Table 7.8       Scenario 2’s Ownership influence on budget 

 

Source: own creation  

 

7.3.3  Scenario 3 

Figure 7.3      Several controlling owners  
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• High level of passive monitoring 

• Medium level of active monitoring 

• Medium risk of management entrenchment 

• Empire building  

• Medium focus on long term goals 

 

Increased passive monitoring: We believe that the institutional owners will want to divest the blends and 

animals divisions just as in scenario 1. Despite the presence of several controlling owners, we only observe 

passive monitoring compared to the ownership in scenario 1.This delays the selling decision considerable. 

We therefore first expect the divestments to be complete in 2013/14. The difference between scenario 1 

and 3 will for that reason only have an effect up until 2012/13.  

 

Management entrenchment effect: Again we consider it plausible that an entrenchment effect from this 

ownership structure constellation might exist. This means that management’s salaries could increase 

despite poor performance due to lack of active monitoring just as in scenario 2. The institutional owners 

do, however, have some power to pressure management so we have only budgeted with an increase in 

administration costs of 0,5%. 

 

R&D: Like active owners institutional owners also have an interest that Chr. Hansen upholds its strong 

position on the market. R&D will therefore also in this scenario be affected by the ownership. As analyzed 

in section 5.3.1.1.1 institutional ownership suggests an increase in R&D spending. We budget with an 

increase in R&D by 0,5 % from 2011 and onwards. This will have a positive effect on the long term revenue, 

and we have therefore budgeted with a 0,25 % increase in Chr. Hansen’s long term revenue growth.  

Table 7.9       Scenario 3’s ownership influence on budget 

 

Source: Own creation 
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7.3.4  Scenario 4 

Figure 7.4      One dominant owner 

 

 

• Low level of passive monitoring 

• Very high level of active monitoring 

• High risk of owner entrenchment 

• Focus on long term goals 

• Focus on core activities 

Disinvestment of the areas animal health and blends: The two debatable areas animal health and blends 

will as in scenario 1 be divested immediately. The effect of this will therefore be the same as in scenario 1. 

R&D: The ownership structure in scenario 4 is the case with the most active ownership involvement. This 

intense involvement dictates a long-term strategy which we believe will amount to big positive effects on 

R&D. The dominant owner clearly has an angle and vision with a takeover, and would therefore improve 

the strong position on the markets. We therefore budget with an increase in R&D by 2,5 % from 2011 and 

onwards. This will have a positive effect on the long term revenue, which leads us to budget with a 1,5 % 

increase in Chr. Hansen’s terminal  revenue growth. 

 

Owner entrenchment effect: Since our scope of this thesis is to analyze the effect with respect to the 

marginal investor we have to consider an owner entrenchment effect. A big dominant owner might extract 

wealth from minority owners and therefore decrease the return for the minority investor.  

Table 7.10       Scenario 4’s ownership influence on budget 

 

Source: Own creation 
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8  Valuation  

This chapter estimates Chr. Hansen’s capital costs, which are used in order to perform the valuation of the 

company. We further look into what effects ownership structure has on the capital cost estimation and 

implicit on the valuation. 

 

8. 1 Weighted average cost of capital (WACC) 

Chr. Hansen is financed by equity and debt. Hence an investigation of both the cost of equity and debt has 

to be made. The overall cost of capital will therefore be a weighted average of the cost of debt and cost of 

equity. Interests are tax deductible and by taking up debt companies thereby receive a tax shield. Therefore 

the cost of debt decreases with an increase in the tax rate.  

The formula used in order to calculate the WACC is:
206

 

 (1) I(��  �� ∗ K
LMK $ �9 ∗ L

LMK ∗ *1 + 1- 

 

8.1.1 Cost of debt (rd) 

The cost of debt is what lenders anticipate in return for setting up risky capital. The cost of debt is a 

function of the risk-free rate and a company specific risk adjustment.
207

 

We use Danish 10 year government bonds as our estimator for the risk free rate. The interest rate on the 

Danish 10 year government bond was 3,42 % ultimo April 2011.
208

  

The specific company risk depends on the nature of the business and which state the company is in. Credit 

ratings can be used as a guideline to adjust for this company specific risk. Chr. Hansen writes in their annual 

report that their credit rate is considered “investment grade”.
 209

  This is equivalent to a rating that ranges 

from AAA to BBB. Since no external sources are able to confirm Chr. Hansen’s rating, we have chosen a BBB 
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rating.
210

 This is equivalent to  a risk adjustment of 1,44 %-points according to Copeland.
 211

 This results in a 

cost of debt for Chr. Hansen of 4,83 %. 

 

8.1.2 Tax rate 

We assume a corporate tax rate of 25% throughout the valuation, since this is the official tax rate for 

Danish based companies like Chr. Hansen.  

 

8.1.3 Capital structure  

A widely known theory of optimal capital structure is Miller & Modigliani’s proposition 1 that states that 

capital structure does not matter.
212

 In the “real” world where taxes are introduced there is a different 

conclusion. The interest a company pays on its debt is tax deductible.
213

 For that reason companies have an 

incentive to increase the debt ratio, since the interest expenses will give them a “tax shield” that increases 

the overall value of the company.
214

  

If the debt/equity ratio becomes very high the likelihood of financial distress does, however, come into the 

equation. The cost associated with financial distress is very low/non-existent in the beginning but it rises 

gradually as the company obtains more debt. At some point the financial distress costs offsets the tax 

shield gain. The capital structure tradeoff between debt and financial distress is illustrated graphically in 

appendix 18. Chr. Hansen’s historical capital structure is illustrated in the following table 8.1.  

Table 8.1       Debt/Equity 

 

Source: Annual reports
215

  

                                                             
210

 Datastream, Thompson one banker and Bloomberg have no risk rating on Chr. Hansen. 
211

 Regnskabsanalyse for beslutningstagere, Petersen & Plenborg, p. 246 
212

 Principles of corporate finance, Brealey; Myers; Allen, p. 474   
213

Or at least partly, but this will be covered in detail later.  
214

 Assuming the company is profitable.   
215

 Please note that we have used the reformulated figures for Chr. Hansen and Danisco, whereas the peers average is 

non reformulated figures. 

The debt/equity ratio not calculated as an average between 2 years why the figures are not identical to the FGEAR in 

table 6.7.      
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Chr. Hansen had, as explained in section 6.4.2.1, a very high D/E ratio under PAI’s ownership, but this ratio 

has been drastically reduced during the relisting process. Danisco has reduced its D/E ratio during the 

period, but compared to the peers is Chr. Hansen current D/E ratio somewhat below average.  

Interest expenses are as previously explained deductible to a maximal amount of a D/E ratio of 4/1.
216

 The 

fact that the leverage was far higher during PAI’s ownership suggests that the tax shield is not the primary 

reason for a high D/E ratio. This is in very good connection with Brealey, Myers & Allen: “In general it 

appears that public companies rarely make major shifts in capital structure just because of taxes”.
217

 If the 

financial crisis has learned us anything, it is that adverse shocks in the capital market can instantly make 

external finance very costly.   

The advantages of a tax shield are less important in the pecking order theory according to Brealey, Myers & 

Allen.
218

 The pecking order theory suggests that the asymmetric information between management and 

shareholders makes capital structure something management is reluctant to change.  The theory says that 

managers prefer internal finance, if that is not possible then issuing debt and lastly issuing equity, if they 

need funds for a profitable investment opportunity.
219

 This preference arises from the fact that internal 

finance and debt require a smaller expected return than equity. By issuing equity the managers are diluting 

the positive effect of the investment opportunity since he is signaling that the shares are overvalued, as 

otherwise internal funds or debt would have been used.  

Chr. Hansen, however, seems to have a more pragmatic approach to the matter of optimal capital 

structure: “The capital structure will regularly be assessed whether it is still in accordance with our 

shareholders´ best interests”.
220

  

Rajan and Zingales have found four general factors to be correlated with leverage, based on 4557 

companies throughout the G-7 countries. We have summarized Rajan and Zingales’ results, and related 

them to Chr. Hansen in table 8.2.  

 

 

 

                                                             
216

Selskabsskatteloven, §11 
217

 Principles of corporate finance, Brealey; Myers; Allen, p. 516   
218

 Principles of corporate finance, Brealey; Myers; Allen, p. 520   
219

 Principles of corporate finance, Brealey; Myers; Allen, p. 519   
220

 Chr. Hansen, Annual Report, 2009/10, p. 54 
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Table 8.2          Factors influencing a company’s leverage 

 

Source: Rajan and Zingales
221

 

Chr. Hansen should have a low degree of leverage according to Rajan and Zingales since 3 of the 4 factors 

goes in that direction. This is overall in good connection with Chr. Hansen’s lower debt ratio compared to 

the peers, since it is relatively smaller, has a higher level of intangible assets, and are more profitable.  

The determination of a company’s capital structure is generally speaking not a straight-forward task. M&M 

tradeoff theory collides with the pecking order theory, and the empirical evidence illustrated in this section 

also shows mixed results. We believe that the future capital structure should be at the same level as the 

one in 2009/10. The capital structure can, however, be influenced by ownership structure, which will be 

covered section 8.2.2.  

 

8.1.4 Cost of equity (re) 

The cost of equity is what the owners demand in return from investing in a given stock. The cost of equity 

(��)can be estimated from the following formula: 

 (2) ��  �� $ O� ∗ 0,�D��	�������222 

The cost of equity is therefore equal to the risk-free rate, a market premium, adjusted for the specific 

systematic risk of the given stock called beta. 

We can observe the risk-free rate, but we have to calculate the systematic risk symbolized by the beta 

value for Chr. Hansen. This is usually done by performing a regression on the stock performance of the 

given company to the overall market performance. Chr. Hansen has only been listed on the stock exchange 

for a very short period therefore a large data sample is not available. The validity of this method would 

therefore be very ambiguous if not really bad. Instead we choose to use Chr. Hansen’s peers in order to 

create an industry beta that is applicable for Chr. Hansen.  

 

                                                             
221

 What Do We Know about Capital Structure? Some Evidence from International Data, Rajan & Zingales, p. 20  
222

 Regnskabsanalyse for beslutningstagere, Petersen & Plenborg, p. 240 
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8.1.5 Beta estimation (β e) 

We transform the beta for our peer group into an unlevered beta by adjusting for their capital structure. 

The following relationship is used to calculate the unlevered beta O�. 

 (3)  O�  OQ ∗ *1 $ L
K-223 

Table 8.3      Estimated beta-values 

 

Source: DataStream, annual reports,  

              Damodaran online: http://pages.stern.nyu.edu/~adamodar/, Levered and Unlevered Betas by Industry 

 

As table 8.3 illustrates the industry beta values vary quite a bit depending on the sample. The peer’s 

average is relatively low compared to the food processing and Danisco beta values. This supports our 

conclusion that not all companies lie within the exact same business activities. Industry betas are in general 

the best estimate, since estimation errors cancel out in larger samples.
224

 We are, however, not sure if the 

industry is in the exact same line of business as Chr. Hansen. Therefore we also put weight on Danisco’s 

beta value, since we know their line of business is similar.  We therefore conclude that Chr. Hansen has an 

unlevered beta of 0,55. We are now able to calculate the levered beta for Chr. Hansen in the base case.  

 (4) O�  0,55 ∗ T1 $ UVW,U
WUW,XY  1,04 

	
8.1.6 Market premium 

The market premium is the difference between what can be expected in return from stocks and from 

investing in a risk free security. The market premium differs from country to country and is affected by the 

chosen period. Furthermore the chosen estimate for the risk free security plays a vital role as well. The 

Danish market premium has in general been slightly lower than the American market premium.
225
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 Regnskabsanalyse for beslutningstagere, Petersen & Plenborg, p. 225 
224

 Principles of corporate finance, Brealey; Myers; Allen, p. 244   
225

 Risikopræmien på aktier, Nationalbanken Saabye, p. 11 
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Table 8.4      Market premium for Danish stocks 

 

Source: Risikopræmien på aktier, Nationalbanken Saabye, p. 10 

               Regnskabsanalyse for beslutningstagere, Petersen & Plenborg, p. 222 

               Global evidence on the equity premium, Dimson, Marsh & Staunton, p. 5 

 

Above we observed a large spread in the estimated market premiums. The further back in history you go 

the lower the market premium tends to get.  We have also included a US market premium to illustrate the 

difference from the Danish market. The global market premium indicates that the market premium for 

Danish stocks is lower than in other countries. 

Saabye’s analysis is the most recent and therefore traces the latest observed market premium. Moreover 

the global and US market premium indicates higher estimates in other countries than Denmark. We 

therefore conclude that the market premium for Danish stocks can be estimated at 5 %.  

 

8.1.7 Chr. Hansen’s WACC 

We now have all the input necessary in order to calculate the WACC for Chr. Hansen.  We begin by 

calculating the cost of equity. 

��  3,39%$ 1,04 ∗ 5%  8,6% 

Since we already know the future capital structure of Chr. Hansen it is straight-forward to calculate the 

WACC. 

 I(��^_�.a�86�8  8,6% ∗ WUW,X
?bc?,?$ 4,83% ∗ UVW,U

?bc?,? ∗ *1 + 25%-  6.27% 
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8.2 Owners influence on WACC  

There exist some additional variables when determining the WACC that are particularly influenced by the 

ownership structure: the illiquidity premium and the capital structure. Their influence can be seen from the 

green highlighted variables in the following equations.   

(5)   ��  �� $ O� ∗ 0,�D��	�������226 $ deefghfifjk	lmnofho 

(6) I(��  mn ∗ p
qMp $ �9 ∗ q

qMp ∗ *1 + 1- 

				
8.2.1 Illiquidity premium 

Not all stocks are equally liquid. If an investor needs to trade a large amount of stocks, there needs to be a 

liquid market in order for him to sell the position without moving the price downwards. Illiquid stocks are 

therefore often traded at a premium. Determining the illiquidity premium is unfortunately not a straight-

forward task, since it is influenced by many factors.  The turnover volume of a stock is one of the primary 

factors scholars have identified.  This factor is very much influenced by the ownership structure, and 

consequently the determination of the illiquidity premium is vital for this thesis.   

Current and potential Chr. Hansen shareholders are currently very concerned about movements in PAI’s 

proportion of the stocks.
227

 This is in good accordance with Bolton & von Thadden, which states that a 

negative illiquidity effect can be present when a stock has a dominating owner.
 228

   

Ben-Rephael, Kadan & Wohl has investigated the size of the Illiquidity premium during the last 40 years in 

NYSE, NASDAQ & AMEX.
229

 They come to the general result that the Illiquidity premium has decreased 

during the period based on a various statistical measures. The illiquidity measures do, however, vary based 

on models and markets from 5,71 % to 0,01 %.   

Acharya & Pedersen find that liquidity risk explains about 1,1% of cross-sectional returns from 1962 to 1999 

for all common shares listed on NYSE and AMEX based on their liquidity adjusted CAP model.
230

  

Plenborg states that the size of the illiquidity premium is very hard to determine, but that a practical 

solution is to let it be determined by the market value.
231

 This approach is illustrated in table 8.5.  

                                                             
226

 Regnskabsanalyse for beslutningstagere, Petersen & Plenborg, p. 240 
227

 Personal interview with Head of investor relations for Chr. Hansen.  
228

 Blocks, liquidity and corporate control, Bolton, & Von Thadden, p. 3 
229

 The Diminishing Liquidity Premium, Ben-Rephael, Kadan & Wohl, p. 3 
230

 Asset pricing with liquidity risk, Acharya & Pedersen, p. 31 
231

 Fagligt notat om værdiansættelser, Plenborg, p. 61   
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Table 8.5      Plenborg’s Illiquidity premium estimation  

 

Source: Fagligt notat om værdiansættelser, Plenborg, p. 61   

 

According to Plenborg’s approach Chr. Hansen should not trade at any liquidity premium, something we do 

not consider very plausible. The fact that a variable like turnover volume is not taken into consideration 

makes us very skeptical towards this method.  

Damodaran has a different practical approach for determining illiquidity premiums, which can be seen in 

table 8.6. The equation is based on the results of a regression study of about 2000 firms carried out about 

10 years ago, and is intended to be used on both listed and delisted companies.
232

   

Table 8.6      Damodaran’s: Bid – Ask spread  

	#������:���	�������  		0,145 + 0,0022 ∗ ln*��!����- + 	0,015 ∗ *1	��	������!�	�,����;�	0	��	��;,��!�- +
																																																					0,016 ∗ 7�6_

4��t��	u�vQ� + 0,11 ∗ �Q�8�u��	u�vQ4�	*4�8�_v5-
4��t��	u�vQ� 	  

#������:���	�������		  0,145 + 0,0022 ∗ ln*575,5- + 	0,015 ∗ *1- + 0,016 ∗ ?xU,W	*yQ37t	���3�-
zcb?,{	*��6�	7�6�- + 0,11 ∗

																																																	?bW,V	*��6�9	�8	?	5���6	9���-z?Ux,U     =  10,94% 

Source: Historical stock prices, www.nasdaqomxnordic.com 

Damodaran online: http://pages.stern.nyu.edu/~adamodar/, spreadsheet -> liqdisc.xls 

Damodaran’s approach has several variables, and is in that sense more trustworthy since it takes more 

factors into account. The illiquidity premium can be as high as 14,5% whereas the turnover volume explains 

about 75% of the illiquidity premium according to Damodaran’s approach. When inserting Chr. Hansen’s 

data in Damodaran’s equation we arrive at an illiquidity premium of 10,94%. This signals that Chr. Hansen is 

a very illiquid asset despite the fact that Chr. Hansen, as explained in section 3.4, the 12th most traded 

stock in Denmark.  

                                                             
232

 Email correspondence with Aswath Damodaran [adamodar@stern.nyu.edu] 
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Based on Plenborg, Ben-Rephael, Kadan & Wohl and Acharya & Pedersen we therefore modify the 

constants in Damodaran’s equations to a maximal illiquidity premium of 5%. In addition we have adjusted 

the turnover volume to be 100% liquid at a level of 10,78 monthly based on other large Danish 

companies.
233

 This results in an Illiquidity premium of 1.90% in Chr. Hansen’s current ownership structure, 

which is shown in table 8.7.   

 

Table 8.7      Our approach to illiquidity premium estimation  

	#������:���	�������  	|, |} + 0,00046 ∗ ln*��!����- + 	0,00314 ∗ *1	��	������!�	�,����;�	0	��	��;,��!�- +
																																														0,00335 ∗ 7�6_

4��t��	u�vQ� + 0,02304 ∗ jhm~��nm	��ehon	*?b,XV	4�8�_6-
4��t��	u�vQ� 	  

#������:���	�������		  	|, |} + 0,00046 ∗ ln*575,5- 	+ 0,00314 ∗ *1- + 0,00335 ∗ ?xU,W	*yQ37t	���3�-
zcb?,{	*��6�	7�6�- + 0,02304	 ∗

																																														���|,�z?Ux,U   =  1,90% 

Source: Own creation with inspiration from Damodaran, Plenborg , Ben-Rephael, Kadan & Wohl, Acharya & Pedersen 

In order to determine the Illiquidity effect on the different scenarios, we have put weights on the 

ownership distribution as we believe different owners affect the trading volume differently. Dispersed 

owners are considered to have no negative effect on the trading volume, and are accordingly given a 

weight of 1. Large instructional owners are a bit reluctant to sell their shares since they have some 

influence. On the other hand are they very active on the capital market, and will buy/sell if they consider 

the stock under/over valuated. We therefore give them a weight of 0,75. Controlling owners have no 

interest in trading their shares and will therefore not contribute to the trading volume at all, which results 

in a weight of 0.  

We then apply the equation in table 8.7 on the 4 scenarios which can be seen in table 8.8.  

 

 

 

 

 

 

                                                             
233

 We have based this assumption on 5 of the most traded stocks in Denmark: A.P Moller B, Novo Nordisk B, Vestas 

wind systems, Carlsberg B and Danske Bank. Assuming that the average of these 5 stocks Trading volume/value of = a 

100 % liquid stock. Based on the last 12 months of data, this implies a trading volume/value of 10,78 months. 
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Table 8.8      Scenario illiquidity premium estimation 

 

Source: Own creation  

 

8.2.2 Owners influence on capital structure 

It is difficult to determine when the costs associated with financial distress offsets the gains from taking up 

debt. However, different ownership structures can affect the financing decisions within a company. Agency 

costs play a vital role in the determination of corporate financing strategies. The ownership element in 

determining the specific corporate debt level depends on the incentives between the involved 

stakeholders. Incentives are not always fully aligned between management and owners, as previously 

explained in section 4.3. A big proportion of manager’s wealth is tied up in undiversifiable human capital 

specific to the company of employment. A manager that acts in its self-interest may not obtain the optimal 

level of debt.
234

 An increase in debt increases company risk and management might therefore be reluctant 

to take up debt. 

The corporate governance mechanisms that ensure incentive alignment can, as previously explained, 

reduce agency costs and therefore ensure that the proper amount of debt is present in a company. This is 

primarily accomplished by active monitoring by the shareholders, which is why the capital structure is very 

much influenced by the ownership structure.  

Brailsford, Oliver & Pua investigate the relationship between ownership and capital structure on the basis 

of 49 Australian companies from 1989-1995.
235

 They find a non-linear inverted U-shape relationship 

between managerial ownership and leverage, which is peaking at a managerial ownership of 49%.
236

 

Incentives are aligned with shareholders at low levels of managerial ownership. But as managerial 

ownership increases the risk of managerial entrenchment dominates. They further find a positive 

                                                             
234

 On the relation between ownership structure and capital structure, Brailsford, Oliver & Pua, p. 3 
235

 On the relation between  ownership structure and capital structure, Brailsford, Oliver & Pua, p. 6 
236

 On the relation between  ownership structure and capital structure, Brailsford, Oliver & Pua, p. 23 
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relationship between the level of external blockholders and leverage. Brailsford, Oliver & Pua also indicate 

that the relation between external blockholders and leverage varies at different levels of managerial 

ownership. Low levels of managerial ownership results in a positive relationship between external 

blockholders and leverage. However, at high levels the positive effects of external blockholders are not able 

to reduce agency costs.
237

 Brailsford, Oliver & Pua’s findings are in good accordance with our analysis in 

section 4.4.2.2. The same arguments used for owner identity and performance can be tied to capital 

structure arguments.  

Berger, Ofek & Yermack investigate the same effect on the basis of the 452 largest (non-financial) US 

companies from 1984-1996. They come to the conclusion that managerial entrenchment leads to lower 

levels of debt. In addition they find that leverage is lower when management exhibits no compensation 

based alignment, or is pressured by active monitoring from the board of directors or a large stockholder.
238

 

Berger, Ofek & Yermack come to the conclusion that leverage rises about 7 % of total assets when a major 

blockholder joins the board of directors.
239

  

Berger, Ofek & Yermack’s findings enhance our belief that capital structure is tied together with ownership 

structure. In addition they are in good accordance with our conclusion in section 4.4.2, that institutional 

ownership brings down agency costs, which again can align the management’s incentives with the owners 

concerning debt issues.  

The results from both articles are based on data from different corporate systems than the one in 

Denmark. In especially the case of the Brailsford, Oliver & Pua study, the sample is also very small. 

Ownership structure is as previously explained highly affected by the industry the company operates in. 

Both articles results are on an aggregated level, and can therefore partly also be explained by industrial 

differences. We therefore treat the overall results with some skepticism concerning the application to Chr. 

Hansen.  

 

Scenario application 

The analysis made on capital structure and ownership tells us that capital structure is affected by 

ownership. Further Chr. Hansen themselves indicate that they intend to change the capital structure in 

accordance with the shareholders’ interests. We therefore apply different capital structure effects to our 
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ownership scenarios. We tie the presence of active large shareholders and institutional owners with 

positive effects on a proper debt to equity ratio. We treat Berger, Ofek & Yermack findings of an increase in 

debt of 7 % of total assets between different ownership structures as a plausible effect.  

Danisco has during the last 4 years moved from a concentrated ownership of 16,2 % to 5,1 %, with an 

increase of private owners from 13,2 to 25 %.
240

 The D/E ratio has during the same period decreased from 

0,9 to 0,4. This fact combined with the extreme D/E ratio under PAI’s ownership of Chr. Hansen could 

suggest that the effect from ownership influence could be higher than 7 %, under our 4 quite different 

scenarios. Due to the uncertainly of the ownership influence we have used a debt effect on total assets 

ranging by only 10,5 % from scenario 2 to 4, which is shown in table 8.8. 

Table 8.9      Capital structure impact on WACC 

 

Source: Own creation. 

We have unlevered the WACC calculated in 8.1.6, and applied the different capital structure assumptions 

seen in table 8.9. We then find the new levels of cost of equity for each scenario. In order to use this 

relation we assume that the cost of debt remains constant for each scenario. The effect we observe does 

therefore not incorporate any financial distress cost. The capital structure in all four scenarios all lie deep 

within the observed industry capital structure, as depicted in table 8.1. We therefore consider financial 

distress costs irrelevant for the chosen scenarios. This assumption is in good connection with how 

practitioners determine financial distress costs.
241

 

8.2.3 WACC scenarios 

By applying our knowledge from ownership structure on the cost of capital we find four  different scenario 

WACCs. The illiquidity premium and an increase in debt level go in opposing directions. The illiquidity 

premium has by far the strongest impact on WACC which can be seen in table 8.10. The big impact of the 

illiquidity effect is therefore a big factor for explaining the big difference from scenario 2 to 4. 
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Table 8.10     Ownership impact on WACC 

 

Source: Own creation  

 

8.3 DCF / EVA Valuation  

The budget estimations from section 7 have been applied to a DCF- and EVA valuation model in order to 

estimate a base case value of Chr. Hansen’s stock.
242

 For details regarding the calculations please see 

appendix 20.  

We have then added all the ownership effects for each scenario as illustrated below. The final effect on 

value can be seen from the ownership adjusted value for each scenario. Again we clearly observe a big 

impact when the illiquidity effect is applied. Scenario 4 has the biggest positive budget effects but also the 

biggest negative illiquidity effect. Scenario 3 obtains the biggest share price when all the effects are 

included. The high share price is a combination of positive budget effects from institutional ownership, a 

tendency towards a large owner effect and a fairly low estimated illiquidity in the stock.  

Table 8.11     Valuation of Chr. Hansen in the 4 ownership scenarios 

 

Source: Own creation 

Appendix 19 +20 

 

A share price of DKK 116 can be observed for Chr. Hansen the 05/05-2011. The base case share price 

estimation of DKK 122,3 suggest that the share price is priced a bit too low. All the scenario price 

                                                             
242

 Both measures should theoretically give the same result. So the use of both models is also a way to ensure that we 

have made no calculation errors.  
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estimations except from scenario 4 lie above the observed share price. It is difficult to say which scenario is 

most plausible. The elements included in the scenarios are vital changes to be made when estimating and 

testing the share price.  

 

8.4 Stress test of variables  

The results from the DCF valuation are based on many assumptions. In the following we will illustrate the 

impact different assumptions have on two of the key main variables:  WACC and terminal growth rate.  

The WACC is very much influenced on the ownership structure since both the illiquidity premium and 

capital structure directly influence the WACC. We have only used the cash flows from the base case in all 

four tables below in order to isolate the effect.
243

 

The illiquidity premium has a huge impact on the stock price as illustrated in table 8.12. An illiquidity 

premium change of 4 % does practically reduce the stock price by app. 50%. This is very important to keep 

in mind, since the determination of the illiquidity premium is based on limited number of sources.  

Table 8.12     The illiquidity effect on WACC and stock value 

 

Source: Own creation, base case  

The capital structure’s influence on the stock value does unlike the illiquidity premium have a very modest 

impact on the stock price, as illustrated in table 8.13. 

 

 

                                                             
243

 The scenario stock prices are therefore not identical to table 8.11, as the impact of the budget change is not 

included.   
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Table 8.13     The capital structure effect on WACC and stock value 

 

Source: Own creation, base case 

The effect of a change in R&D is illustrated in table 8.14. The increase in R&D expenditures results in a 

higher terminal growth rate, which overall have a quite positive effect on stock value in the R&D intensive 

ownership scenarios.  This is in good accordance with section 5.3.1.1.1.  

Table 8.14     The R&D effect on stock value 

 
Source: Own creation, base case 

 

Administration cost effects are quite modest as illustrated in table 8.15.  

 

Table 8.15    The administration costs effect on stock value 

 
Source: Own creation, base case 
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8.5 Valuation comparison 

Relative valuations have been made in addition to the fundamental valuations. This is done to get an idea 

of how the investors perceive the industry, and whether Chr. Hansen is overpriced compared to its peers. 

Relative valuations should therefore be treated as rough estimates, as they are based on accounting figures 

and assumes that all companies’ line of business is 100 % identical.  

The relative valuations as well as the previously estimated fundamental valuations have all been 

summarized in the following figure 8.1.  

Figure 8.1      Summarized results  – Value of Chr. Hansen 

 

Source: DataStream, Bloomberg, Annual reports, own results 

We have used key figures such as EBITDA, EBIT and Market-to-book ratio to perform the relative analysis. 

Since EBITDA and EBIT measures the performance of the company, we find them as good indicators for a 

relative valuation. The EBITDA multiple contains less “noise” since country specific differences in 

depreciation regulation are not taken into account. The EBIT multiple on the contrary adjusts for any 

differences in deprecation or activations of for instance R&D expenditures. 

The EBIT and EBITDA values are in good connection with the fundamental valuations, and indicate the Chr. 

Hansen from a relative point of view also is fair valued. Chr. Hansen is actually undervalued compared to 

Danisco. Chr. Hansen is, however, quite overvalued looking at the market-to-book ratio. This could to some 

extent be explained by a more complex product portfolio in Chr. Hansen’s case as explained in section 

6.4.2.3.  

There is a high spread in the analyst estimations, but they seem to be a positive assessment of Chr. 

Hansen’s current stock price since the average estimation is at DKK 135.  
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9 Discussion  

We have now identified the fair value of Chr. Hansen on the basis of the strategic and financial analysis. The 

application of corporate governance on a valuation is an extension of the “classical” capital based 

valuations, which is graphically illustrated by the grey circles in figure 9.1. It is our belief that determining 

these parameters greatly “adds value” in an investment decision where a change in ownership structure is 

very likely.  

Figure 9.1        The used valuation approach  

 

Source:  Own creation 

When it comes to the specific values we have determined in each of the four scenarios, one should be very 

cautious to follow them without skepticism. The parameters identified and quantified in this thesis are not 

backed by a great deal of studies. The value should therefore primarily be used as an indication of the 

magnitude on the stock price in the case of Chr. Hansen.   

Further research 

• Illiquidity premium: Further research concerning illiquidity premiums of listed companies would in 

our opinion contribute to a more precise estimation of the cost of equity, and would thereby 

strengthen valuations in general. There already exist literature and factor models identifying the 

illiquidity premium. Determining the factors that influence the liquidity of a stock, and especially 
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how to apply these in connection to a practical valuation is a virtually untouched field of research. 

Even small advances in determining the size of the illiquidity premium would be a huge 

contribution, since the illiquidity premium can have a huge impact in the valuation as illustrated in 

this thesis.  

• Capital structure: Another topic which we believe could shed some light on effects from ownership 

structure is the capital structure levels in relation to ownership structure. Again a subject very 

difficult to quantify but it would be very helpful when projecting a company’s future capital 

structure to know more about the subject. Research does go into detail if capital structure is 

affected by certain ownership structures or not. But we have found only one clear example on how 

much the capital structure is affected in different ownership structures.
244

 A further look into the 

modeling of cost of financial distress when high levels of debt are reached would be of high interest 

as well.  

• Principal agent: The alignment between investors and management are without doubt of huge 

importance for a valuation. A lot of research exists on this specific subject but quantifying the 

effects is still an untouched area. When conducting a valuation it is however recommended to take 

a good look on these “soft factors”, since they can help determining the budget.  

• Other ownership based variables: This thesis have identified five specific variables that to our 

opinion will be influenced by the ownership structure in the case of Chr. Hansen. Other important 

variables might exist that have “just” not been identified yet. Some of the used variables are 

properly not relevant in valuations of different companies, where other variables might have a 

larger impact on the ownership structure. The illiquidity premium and capital structure are 

however general variables that always should be taken into consideration regardless of the 

company.  

Think outside the classical valuation tool box 

Sometimes you wish that elements were easier to quantify than they are in reality.  The ability to quantify 

issues within ownership structure effects leaves room for the analyst to do his own interpretation and 

judgment of the company. We believe that a good analyst should be able to capture these elements and 

include them implicitly in his/hers future budget projection.  

Our impression is that the most weight in the financial world is put on the straight-forward and easy to 

quantify elements, but if you leave out the more rigid analysis you might come to a false conclusion. 

                                                             
244

 Managerial entrenchment and capital structure decisions, Berger, Ofek & Yermack 
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9 Conclusion  

Chr. Hansen has under PAI’s ownership become a much more profitable company with a focused successful 

strategy. Even though the remarkable performance partly can be explained by external factors like the 

current health trend, fluctuations in raw materials prices and currencies, there seems to be an indication 

that PAI has contributed positively to the transformation of the company.   

We can conclude after reviewing the theoretical framework of corporate governance, that there exist 

important ownership elements when assessing a company. The ownership effects are not uniform around 

the world, since the corporate system plays a vital role as to how the rules of business are formed. We 

classify the Danish business environment as a mix between the market oriented and network based system.  

The history of Chr. Hansen has given us an insight as to why the company’s performance has changed 

during its corporate life cycle. We find traits of the private equity ownership structure that enabled the 

turnaround of Chr. Hansen, when it was experiencing a declining profitability during the late 1990´s and 

early 2000’s.  

The primary theoretical framework that explains the issues concerning ownership structure and 

performance has been found to be the principal-agent theory. The main objective is to align incentives 

between management and owners in order to maximize the shareholder value. A way to reduce agency 

costs is achieved by active and passive monitoring.  Chr. Hansen does in its current ownership structure 

have a fairly good remuneration package, and a high level of active and passive monitoring.  

We find that the composition of owners and the identity of the investors play an important part towards 

performance. Two opposing effects, wealth and entrenchment, are found to be driven by changes in 

ownership composition. We have found through our analysis that concentrated ownership up to a certain 

threshold enables the proper monitoring of management. Institutional investors in the ownership 

composition generally lead to positive externalities. Dispersed owners contribute very little to monitoring, 

and are therefore characterized as free-riders.  

Specifically in the case of Chr. Hansen we have found following plausible elements to be influenced by 

ownership structure: Divestment of certain divisional areas, administration expenses, R&D expenses, 

capital structure and illiquidity premiums.  

The blends and animal health segments within Chr. Hansen are in our view “problem” areas. Scenarios 

where active monitoring is present will induce management to divest these segments. In scenarios where 
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proper monitoring is not present management might focus on empire building and be reluctant to sell of 

needed areas. The level of R&D expenditures can be positively influenced by institutional and dominant 

owners, where dispersed ownership has the opposite effect.   

We find that changes in ownership structure have a direct effect on the cost of capital. Capital structure 

changes by itself do not create value, but positive externalities from a tax shield leads to a lower cost of 

debt. Investors will also demand an illiquidity premium affecting the cost of equity, if a high proportion of 

Chr. Hansen’s shares are not actively traded. This is especially the case in scenarios with dominant owners.  

Our fundamental base case valuation comes to the conclusion that Chr. Hansen shares should be traded at 

price of DKK 122,3 and therefore has a slight upside potential compared to the market value of 116. From a 

relative valuation point of view the company might be a bit overpriced.   

When applying the ownership structure variables in the four scenarios we get a price span of DKK 114,50 to 

156,30. The owner specific variables have a different impact on the valuation model. The ownership effects 

on the budget influence the value significantly. The change in capital structure has clearly the smallest 

effect on value but it seems intuitively correct that one shouldn’t be able to gain a lot from changes in 

capital structure. The illiquidity premium does on the other hand have a very high impact on the valuation.  

The highest stock price is observed where several controlling institutional owners are present. The high 

value can be explained by a mix of positive effects from active monitoring and a low illiquidity premium. 

The lowest price is found where one large dominating owner is present. This is despite a very positive effect 

on the budget and capital structure, caused by the negative impact a dominating ownership has on the 

illiquidity premium. Scenario two results in the lowest illiquidity premium but the firm value are still below 

base case. This is explained by free-rider issues that lead to low monitoring of management.  

It makes good sense to us that the scenario with several controlling institutional owners results in the 

highest value. Chr. Hansen is currently in a stage where there is no real need for a controlling owner to 

make drastic changes in the corporate strategy.  

We have illustrated that Chr. Hansen’s fair value can be influenced quite heavily if the ownership structure 

changes significantly. Our results give a good indication of the approximate magnitude of the ownership 

structure variables. The variables are, however, difficult to quantify, and one should therefore be very 

cautious to base his investment decision purely on our results alone.  
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Appendices 

Appendix 1 World Employee and revenue distribution 

Appendix 1 shows how Chr. Hansen’s revenue and employees are divided throughout the world 

 

Source: Chr. Hansen, Annual Report 2009/2010, p. 11 

Appendix 2 Remuneration composition 

Appendix 2 shows how Chr. Hansen’s remuneration composition is compared to Danisco and Novozymes 

 

The executive board consists of 6 persons in Chr. Hansen and Novozymes, and only 2 persons in Danisco’s case.   

Source: Chr. Hansen, Annual Report 2009/2010, p. 88 

Danisco, Annual Report 2009/2010, p. 60 + 103 
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Novozymes, Annual Report 2010, p. 63 

Appendix 3 Board composition 

Appendix 3     Board composition in Chr. Hansen 

 

Source: Chr. Hansen, Annual Report 2009/2010, p. 156-57 

Chr. Hansen homepage -> investor relations ->governance ->boardofdirectors 

Chr. Hansen, summery of general assembly 2010, p. 12  

 

Appendix 4  CEO-ownership and company performance  

Appendix 4       The relationship between ownership and Tobin’s q 

 

Source:  CEO Ownership and Firm Value, Griffith, p. 5  
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Appendix 5  Development in carmine prices 

Historical development in carmine price 

 

Source: http://maiwahandprints.blogspot.com/2010/08/economics-of-colour.html 

 

Appendix 6 Yoghurt Consumption 

Annual per capita yoghurt consumption 

 

Source: Goldman Sachs, Equity research: Chr. Hansen Jan. 2011, p. 31 
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Appendix 7  Competitor matrix 

Appendix 6     Competitor matrix 

 

Source: Annual reports + Personal interview with the head of Investor relations in Chr. Hansen                

 

Appendix 8  R&D expenditures and its effect on sales growth 

R&D expenditures and its effect on sales growth 

 

Source: R&D: Its relationship to company performance, Graham K. Morbey, p. 8 
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Appendix 9  R&D and profitability 

R&D and profitability 

 

Source: Goldman Sachs, Equity research: Chr. Hansen Jan. 2011, p. 21  

 

Appendix 10 Chr. Hansen, revenue & R&D expenditures  

% of Chr. Hansen’s revenue derived from products developed within last 3 years 

 

Source: Chr. Hansen, Annual Report 2009/10, p. 41 
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Appendix 11  Evaluation of Danisco’s ownership structure  

In order to evaluate Danisco’s validity as a competitor we have investigated the ownership structure of 

Danisco, which is shown in the pie chart below.  

Danisco ownership structure 

 

Source: Danisco annual report 2009/2010, p. 52 

In the case of Danisco we observe a much more dispersed owner concentration, where ATP is the only 

institutional investor with more than 5% ownership. Private investors do in addition hold 25 % of the 

shares, in comparison to Chr. Hansen modest 2%.  

The differences in ownership structure can explain some of the caveats met by the specific company. 

However it is our overall belief that Chr. Hansen and Danisco’s ownership structure is quite similar, and 

thereby suitable for a financial analysis comparison.    

 

Appendix 12  Administrative expenses 

Administration cost's  in % of revenue
245

 

 

Source: Chr. Hansen, Annual Report 2009/2010 + 2008/2007 

Danisco, Annual Report 2009/2010 + 2008/2007 

Novozymes, Annual Report 2010 + 2008 

                                                             
245

Danisco has sold their sugar division in 2008 and has therefore lower revenue in 2009 + 2010.   
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Appendix 13  Calculation of tax shield 

We assume:  

1. The maximum amount of tax deduction for interest payments is = a Debt/Equity ratio of 4/1, in 

accordance with Selskabsskatteloven §11.
246

 

2. Debt from a controlling owner, ownership > 50 % direct or indirect, can’t be deducted in 

accordance with Selskabsskatteloven §11.
247

 

3. A corporate tax rate of 25%.
248

 

4. That 
A��	9�9Q7���v�	��2�86�6

������38�6	*��7vQ938�	������38�6	���4	2���8�	7�42�85- is a fair approximation for how big a 

ratio of their interest expenses they can get deducted. The reason we use this is because the 

interest expenses are not decomposed in the annual reports, so we can’t use an interest rate on 

the deductible borrowings.  

 

Formulas: 

q
p m�jf�  F��&��,�"�,�����;,�����

0��������������� $ �E���������� 
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Selskabsskatteloven, §11 
247

Selskabsskatteloven, §11 
248

Selskabsskatteloven, §17 
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Example for year 2008/09:  

L
K �,��� 

{bU,c
{?  = 9,9 

1,G:�:�"�,����G������	  *4 ) 91- = 364 

1,G	:�:�"�,���	�,���	  364	
897,6  0,4055	 

1,G	� ���:	  *68,75 + 7,9- ) 0,4055	 ) 0,25 		6,17  
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Appendix 14 Reformulated annual reports for Chr. Hansen & 

Danisco 

Chr. Hansen Income statement  

 

Source: Annual reports + Own correction 
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Chr. Hansen Balance sheet  

 

Source: Annual reports + Own correction 
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Chr. Hansen Equity statement  

 

Source: Annual reports + Own correction 
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Danisco Income statement  

 

Source: Annual reports + Own correction 
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Danisco Balance sheet  

 

Source: Annual reports + Own correction 
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Danisco Equity statement  

 

Source: Annual reports + Own correction 
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Appendix 15  Peer’s key financial figures 

Appendix 14      Peer’s key financial figures 

 

Source: Annual reports 
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Appendix 16 Depreciation, amortization & impairment comparison 

Depreciation, amortization & impairment comparison 

 

Source: Chr. Hansen annual reports: 2006/07+2008/09+2009/10 

               Danisco annual reports: 2007/08+2009/10 
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Appendix 17  Risk free rate  

Risk free rate 

 

Source: Danmarks Statistikbank 
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Appendix 18  Capital structure trade-off  

Capital structure trade-off 

 

Source: Own creation, with inspiration from Principles of corporate finance, Brealey; Myers; Allen, p. 504  
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Appendix 19 Base case budget    

 

 



Page 146 of 151 
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Appendix 20  DCF /EVA valuation   

DCF/EVA Valuation: Base case  

 

Source: own creation   
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DCF/EVA Valuation: Scenario 1 (Current ownership) 

 

Source: own creation   
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DCF/EVA Valuation: Scenario 2 (dispersed ownership) 

 

Source: own creation   
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DCF/EVA Valuation: Scenario 3 (Several controlling owners) 

 

  

Source: own creation   
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DCF/EVA Valuation: Scenario 4 (Dominant owner) 

 

Source: own creation   

 


