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EXECUTIVE SUMMARY 

 

The purpose of this thesis is to analyze the assumptions underlying the price offered by the 

American network technology company Cisco Systems Inc. to acquire all outstanding shares 

of the Norwegian videoconferencing company Tandberg ASA. The analysis focuses on the 

strategic and financial rationales, offer premiums and synergies. The basis for the analysis is a 

stand-alone valuation of Tandberg. The initial offer of NOK 153.5 per share on October 1st 

2009 and the final offer of NOK 170.0 per share are assessed.  

The valuation of Tandberg involves analyzing the company’s strategic position and financial 

statements, which is the foundation for the future budget and ultimately the valuation of the 

company. The enterprise discounted cash flow model and the economic profit model are 

applied in order to estimate the value of Tandberg’s share on the pre-announcement day 

September 30th 2009. Both models’ results show a price per share of NOK 178.5. 

The thesis finds that the strategic rationales for the acquisition is the desire of both Cisco and 

Tandberg to leverage on the other’s strategic capabilities. An analysis of the acquisition 

process finds that there is a strategic relationship between the companies. The thesis 

concludes that the companies’ assessment of the risk of failing to succeed is underlying the 

initial offer price, and that the final offer price is based on the underlying assessment of the 

Tandberg shareholders. 

The financial assumptions are analyzed by a sensitivity analysis applied to the cash flow 

model. The results find that the Tandberg share price is highly sensitive to changes in the cost 

of capital, growth in the forecast period and operating margin. The thesis therefore concludes 

that the underlying financial assumptions of the offer price are based on changes in these 

parameters. As a result of the sensitivities, the thesis further concludes that the assumptions 

for growth and synergy expectations are based on small changes in these financial parameters.  

By investigating the Tandberg share price movement in the months before the offer, the thesis 

finally concludes that there were moderate bid expectations discounted for in the price at the 

announcement day October 1st 2009.  
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1   INTRODUCTION 
 

1.1  The reasons for choosing the Cisco‐Tandberg acquisition 

On October 1st 2009, the American network technology comapny Cisco Systems Inc. (Cisco) 

announced its offer to acquire all outstanding shares of the largest competitor in the global 

videoconferencing market, the Norwegian publicly listed company Tandberg ASA 

(Tandberg). The offer price was NOK 153.5 per share, representing an 11 percent premium to 

the previous day’s closing price. Immediately, more Tandberg shareholders criticized the 

offer price for undervaluing the company’s growth potential and the synergies the merger 

would bring forth. Cisco had the choice to either increase the bid price or to walk away.  

Cisco chose to increase the bid price to NOK 170.0 per share, which ultimately was accepted 

by the Tandberg shareholders. Although Cisco has completed nearly 140 acquisitions in the 

past, never have they raised the offer price for a target company. Tandberg would be Cisco’s 

first billion-dollar acquisition outside the U.S. and the third largest within this decade. My 

interest in the characteristics of this acquisition brings us to the core of this thesis.  

M&A processes can be complex and involve many stakeholders. The outcome of a deal may 

depend on both strategic and financial rationales by the stakeholders involved. When 

acquiring another company, it is common to pay a premium in order to get the control of the 

company, to justify for the expected synergies from the merger, and to account for growth 

potential of the target company. My motivation for this thesis is to find out what influenced 

the initial bid price NOK 153.5 and the final acquisition price was NOK 170.0. By looking at 

the deal from both a strategic and financial point of view, the thesis will attempt to get a 

deeper insight in the rationales of both companies.  

The basis for the analysis of the acquisition will rest on a fundamental analysis of Tandberg, 

which is a combination of strategic and financial statement analysis. This reflects the master’s 

degree I am undertaking in Finance and Accounting (FIR), thus, I believe that through this 

thesis I can apply my current knowledge as well as develop my practical skills.  
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1.2  Problem statement 

For the purpose of this thesis, I have formulated the following problem statement: 

“Based on a valuation of Tandberg on a stand-alone basis, which strategic and 

financial assumptions are underlying Cisco’s offer price to Tandberg of NOK 153.5 

per share on October 1st 2009, and ultimately the final offer price of NOK 170.0 per 

share on November 16th 2009?” 

The fundamental analysis of Tandberg is the foundation for the analysis of the problem 

statement. In order to give a qualified analysis of the problem statement, several sub-

questions will be answered in the final analysis, which will guide the reader towards the final 

conclusion. The sub-questions are as follows: 

 Which strategic rationales, actions or strategies by the companies are underlying the 

offer price? 

 How can the valuation model applied to Tandberg help understand the financial 

assumptions underlying the offer price?  

 How did the Tandberg share price move in the months before the offer, and were there 

any bid expectations discounted for in the acquisition price? 

 What financial assumptions are underlying the value of synergies? 
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2  METHODOLOGY              
 

The purpose of the methodology is to describe the methods used through the research process 

and how data gathering has been executed. The choices that have been made throughout the 

thesis are explained, including limitations and assumptions to justify these choices.  

2.1  Research design 

The research process that is undertaken is a typical inductive approach. The process starts out 

with the selection of a business case, upon which the general problem statement is 

constructed. Further, first- and second hand data is collected, followed by the interpretation of 

the data and application of theoretical framework. The problem statement is then redefined, 

after which findings are written and conclusions are made.  

2.2  Data gathering, validity and reliability 

The thesis has been conducted using both qualitative and quantitative data. The data is a 

combination company homepages and annual reports, industry reports, academic books, and 

online newspaper articles. Before using any of these sources, the reliability and validity of the 

data has been critically considered. Official information, such as company data, has generally 

been prioritized before using any external sources, such as online articles.  

Qualitative data from academic books has been particularly useful for the theoretical 

frameworks applied to the valuation process. The theoretical frameworks used are renown; 

hence the validity and reliability of these sources are not questioned. The main source for the 

financial statement analysis and ultimately the valuation of Tandberg is the Annual Reports of 

the company. Since Tandberg was public company, these reports are under strict rules and 

regulations of the IFRS. Therefore, the reports are regarded as valid and reliable. For industry 

information, reports from Wainhouse Research, which is one of the leading research 

companies within the industry is used. The reports often referred to by Tandberg themselves; 

therefore they are considered as valid and reliable. Finally, an interview with Tandberg’s Vice 

President of Products, Odd-Johnny Winge, was conducted on May 24th 2010. It is useful to 

have a first-hand qualitative source to gain information on the industry, company operations 

and the acquisition process. However, first-hand information from the company may also be 

biased. Nevertheless, the information is considered valid and reliable, as it is believed that 

negative publicity is not in the interest of the company. 
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2.3  Limitations 

Due to the natural limitations of this thesis, pages are not spent on explaining, discussing or 

criticizing theories and frameworks chosen. It is assume that the frameworks are well known 

to the reader. Despite the criticism these models may deserve, it is believed that these theories 

and models are the most relevant and applicable in relation to the problem statement.  

The valuation of Tandberg could have been analyzed with different theories. The chosen 

models will therefore affect the final conclusion of the problem statement, and if different 

model were applied, another result may have been obtained. However, due to the limit of this 

thesis, it is not possible to use all models. 

Additional limitation and assumptions will be made throughout the paper when appropriate.  

2.4  Structure 

Figure 2.1 Structure of the thesis 

 

Source: Personal contribution  

Figure 2.1 is a visual presentation of the structure of the thesis. The following part of this 

chapter goes through the structure of the thesis in order to explain and justify the choices 

made, and if necessary add additional assumptions.  
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Chapter 3 is a short and detailed description of the process of the Cisco-Tandberg acquisition, 

including the main events of the process, and the rationales of the companies.  

Chapter 4 is divided in two parts. The first part concerns a general market description of the 

main characteristics of the VC industry. The second part is a company description of 

Tandberg, by which the main characteristics of the company are described to give the reader a 

picture of the company. The following chapters 5 and 6 are the foundation for the forecast in 

chapter 7, and ultimately the valuation of Tandberg conducted in chapter 8.  

Chapter 5 is a strategic analysis of the external and internal environment of Tandberg, which 

is the first step towards the valuation of Tandberg. In order to understand what creates value 

in a company, it is necessary to have a thorough grounding in the environment, the economics 

of the industry as well as the links between the company’s strategy and value creation (Koller, 

Copeland, Wessels, & Goedhart, 2005, p. 5). The purpose of the strategic analysis is therefore 

to identify the impact on strategy of the external environment in which Tandberg is operating 

and how the company can deploy its strategic capabilities given the environment.  

The strategic analysis is based on the layers of the environment in which Tandberg is 

operating. The PESTEL framework is used to analyze the macro level environment. The 

reason for using the extended version of the PESTEL model (versus PEST) is in order to 

include the environmental factors, which are important in the VC market. Next, Porter’s Five 

Forces model is used to analyze the micro level environment. The model is useful because 

knowledge about the industry structure can help predict the future market position of 

Tandberg. Finally, the framework of the Resource-Based View (RBV) is used in order to 

identify the internal capabilities of Tandberg. This framework will help understand how 

Tandberg creates value. The strategic analysis will be summarized by a SWOT analysis, 

which is believed to be a very effective way to conclude upon the strategic analysis.  

Chapter 6 is the historical financial statement analysis of Tandberg, which is the second step 

towards the valuation of Tandberg. The financial statement analysis is performed in three 

steps. Since financial statements are not designed for valuation purposes, the first step is to 

adjust and correct the statements in order to eliminate accounting distortions and to create 

consistency over time. In order for the financial statements to present the true economic 

performance of the company, the next step is to reorganize the balance sheet that separates the 

company’s operating assets from its non-operating assets and financial structure, which is the 

invested capital. Further, the income statement is reorganized to find Net Operating Profit 
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Less Adjusted Tax (NOPLAT), which aggregates the operating income generated by the 

invested capital.  

A good historical analysis will focus on the key value drivers of return on invested capital 

(ROIC), growth and free cash flow (FCF) (Koller, et al., 2005, p. 108). High returns and 

growth generates cash flow, which in turn drives value (Koller, et al., 2005, p. 103). The final 

step of the financial statement analysis is to calculate and interpret ROIC. ROIC can be used 

to compare the company’s weighted average cost of capital (WACC) in order to see whether 

the company has performed better than equally risky investments. A decomposition of ROIC 

is done in order to better understand what part of the returns is driving performance and 

whether the performance can be sustained. 

It would have been ideal to use at least ten years for the historical financial statement analysis, 

in order to identify whether the company tends to revert to some normal level of performance. 

However, five years of Tandberg’s annual reports, 2005-2009, is used, as this was when the 

company converted to the International Financial Reporting Standards (IFRS). The 2004 

annual report is prepared in accordance to the Norwegian Accounting Standards (NGAAP), 

which was the standard before IFRS. 

Chapter 7 is the forecast of Tandberg’s future performance. In general, it is recommended to 

use a forecast period of 10-15 years. Using a shorter period typically results in an 

undervaluation of the company or assumes a brave growth in the continuing period. A very 

long timeframe, however, makes it difficult to forecast the individual items into the future 

(Koller, et al., 2005, p. 234). A 15-year forecast period has been chosen, since it is believe 

that this is the appropriate length of forecast period for Tandberg.  

Chapter 8 is the valuation of Tandberg. There are several models that can be used for 

valuation of companies, including discounted cash flow (DCF), economic profit, multiples 

and real options. It can be discussed what models gives the best picture of the company’s 

underlying operations. For this thesis, it is preferred to use the two most widely used models; 

the enterprise DCF model and the economic profit model (also known as EVA). Both models 

discount the future streams at the weighted average cost of capital and when applied correctly, 

both models yield the same result in terms of value of the company. Enterprise DCF remains 

a favorite of many practitioners and academics because it relies solely on the flow of cash in 

and out of the company, rather than on accounting-based earnings. Discounting economic 
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profit is gaining popularity because of its close link to economic theory and competitive 

strategy (Koller, et al., 2005, p. 103).  

The DCF valuation is performed in three steps. First, the FCF is calculated and the future FCF 

for the explicit budget period is estimated. Second, the cost of capital (WACC) is estimated. 

The final step of the valuation is to discount the forecasted FCF and terminal period by the 

estimated WACC, adjust for the midyear factor and add the value of non-operating assets. 

Dividing by the enterprise value by the number of shares gives the price per share. The 

valuations date is September 30th 2009, which is the day before the announcement of the 

acquisition.  

In theory, the cost of capital should be adjusted for each year depending on changes in the 

capital structure. However, by discounting all future cash flows with a constant cost of 

capital, one implicitly assumes that the company manages its capital structure to a target rate. 

This is a drawback in the calculation of WACC. Nevertheless, in practice a constant WACC 

is normally used through the whole period. The argument pro this is that usually changes in 

capital structure over time is minor.  

In order to estimate the capital structure, three different approaches may be used; the 

company’s target capital structure, the capital structures of comparable companies, and finally 

the iteration method (Petersen & Plenborg, 2007, p. 240). The estimation of Tandberg’s 

capital structure is discussed in the chapter, since the company has had a somewhat unique 

structure historically, and is ultimately estimated by a combination of historical and target 

capital structure.  

In order to calculate the cost of equity, the Capital Asset Pricing Model (CAPM) is used. 

Although CAPM rests on solid theory, the model has been criticized for resting on restrictive 

assumptions (Elton, Gruber, Brown, & Goetzmann, 2007, p. 284). However, not yet has any 

alternative theory proven better results, thus the CAPM is applied (Koller, et al., 2005, p. 

324). In order to arrive at a cost of equity the risk-free rate, beta and market risk premium are 

estimated. The risk-free rate is estimated using Norwegian 10-year government bonds as a 

proxy for the risk-free rate of return. Beta is estimated by a monthly regression at the end of 

each month since December 31st, 2004. The market risk premium is estimated by looking at 

the expected return on Oslo Stock Exchange Benchmark Index and by advice from industry 

analysts. The estimation the cost of debt is a result of the discussion of capital structure.  
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The valuation by the economic profit model is used to show that both models applied give the 

same result. The models will then be compared by the variables that are used by the models.  

Chapter 9 is the analysis of the assumptions underlying the offer price by Cisco for Tandberg. 

First, the strategic assumptions are analyzed by the reflections made in the fundamental 

analysis. Secondly, the financial assumptions are analyzed by deploying the valuation model 

created in chapter eight. Thirdly, the premiums paid are assessed in relation to the share price 

movement in the months before the offer announcement. Finally, synergies will be analyzed. 

The analysis will address both the initial offer price of NOK 153.5 per share on October 1st 

2009 and the final price of NOK 170.0 per share on November 16th 2009. 
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3   THE CISCO‐TANDBERG DEAL 
 

The purpose of this chapter is to give the reader a description of the process of Cisco’s offer 

to acquire Tandberg on October 1st 2009.  

On October 1st 2009, Cisco announced a voluntary cash offer to acquire all the outstanding 

shares of Tandberg. The offer price was NOK 153.5 per share, valuing the company to 

approximately NOK 17.2 mrd or USD 3bn. The offer represented a 11 percent premium over 

the previous day’s closing price of NOK 138.3, and a 25.2 percent premium to the past three 

months average share price. The Tandberg Board of Directors (BoD) unanimously 

recommended the proposal. The offer period started October 9th and would last until 

November 9th. The deal was expected to close during the first half of 2010 (Cisco, 2009). 

During the months before the offer, there had been speculations in the market about a 

potential acquisition of Tandberg. As Cisco announced their offer, more analysts immediately 

criticized the price for undervaluing the company. They argued that the price did not 

incorporate the value of future growth of Tandberg, as well as the synergies such a deal would 

bring forth. Other analysts argued that the offer was a fairly priced, considering that it was the 

Tandberg BoD that had recommended it. They found it hard to imaging another company 

putting more than USD 3bn in cash on the table. 

During the offer period, a group of 21 shareholders representing 24 percent of the Tandberg 

shares refused to accept the offer. Cisco needed a 90 percent acceptance from the Tandberg 

shareholders in order to proceed with a compulsory acquisition of the remaining shares. The 

shareholders were convinced the company could get better returns as an individual company. 

However, they were willing to consider an offer if the price was raised (DagensNæringsliv, 

2009c). 

At the end of October, there were speculations about Cisco strongly considering walking 

away from the offer. The deal had become a “chicken”-scenario. The first to give in would 

loose. If none of the parts did, however, the result would be an unsuccessful deal and an 

unpredictable depreciation of the Tandberg share price (DagensNæringsliv, 2009a). 

On November 16th Cisco gave in to the game. They raised the offer price to NOK 170.0 per 

share, valuing Tandberg to approximately NOK 19 mrd or USD 3.4bn. The company stated 
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that this would be their final offer. Cisco has completed about 140 acquisitions in the past, but 

never before raised an offering price (Bocconi, 2009).  

Following the new offer, Cisco had pre-acceptance by 40 percent of the Tandberg 

shareholders, including some of the largest shareholders Folketrygdfonden and 

OppenheimerFunds. However, there was still uncertainty about Cisco reaching the 90 percent 

acceptance level. Should Cisco walk away, the Tandberg share could fall sharply to NOK 

130-140 or less per share level predicted analysts (Strand, 2010). 

On Friday December 4th, Cisco announced they had 91.1 percent of the Tandberg shares 

(DagensNæringsliv, 2009b). The acquisition would be Cisco’s first billion-dollar deal outside 

the U.S. and the company’s third largest in this decade (Cisco, 2010). 

Incorporated in the offer conditions was a break-fee of MUSD 23 payable by Tandberg to 

Cisco in the event that the acquisitions would not be completed. In case the offer would not be 

approved by regulatory bodies, Cisco would have to pay Tandberg an amount of MUSD 15 

(Hopper, 2009). The acquisition was approved by the European Commission’s antitrust body 

and finalized in April 2010. 
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4  MARKET AND COMPANY DESCRIPTION 
 

This chapter starts by a brief description of the VC market, in order for the reader to get a 

picture of the industry. Further, Tandberg is introduced with a company history, product 

description, markets, organizational structure and performance, and strategy.  

For consistency throughout the thesis, some terms and technical specifications should be 

defined, as the different solutions in the videoconferencing market are often referred to by 

various definitions. First of all, the total industry is referred to as the videoconferencing (VC) 

market. Videoconferencing is defined as a two-way, interactive communications between two 

or more points by using networks to transmit audio or video data (WainhouseResearch, 2008).  

Figure 4.1 Product segmentation of the VC market 

 

Source: Personal contribution based on (WainhouseResearch, 2009a) 

Figure 4.1 illustrates how the VC market is split into three main product groups. The endpoint 

products are the visible physical components of the VC system. The multi-codec represents 

high-end solutions, often associated with telepresence (TP). Single-codec are low- and mid-

sized solutions, usually what is associated with traditional VC For the endpoint products to be 

complete, VC hardware is required, such as televisions, PCs or projectors, video cameras or 

webcams, microphones and loudspeakers (WainhouseResearch, 2009a).  

Videoconferencing is based on network technology. The network infrastructure products are 

the hardware that enables VC to take place over digital networks, typically over Internet 

Protocol (IP) or Integrated Services Digital Network (ISDN). The core of the technology used 

is digital compression of audio and video signals that can be sent to another location. The 

hardware or software that performs the compression is called a codec. The resulting digital 

stream is divided into labeled packets (done by the server), which then is transmitted through 

a digital network.  
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For different VC producers’ systems to be interoperable, the ITU and IETF1 have developed 

industry standards for codec and server that are recommended to producers. The codec 

standard H.264 for video and more different ones for audio ensures that picture and sounds 

can be sent from one VC system to another. The standard for signaling protocol called H.323 

or SIP can be thought of as the dialect of the signal. 

A Multipoint Control Unit (MCU) is a bridge that interconnects calls from several sources, 

making simultaneous VC among three or more remote points is made possible. MCUs can be 

a combination of both hardware and software, and it can be a stand-alone unit or integrated 

into dedicated VC units (Tandberg, 2010a; WainhouseResearch, 2008). Please see Appendix 

1 for a list of industry specific terms and technical definitions. 

As this thesis is written, the VC market has not yet established a foothold in the consumer 

market. Therefore, it is assumed that the thesis focuses on the business-to-business market, 

which makes out the majority of the customers in the VC market.  

4.1  The market for videoconferencing 

The market for videoconferencing is a part of a larger USD 34bn collaboration market that 

includes audio, video and web conference products and services (Cisco, 2010). Since the 

introduction of commercial VC in 1982, systems and networks technology have advanced and 

the range of applications has exploded, resulting in an increased level of connectivity. Over 

the recent years, the market for VC has experienced tremendous growth, and the demand for 

VC solutions has increased rapidly (Polycom, 2007).  

According to Wainhouse Research, the VC market is worth about USD 2bn. Figure 4.2 on the 

following page illustrates the global VC market in terms of revenues of endpoint units and 

network infrastructure products from 2001-2009. Information on revenues from services is 

limited. If the market is assumed to be worth USD 2bn, services will constitute for about 

MUSD 300 in revenues of the total market. The year-on-year revenue growth by the different 

products may be found in Appendix 2, Figure 4.A. 

 

 

                                                

1 International Telecommunication Union and The Internet Engineering Task Force 
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Figure 4.2 The global VC market revenues (2001-2009) 

 

Source: Personal contribution based on (Tandberg, 2010c) 

It is not easy to determine the exact number of installed VC endpoints, but analysts believe 

that there are about one million solutions installed globally today. Of the total endpoint 

systems globally, more than 81 percent are single-codec systems, 18 percent represents 

desktop systems, while only 0.75 percent represents multi-codec or TP systems 

(WainhouseResearch, 2009b). Please see Appendix 3, Figure 4.B for an illustration.  

 

The VC market is dominated by few large players and a number of smaller ones. Figure 4.3 

below shows the market shares of the competitors by endpoint revenues and units sold in 

2009. The figure illustrates the dominance of the two largest players in the market, Tandberg 

and Polycom, representing almost 80 percent of the VC endpoint revenues and almost 70 

percent in terms of units sold.  

 

Figure 4.3 Market shares of the industry competitors by endpoint units and units sold 

 

Source: Personal contribution based on (Tandberg, 2010c) 
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Despite the recent economic crisis and its impact on the global economy, the VC industry 

appears to have weathered the tough economic times reasonably well. The industry is 

positioned better than other sectors to prosper in the current environment focused on reducing 

costs and carbon-emissions. Sales and marketing activity around the multi-codec systems, 

which have a higher selling price, has helped maintaining the industry revenue stream 

(WainhouseResearch, 2009b). Please see Appendix 3, Figure 4.C for a comparison of growth 

in industries through the recent financial crisis.  

4.2  Tandberg 

Tandberg is a Norwegian world-leading provider of videoconferencing products and services. 

Tandberg’s products include a range of VC endpoints and network infrastructure products, 

providing solutions within telepresence, high-definition video systems, PC systems and 

mobile video products. The company has its headquarter in Oslo, Norway and New York, 

USA. The company has offices in 34 countries, about 1,500 employees, and it is supplying 

customers in more than 90 countries in a broad range of industries. Until the delisting on 

April 19th 2010, Tandberg was publicly listed on the Norwegian Stock Exchange under the 

ticker TAA (Cisco, 2009). 

4.2.1  History 

Tandberg Radio Factory was established in 1933 by the engineer Vebjørn Tandberg. The 

company was producing radios and speakers. Over the years, the company developed as a 

worldwide audio systems supplier, television provider and data storage company. Following 

liquidity problems in the late 1970’s, Tandberg was declared bankrupt in 1979. What was left 

of the company was split in three; Tandberg Data, Tandberg Television and Tandberg ASA 

(Tandberg, 2010a). In 1989, Tandberg developed its first small group VC solution in the 

European market. Figure 4.4 shows the main milestones of Tandberg.  
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Figure 4.4 Historical timeline of Tandberg 

 

Source: Personal contribution based on (Tandberg, 2010a).  

Tandberg has engaged in more partnerships through the years. One of Tandberg’s aims is to 

deliver products that have open standards, which are interoperable with other vendors’ 

products. As a result, the company has integrated their solutions with leading providers of IP 

technology. Tandberg has a partnership with Hewlett-Packard to jointly promote open 

standards through the industry to ensure interoperability between vendors and companies. 

Tandberg and Microsoft have a partnership that enables the integration of video in Microsoft 

communications tools. A similar partnership has been established with IBM to integrate with 

Lotus and Sametime. Further, Tandberg’s strategic alliance with Cisco enables integration 

with the Cisco VoIP solution (Tandberg, 2008). 

4.2.2  Videoconferencing solutions 

The Tandberg solutions consist of a range of products and services. This section will provide 

a structural overview over the VC solutions. The VC solutions will be in three categories; 

Endpoint products, Network infrastructure products and Value-Added Services (VAS). 

Endpoint products  

Table 4.1 is an overview of Tandberg’s endpoint product characteristics. Endpoints are 

divided in three categories; VC systems, TP and personal VC. These can be thought of as the 

before-mentioned single-codec, multi-codec and desktop solutions, respectively. 
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Table 4.1 Endpoint products 

 

Source: Personal contribution based on (Tandberg, 2010a). 

Network infrastructure products  

The network infrastructure products are the core technology for the VC units to be able to 

connect to systems other than Tandberg. Table 4.2 provides an overview of the products and 

their characteristics.  

Table 4.2 Network infrastructure products 

 

Source: Personal contribution based on (Tandberg, 2010a) 
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Value-Added Services  

Table 4.3 provides an overview of the services provided as a supplement to Tandberg’s 

endpoints and network infrastructure.  

Table 4.3 Value-Added Services 

 

Source: Personal contribution based on (Tandberg, 2010a) 

4.2.3  Markets 

Tandberg’s market of customers mainly consists of companies in the B2B segment. The 

company sells their solutions within sectors such as education, healthcare, government and 

public affairs, energy, finance and manufacturing. Below are examples of applications of the 

Tandberg solutions.  

Public sector Government organizations around the world apply Tandberg’s VC solutions for 

collaboration, both internally and externally. VC is used to communicate with police, fire and 

medical teams and for training of personnel, military functions and the public. CERN, the 

European Organization for Nuclear Research, located in Geneva, use VC to communicate 

with its over 500 associated institutes and universities. From 2006, 40 Tandberg VC rooms 

have been installed, ranging from compact solutions as the Set-top to desktop solutions to 

high-end solutions as the Profile. CERN have up to 200 conferences daily, which enables 

collaboration across their geographically dispersed operations.  

Healthcare Tandberg’s technology is used to connect doctors with patients, clinicians with 

hospitals and specialists with medical centers. Odense University Hospital in Denmark use 

VC as an efficient interpreting tool due to the large percentage of Arab, Turkish, Tamil and 

Chinese patients, which has created language problems.  

Energy VC is used in this industry in order to speed time to market, increase productivity and 

quickly troubleshoot production issues, from exploration and drilling, to processing, to 
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marketing and retail selling. For the Norwegian oil- and gas company Statoil, with 26.000 

employees spread across 33 countries, with both onshore and offshore operations, effective 

communication and collaboration is critical. VC is enabling people to work onshore instead of 

offshore, resulting in cost savings (Tandberg, 2010a). 

4.2.4  Organizational structure 

Tandberg has an organizational structure by three geographical regions; Americas, EMEA 

(Europe, Middle East and Africa) and APAC (Asia Pacific). The geographical regions are 

determined by the customer’s location. Further, Tandberg reports revenues by three product 

divisions; Endpoints, Network infrastructure and Value-Added Services (VAS). Tandberg 

Products comprises of the R&D division, and the Logistics and Operations management. This 

segment is located in Oslo and is responsible for product portfolio strategy, pricing, and 

efficient delivery to the company’s three geographical segments. Figure 4.5 illustrates 

Tandberg’s organizational structure (Tandberg, 2008). 

Figure 4.5 Organizational structure 

 

Source: Personal contribution based on (Tandberg, 2008) 

Tandberg does not own any production. The company outsources the functions of 

procurement, production, transportation and warehouse services (Tandberg, 2008). Product 

parts are purchased from producers across the world. For example, aluminum is purchased in 

Norway, silicon chips are produced in Asia from American distributors, and electronic 

components are purchased in China. All the components are manufactured by partners in 

Norway, Denmark, Poland and the U.S. Outsourcing these activities has been a strategic 

choice because Tandberg has chosen to focus on time to market, rather than reducing 

production costs (Winge, 2010). 
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4.2.5  Regional and divisional performance 

Figure 4.6 illustrates the proportion of revenues by the geographical regions and the product 

divisions in 2009.  

Figure 4.6 Proportion of total revenues by product division and geographical region 

 

Source: Personal contribution based on (Tandberg, 2010b) 

The Americas regions has historically constituted for the largest share of Tandberg’s 

revenues, however due to strong sales execution, channel partnering and selling total 

solutions, sales in the EMEA and APAC regions is increasing. The endpoint division is giving 

way by the proportion of Tandberg’s total revenues because network infrastructure has 

experienced high growth rates in the past years. Please see Appendix 3, Figure 4.D-4.H for 

the historical development of the divisions by the geographical regions. 

4.2.5  Mission, vision and strategy 

Tandberg’s mission is to change the way people communicate. The company has a vision of a 

world, in which all communication is completely natural, unencumbered by technology. 

Tandberg believes that you should be able to communicate over video with a co-worker, 

customer or supplier as if you were in the same room (Tandberg, 2010a). As a result of the 

past year’s challenging business environment, Tandberg aims at helping customers 

understand how VC can be a benefit to the company.  

Tandberg’s strategy is to build a dominant position in the field of visual communication. The 

result has been a strategy that has focused on acquiring technology that has fitted into the 

product portfolio as a means for growing the business. For example, Tandberg has chosen 

only to buy video companies, not audio, such as Polycom has done (Winge, 2010).  
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4.2.6  Share information 

Tandberg is a publicly traded company, and it was listed on Oslo Stock Exchange in 1987 by 

the ticker TAA. As of December 31th 2009, there were a number of 111,981,441 Tandberg 

shares outstanding (Tandberg, 2010a). The three largest shareholders were Folketrygdfondet 

(11.9%), JPMorgen Chase Bank, Oppenheimer Funds (7.8%) and State Street Bank and Trust 

Co. (5.1%) (Strand, 2010). Figure 4.7 illustrates the share price development from 2005 to 

2009.  

Figure 4.7 The Tandberg share price development (2005-2009) 

 

Source: Personal contribution based on (OsloBørs, 2010). 
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5  STRATEGIC ANALYSIS 
 

The purpose of this section is to analyze the external and internal environment, in which 

Tandberg is operating. The strategic analysis will be used together with the financial 

statement analysis in order to highlight what can affect the future profit potential of the 

company, as a foundation for the forecasting, and ultimately the valuation of Tandberg. Recall 

that the valuation will be used for the analysis of the problem statement. The chapter is 

divided in the PESTEL analysis, Porter’s Five Forces analysis, the Resource-Based View, and 

finally summarized by the SWOT analysis. 

5.1  PESTEL 

The PESTEL framework analyzes the macroeconomic environment in which Tandberg is 

operating, in order to identify the factors that are likely to affect the organization and its 

future profitability. PESTEL stands for Political, Economic, Social, Technological, 

Environmental and Legal. The analysis looks at the six PESTEL factors isolated, although 

some may be more crucial to Tandberg and some may be overlapping (Johnson, Scholes, & 

Whittington, 2008, p. 55).  

Political factors 

Increasing focus on the environment and global warming 

As a response to the world’s global warming issues, the European Commission (EC) has set 

forth a Climate Action program. The Commission believes that the information- and 

communications technology sector can be used in a smart way to help reducing energy 

consumption in many industries. The EC use VC as an example of how to cut energy 

consumption. It states that if the European companies can replace 20 percent of all business 

trips by using VC, it can save 22 million tons of CO

€ 

2 each year (EuropeanCommission, 

2009). Political pressure to reduce carbon emission affects not only the companies supplying 

VC, but also the users and potential users of the VC solutions. 
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Economic factors 

Globalization 

While it can be discussed whether globalization is positive or negative, the fact remains that 

organizations increasingly are dealing with customer, suppliers, partners and competitors 

across borders. It is reasonable to believe that increased globalization can increase the costs of 

dispersed operations and management, and that VC can be a replacement for travelling, which 

increasingly can be help smooth over the effects of globalization by improving the quality of 

personal communication and enhance decision-making.  

The macro economic recession, economic growth and GDP trends 

The recent global recession has influenced the pattern of organizations, and many companies 

have been pressured to cut costs in innovative ways in order to stay competitive. Many 

companies have cut capital expense budget, and the VC industry has been impacted by this 

effect, since VC is a large capital expenditure. VC is at the same time positioned as an 

operating cost saver, by which many companies have adopted VC as a way to stay connected. 

The two effects of the economic crisis (cut both travel and capital expenses) have had 

countervailing effects on the VC industry (WainhouseResearch, 2009a). The state of the 

global economy is an important factor influencing a company. Economic growth is therefore 

considered a key driver of the VC demand, affecting the spending on VC products. Global 

gross domestic product (GDP) is assumed to grow at an average of 2.8 percent per year over 

the period 2005-2030 (OECD, 2008).  

Increasing energy prices 

Since 2007, the cost of energy has increased, with oil prices reaching a historical high in 2008 

(Oilnergy, 2010). The cost of energy has been proportionally rising with VC units sold 

(Bradbury, 2008). Assuming that energy costs stay volatile, it is likely that the trend will 

remain, as the implications of the rising energy costs have forced companies to rethink their 

costs.  

Disruption to travel: man-made and natural disasters 

Business travel has lost what glamour it once had. Airports are becoming associated with long 

and tiring security lines, stress, delays and being dirty. Further, September 11th 2001 and a 

line of pandemic diseases has resulted in further disruption to flying (Davis & Kelly, 2008). 
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The recent ashes spread by the volcano eruption on Iceland, forced people to communicate in 

all other ways than physical meetings, forced to turning to other communicative tools, such as 

VC. Assuming that disruption to travel remains, it is believed that this will drive the demand 

for VC.  

Social factors  

A new generation of workers 

Young people that enter the workforce today have grown up in an “information age”, where 

Internet, e-mail etcetera is an integral part of their daily lives. The past years, more 

communication options have expanded to include social networks such as Facebook and 

Twitter, media sites as YouTube, interactive mobile devices and VC such as Skype. Video 

has become a part of younger peoples’ daily life, and it is natural to take use of video for 

business use. There is a change in culture of being “always available”, which implicitly is a 

need for virtual communications tools, such as VC (Davis & Kelly, 2008).  

Emergence of virtual businesses and Unified Communications 

More businesses are becoming virtual, giving way to a dispersed workforce working from 

home, remote offices, and shared office spaces. The virtual business trend will in the future 

increasingly need better communications tools replacing the traditional business face-to-face 

meeting. Along this line, many enterprise vendors, such as Avaya, Cisco, IBM, Nortel and 

Siemens, have been promoting the concept of Unified Communications (UC), which are 

collaboration tools including elements of presence, instant messaging, telephony, audio 

conferencing, data collaboration, unified messaging, mobility and video conferencing, which 

are accessible through a single interface. The UC vendors are partnering up with VC 

companies to integrate the technology into office productivity tools and enterprise workflow. 

The impact of UC is that it transforms video as a stand-alone unit to being a tool available in a 

unified client interface, especially for desktop video. The role of video in UC presents the VC 

market with future growth opportunities (Davis & Kelly, 2008). 

The “Big Boys” 

For the past decade, the VC industry has predominantly been technology promoted by smaller 

vendors. However, recently, larger companies, such as Cisco, Hewlett-Packard, IBM and 

Microsoft have out much effort into promoting the benefits of the technology in the media 
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spotlight. The result has been increasing press coverage and attention of visual 

communications technology, as well as increased end-user demand for VC 

(WainhouseResearch, 2009a).  The efforts of these renowned companies have, and will likely 

in the future, also benefit other vendors in the communications field. 

Technological factors  

The age of the Internet and IP network improvement 

The use of the Internet has changed the business world fundamentally. The Internet itself is a 

key driver for the VC industry, by which it would not be possible without network 

connectivity. The worldwide network is moving into a phase with support for real-time voice 

and video communication and collaboration. IP networks today have advanced from 10 Mbps 

technology to 100 Mbps in the enterprise LAN, which is the speed capacity of the network. 

The network upgrade has been driven by the critical need for connectivity in the workplace, 

as well as by enterprise migration to VoIP and the integration of communications 

infrastructure. With the development of IP network, it is made possible to have VC without 

delay, which is believed to drive the demand for VC (Davis & Kelly, 2008).  

Continuous technological innovation 

Continuous VC technology improvement provides improved VC quality, which in turn drives 

the use of VC. New products are introduced with advanced features and superior audio-video 

quality. For example, the development of HD quality for VC systems has been improved 

thorough the years to give the ideal picture on the VC screen. In order for customers to want 

to use VC, it is crucial that the quality is superior to alternatives such as Skype. The possible 

barrier that some people might build towards using VC will not be broken down unless 

technological quality is working smoothly.  

Mobility of VC 

Whereas mobile devices and networks long have been considered as moveable units, VC has 

been associated with fixed units for a physical meeting room with wired connection. 

However, the rise of wireless 3G networks and mobile handsets are now supporting also 

video. It is predicted that VC over mobile devices will be made possible in a five-year time 

horizon. UC and video will be add-ons, so that customers in all markets, not only in the B2B 

market, can use their cell phones to join a video or audio meeting (Davis & Kelly, 2008). The 
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introduction of VC in the consumer market is believed to increase the competition in the VC 

market, as there are more vendors operating in the market for telecommunications.  

Environmental factors 

Global warming 

Global warming is one of the biggest challenges facing the world today. Many organizations 

are beginning to investigate their “carbon footprint” and looking to how they can contribute to 

the societal concerns and meet the expectations of being environmentally responsible. VC is 

an alternative for organizations to be environmentally responsible (Davis & Kelly, 2008). It is 

believed that companies choose VC for cost cutting reasons rather than solely for 

environmental reasons. Being “green” is a supplemental benefit of using VC that is often used 

to promote the company as environmental-friendly.  

Legal factors 

European and American antitrust laws 

M&A activity is characteristic for the players in the VC market to expand their business and 

technologies. For the relatively concentrated VC industry, antitrust laws to prevent monopoly 

behavior may be restrictive on companies in the future (EuropeanCommission, 2010). Since 

M&A in the VC industry are object to regulatory scrutiny, the destiny of organizations that 

wants to cooperate in the future depend on legal factors such as the regulatory bodies in the 

EU and the U.S. As antitrust laws have become stricter by the years, companies are likely to 

be more careful when considering M&A activity in the future (Winge, 2010). 

5.1.1  Summary 

By the PESTEL analysis, it is found that the demand in the VC market is driven by three main 

PESTEL factors; economic, social and technological. The past year’s need for cost cutting as 

a result of the recession and higher costs of energy in combination with the global dispersion 

of organization’s operations and improved VC and network quality, indicates that the 

increased demand for VC industry is a result of this combination of events. The analysis 

suggests that global warming issues are in focus, however not the greater determinant of the 

direction of the industry.  
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5.2  Porter’s Five Forces model 

Porter’s five forces analysis is used to understand the competitive situation in the VC industry 

and help assess Tandberg’s ability to generate profit in the future. The framework is 

essentially a tool used for structural analysis of industries. It aims at assessing the profit 

potential of an industry by analyzing the five forces that determine the state of competition in 

an industry, and consequently the attractiveness of the industry. It is the collective strength of 

these forces that determine the ultimate profit potential in the industry (Porter, 1980, 3-6). 

Please see Appendix 4, Figure 5.A for an illustration of Porter’s framework. 

Rivalry among existing firms 

The first step in Porter’s analysis is to map the competitive structure of the industry. 

Therefore, it starts by looking at which competitors that dominate the VC market by market 

shares. Market share among the players vary depending on the parameters used. As figure 4.5 

in the market description chapter shows, the VC market is dominated by two large players 

Tandberg and Polycom. They hold about 80 percent and 70 percent, measured by endpoint 

revenues and units sold, respectively. The third largest player represents the Chinese 

companies Huawei, H3C, Kedacom and ZTE. Others represents noteworthy players in VC 

Cisco, Hewlett-Packard, Logitech-LifeSize, Microsoft, Radvision and Teliris 

(WainhouseResearch, 2009a).  

Figure 5.1 below illustrates the development in the market shares by revenues of the dominant 

players, Tandberg and Polycom. Tandberg surpassed Polycom’s market share in 2007, and it 

has increased its proportion each year (Tandberg, 2010b).  

Figure 5.1 Market shares of Tandberg and Polycom (2005-2009) 

 

Source: Personal contribution based on (Tandberg, 2010b) 
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As two players holding ¾ of the market dominate the VC market, it can be said to be 

concentrated. The competitive environment is a strategic playing field, where one company’s 

strategic move will lead to a reaction by another company. Rivalry occurs because one or 

more competitors either feels pressured or sees the opportunity to improve position (Porter, 

1980, p. 17). The analysis suggests that there are two factors that determine the competitive 

structure of the VC industry, thus the rivalry. 

M&A activity 

M&A, partnerships and strategic alliances are strategic tools in the VC technology industry. 

The Cisco-Tandberg deal is used as an example of how an acquisition can shake up the rivalry 

in the VC industry. The existing relationships are HP’s partnership with Tandberg, IBM’s a 

partnership with Tandberg, and Microsoft’s relationship to Cisco, Tandberg and Polycom. In 

addition, there are numerous channel partners of the competing companies. It is still not clear 

how the Cisco-Tandberg merger will alter the VC market, but it is likely that it will affect the 

relationships of both Tandberg and Cisco competitors. One example is that Logitech acquired 

LifeSize in November 2009, which was just after the Cisco-Tandberg announcement. It 

exemplifies that the VC industry M&A activity is a affecting the rivalry between competitors 

in the VC industry. 

Choice of product portfolio strategy 

The strategic choices of product portfolio may affect the rivalry among competitors. The 

players in the VC market are scattered in the field of technology and specialized in different 

areas or niches. The competitors use different combination of products to grow in the VC 

market. For example, HP and Tandberg offer, despite their partnership, very similar solutions 

within VC. While Tandberg is focused on developing and selling only video, HP is not 

associated directly with VC. HP is foremost an IT provider offering products, outsourcing and 

managed services. Yet, HP was the first to take telepresence to the commercial market in 

2005. The example illustrates how companies can use their strategic focus to position in the 

market.  

The threat of new entrants 

The threat of entry to an industry depends on the barriers to enter the market, coupled with the 

reaction from existing competitors (Porter, 1980, p. 7). Although the barriers to entry may be 

many, the main barriers have been identified. 
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Sticky end users: Interoperability 

The concerns of end users are the interoperability between companies’ products. Therefore, 

end users tend to stick to one supplier making switching costs of customers high. New 

entrants must offer a major improvement in cost or performance in order for the buyer to 

switch to an incumbent (Porter, 1980, p. 10). The industry product standards mentioned in the 

beginning of chapter four are easing the interoperability issue by end users, however 

producers are not obliged to the standard. 

Loyal end users: Brand and reputation 

Until some years ago, there were a number of smaller vendors in the market. From 2005, 

more giant companies entered the market for VC and telepresence. Companies such as Cisco, 

IBM, Hewlett-Packard and Microsoft are brands with trusted IT-professional reputation. 

Customers tend to be loyal and have trust in renowned brand names, hence there is a barrier 

for incumbents with less known brands to enter the market and get customers.  

High costs for resellers to add a new product line 

Resellers are facing high costs by adding a new product line, such as training, demo products, 

sales and marketing efforts. Channel partnering is key in the VC industry. Existing 

competitors have tied channels based on relationships, and expanding or maintaining the 

channel network is crucial. This analysis suggests that the constraint on access to distribution 

channels due to cost the reseller face, give rise access to a barrier to entry. 

The threat of substitutes 

Travelling: Physical face-to-face meetings 

Although VC enables participants to meet virtually, it can never completely replace the value 

of a face-to-face meeting. Human reluctance, technical difficulties, bad quality and other 

factors may explain why most companies still prefer face-to-face meetings to video meetings. 

Web-based solutions: Skype, Instant Messaging, web conferencing 

Sophisticated solutions such as larger VC systems are still reserved for large corporations due 

to high expenses related to installing and maintenance. Costless or even free substitutes, such 

as Skype, Microsoft Messenger and e-mail video chat are used widely used today, also in the 

corporate world. Skype claims nearly 500 million users and states that 34 percent of calls are 
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video calls (WainhouseResearch, 2009a). AOL, Yahoo and Gmail support video chat to the e-

mail. What differentiate these solutions from VC is quality and security.  

The bargaining power of buyers and suppliers  

The conditions making suppliers powerful tend to mirror those of making buyers powerful 

(Porter, 1980, p. 27). The following has been identified to affect the bargaining power of 

buyers and suppliers. 

The VC industry is more concentrated than the customers it sells to. Considering that selling 

prices for VC units are relatively high, it appears as though the suppliers have the power to 

influence prices. It is believed that the customers’ choice between suppliers rely on the 

availability to test the products. Therefore, it must be up to the individual supplier to exercise 

its power by pushing products to the market. Often, it is not the institution that comes to the 

suppliers, but the opposite. In this respect, advertising and promotion is crucial in order for 

the suppliers to exercise their power.  

The supplier power is strengthened by the before-mentioned switching costs faced by the 

buyers. The switching costs cut off the buyers’ options to play one supplier against another.  

Suppliers’ products are not considered as crucial inputs to the customers’ course of business. 

The benefits of VC depend on the size of the customer and to what extent the buyer take use 

of installed VC. However, it is believed that it is in the hands of the suppliers to make VC 

important to the buyers. Different industrial institutions may possess more bargaining power 

depending on their importance to the supplier. For example, large corporations that are 

considering implementing high-end solutions can make a significant proportion of the 

suppliers’ revenues, due to the selling price of these products.  

5.2.1  Summary 

The analysis by Porter’s framework suggests that the VC market is concentrated and with a 

high level of rivalry, characterized by much M&A activity between vendors in the market. 

Loyal and sticky customers, strong brands, and limited channel network expansion, make it 

difficult for incumbents to enter the market. VC is threatened by substitute products, however, 

the quality of these products is significantly lesser. The bargaining power of the suppliers 

high, but it is dependent on how well they execute sales and advertising towards the 

customers.  
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5.3  The Resource Based View 

The players in the VC market all compete in the same environment, yet some are superior 

performers. The purpose of this section is to identify and analyze the strategic capabilities of 

Tandberg’s internal processes and activities by deploying the Resource-Based View (RBV).  

The RBV framework suggests that the superior performance and competitive advantage of an 

organization is explained by the distinctiveness of its capabilities, which is a result of its 

unique resources and core competences. A sustainable competitive advantage depends on how 

and to what extent the capabilities are (i) valuable to the buyers, (ii) rare, (iii) inimitable and 

(iv) non-substitutable (Johnson, et al., 2008, p. 94-106). Tandberg’s strategic capabilities are 

identified below, and analyzed whether they fulfill the requirements of sustainable 

competitive advantage. 

Competitive video endpoints and excellent infrastructure products 

In the VC market, Tandberg is the one player that has the broadest range of endpoint products 

from low-end to high-end, powered by its first-class infrastructure products. The company has 

investment in R&D by more than 30 percent each year since 2005. Of Tandberg’s 1,600 

employees, about one third are employed in the R&D department (Tandberg, 2010b). 

Tandberg’s innovations are patented, and the development processes and resulting intellectual 

capital the company possesses is not easy to imitate. In the recent years, Tandberg has 

focused on developing network infrastructure products that enhance interoperability with 

other vendors’ products, so that the users can communicate with other systems. The analysis 

suggests that Tandberg’s product portfolio is a unique resource. Tandberg focuses on the 

customers’ ability to get return on investment. ROI can easily be calculated compared to 

reducing travelling costs. Hence, the customer quickly realizes the value of the products. 

Tandberg’s VC is not non-substitutable to for example Skype (see Porter’s five forces). 

Focus on selling “solutions”, instead of point products 

A part of Tandberg’s strategy has been to sell total solutions to the customer, rather than point 

products. The result from selling total solutions has led to strong endpoint and network 

infrastructure sales (Tandberg, 2008). The revenues by each endpoint sold have increased, as 

network infrastructure products and services has been an integral part of the solution to the 

customer. The “downside” effect may be that Tandberg historically has had lower market 

shares in terms of units sold to its market shares of revenues compared to its competitors. It is 
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believed that selling total solutions are of great value to the buyers, because they can buy a 

tailored solution, rather than having to choose endpoint and network infrastructure products 

separately. The capability of selling total solutions is non-substitutable, because it relies on a 

core competence that has been developed by Tandberg.  

Professional and well-trained sales force  

A key driver for the company’s competitive advantage is the continuous investment in 

learning and development. Approximately 80 percent of all Tandberg employees have 

personal learning agendas with clear development and career objectives (Tandberg, 2008). 

Tandberg uses the “push” method to reach the customers, and the quality of sales execution is 

crucial to convince the customers. Tandberg has built a core competence in its sales force that 

is prepared to meet the demand of the customer before the customer has realized his need for 

VC (push method). It is suggested that this is an implicit value to the customer that he does 

not have to seek the vendor to try the products. Building and maintaining such a competence 

is rare, difficult to imitate and non-substitutable. Having a sales force that follows the push 

method also creates brand awareness, which leads to Tandberg’s final strategic capability.  

A strong brand name 

Tandberg has a strong intangible resource in the brand name, which rarely can be attributed to 

one single strategic capability. Causal ambiguity makes it difficult for competitors to imitate 

and that also makes the Tandberg brand name rare. Other players in the market, such as 

Polycom, also have a strong brand name, however it is likely that the customers associate the 

brand names with different values. The strategic capability in the brand name is a result of 

complex combination of more strategic actions. First, the brand name has been built up 

through historical strategic actions and is a result of being embedded within the company 

culture. This can be proven by the company’s dynamic ability to keep up with the 

technological development and stay innovative. It may be a result of being able to link 

activities and processes together that deliver customer value. Secondly, the company has 

continuously focused on building a channel network of partners in the geographical regions, 

in order to reach out to the customers. Finally, continuous investment in its sales force creates 

brand awareness.  
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5.3.1  Summary 

Based on the RBV analysis, Tandberg has a set of strategic capabilities that contributes the 

company sustaining a competitive advantage in the VC market. Their unique resources and 

core competences are the company’s endpoint and network infrastructure products, the total 

solutions selling, their sales force and the Tandberg brand name. These resources are valuable 

to the buyers, rare, inimitable and non-substitutable.  

5.4  SWOT analysis 

The SWOT framework (table 5.1) is a summary of the strategic analysis, including the macro- 

and micro level environment and the internal analysis of the company. The aim of the analysis 

is to identify the extent to which Tandberg’s strengths and weaknesses are relevant to, and 

capable of, dealing with the threats and opportunities in the business environment (Johnson, et 

al., 2008, p. 119).  
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Table 5.1 SWOT analysis 

Strengths  Weaknesses  

 

 

I 
N 
T 
E 
R 
N 
A 
L 

Tandberg is the largest market player with a 
strong brand name 

Established  player  in  the  VC  industry  and 
strong in the telepresence segment 

Strong history of technological development 
and innovation 

Extensive product portfolio with competitive 
video endpoints and infrastructure products 

Supports  ITU  standards,  which  makes  their 
products interoperable 

Focus  on  selling  “solutions”,  rather  than 
point products 

Strong sales force 

Higher  ASP  than  the  industry  average  may 
deter sales in the long run 

Outsourcing  leaves  Tandberg  with  little 
control of production activities 

 

Opportunities  Threats  

 

 

E 
X 
T 
E 
R 
N 
A 
L 

Can capitalize on the disruption to travel as 
a  result  of  higher  energy  prices  and  cost 
cutting,  natural  and  terror  disasters,  and 
changing social attitude towards travelling 

The signs of a global economic recovery may 
increase  the  spending  of  organizations  into 
VC 

There  is  room  for  expansion  in  the  VC 
market,  both  in  terms  of  geography  and 
consumers 

Tandberg can strengthen its market position 
and  product  portfolio  through  partnerships 
and alliances 

Tandberg  can  capitalize  on  the  increased 
focus  on  reducing  CO

€ 

2  ‐  emissions  due  to 
climate change issues 

Rapid  technological  advancement may  lead 
to  difficulties  in  adjusting  the  organization 
for growth 

Fierce  rivalry  and  high M&A  activity  in  the 
industry  may  change  the  competitive 
environment  and  alter  Tandberg’s  market 
position 

Rapid  technological  advancement  make  it 
difficult stay competitive relative Tandberg’s 
competitors 

Substitute  products,  such  as  Skype,  might 
prove to be more attractive in the future 

 

Source: Personal contribution 

The strategic analysis of Tandberg is completed, and the next step is to perform the financial 

statement analysis. Recall that the purpose of this chapter was to build the forecast and 

ultimately make the valuations of Tandberg, which is used in the final analysis. Before the 

financial statement analysis the thesis briefly goes back to the Cisco-Tandberg acquisition.  
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5.5  Back to the Cisco‐Tandberg deal 

In the light of the strategic analysis, there may be more reasons why Cisco wanted to acquire 

Tandberg, and conversely why Tandberg wanted to be a part of Cisco. In the following part of 

the chapter, the most important aspects are highlighted. 

During the first half of 2009 there were many speculations on what Cisco would do next. 

Entering the recession with more than USD 30bn in cash and another USD 4bn by selling of 

debt in February 2009, it seemed only a question of who and how many companies Cisco 

would take on. Before Cisco got in contact with Tandberg, the company had looked at all the 

potential acquisition targets in the VC market that could fit the company. When Cisco first 

contacted Tandberg in the beginning of 2009, it was clear to Cisco that Tandberg was the only 

target company (Winge, 2010). Three main reasons for Cisco’s strategic desire to acquire 

Tandberg are identified. 

First and foremost, there was a strategic product fit between the companies, and Tandberg 

would complement Cisco’s initiatives in the VC market. Cisco’s solutions are predominantly 

in the high-end of the market, such as for larger conference rooms. Despite being a leader in 

telepresence globally, this segment of the video communications market only holds one 

percent of the units sold, against Tandberg’s about 40 percent market share. By adding 

Tandberg to its portfolio, Cisco aimed to move into the mid- and low-end of the VC market, 

such as for desktops and PCs, which is not embraced Cisco’s TelePresence solution.  

Secondly, Tandberg has in the recent time developed their products to be a part of the 

emergence of Unified Communications (UC), which is the integration of videoconferencing 

in virtual work tools, such as e-mail. Tandberg would strengthen Cisco’s UC solutions, which 

are a very important for Cisco’s business.  

Finally, the merger would enhance Cisco’s operations in network infrastructure. Doing 

traditional videoconferencing and communications has an effect on the network traffic, as 

these solutions are broadband intensive. Increasing network activity means increased demand 

for network infrastructure solutions, which are part of Cisco’s core operations (Cisco, 2009; 

Strand, 2010; Winge, 2010). 

It was Cisco’s intention that Tandberg would become part of Cisco’s newly formed 

TelePresence Technology Group. Tandberg’s Norway operations would be positioned as a 
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European center of video excellence. With the acquisition and integration of Tandberg, Cisco 

expected to have a complete end-to-end video collaboration solution (Cisco, 2009).  

In a global perspective, Tandberg is a small company relative to Cisco. Cisco has a market 

capitalization of about USD 130bn compared to Tandberg’s almost USD 3bn. The company is 

world leading in its field of producing and selling technology and service solutions for 

networking and communication. Cisco is listed on NASDAQ, and it has a great market 

presence, with activities in more than 165 countries with over 63.000 employees (Cisco, 

2010). There are more strategic reasons for why Tandberg would merge with Cisco. 

Firstly, Cisco’s enormous market presence would give the company a much larger channel 

network. Secondly, Cisco has a greater sales force globally. Finally, the value of the Cisco 

brand name is great. These potential benefits to Tandberg represents revenue synergies that 

would drive its top line. There might also be cost synergies to utilize, such as in support 

activities and reduced costs of goods sold, as Cisco has supplier power to push prices on 

suppliers downstream (Winge, 2010). Nevertheless, it was the revenue synergies that were in 

focus when the two companies announced the acquisition in October.  

This final part of the chapter has identified that the strategic rationales of both companies are 

a result of both companies wanting to leverage on each other’s strategic capabilities in order 

to grow and capture revenue synergies. The thesis comes back to the strategic rationales and 

assumptions in the final analysis in chapter 9.  
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6  FINANCIAL STATEMENT ANALYSIS 
 

The historical financial statement analysis shall, among others, convey the company’s ability 

to create value for the shareholders (Petersen & Plenborg, 2007, p. 97).  Although the future is 

unpredictable, careful analysis can yield insight into how a company may develop (Koller, et 

al., 2005, p. 233). Analyzing the historical performance of Tandberg is therefore the purpose 

of this chapter. Recall that, together with the strategic analysis, the financial statement 

analysis will build the foundation for the forecast, and ultimately the valuation, which will be 

used to analyze the problem statement.  

Financial statements are not designed for valuation purposes. To properly evaluate the 

performance of Tandberg, it is therefore necessary to rearrange the accounting statements, dig 

for new information in the footnotes, and where information is missing, make informed 

assumptions (Koller, et al., 2005, p. 161). The chapter includes the following parts: 

 A critical analysis of the financial statements and the corresponding notes, to see 

whether there have been any noteworthy changes in accounting practices or analytical 

adjustments. This is done in order to eliminate “noise” in the financial statement, thus 

improve the quality of earnings and give a right picture of Tandberg’s core operations. 

The adjusted financial will be used as a basis for the financial statement analysis. 

 An analytical income statement will be made in order to derive NOPLAT. The balance 

sheet will be rearranged to find invested capital of Tandberg’s core operations.  

 ROIC is calculated and decomposed in order to find the underlying financial value 

drivers of Tandberg. This is done in order to clarify the company’s ability to generate 

profit on the invested capital.  

6.1  Accounting policies 

Note 1 in Tandberg’s annual report is presenting the company’s significant accounting 

policies. Tandberg prepares its annual reports in accordance with IFRS. The reports are 

nominated in currency USD and prepared on a historical cost base. The basis for preparation 

in accordance with IFRS requires estimates and assumptions that affect the reported amounts 

of assets and liabilities, income and expenses. The estimates are based on historical 

experience and various other factors that are believed to be reasonable under the 

circumstances. Therefore, actual results may deviate from these estimates (Tandberg, 2008, 
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note 1). Tandberg lists a number of critical accounting policies and estimates, which are of 

uncertainty and can have significant impact on the financial statement as well as significant 

risk of material adjustments to the amounted items. 

Income taxes Tax losses carried forward can be utilized to offset future income tax payables, 

but the decision to do so requires management to make judgments and assumptions about the 

future of the company, for example whether the company is likely or not to benefit from the 

tax losses. Risk of revision of the estimates arises from change in economic condition or 

technological feasibility.  

Asset impairment The company’s assets are subject to continual revision of the value of the 

asset, relying on assumptions. Fixed assets are reviewed whenever changes indicate that the 

amounts may not be recoverable. An estimate can for instance relate to determining what cash 

flow is directly linked to the impaired asset. Goodwill and intangibles are tested for 

impairment annually and by probability of asset impairment by changes in the environment. 

These assets impairments require that the assets are valued using DCF method.  

Other loss contingencies Estimating probable losses is subject to analysis of more forecast 

often depending judgment about a third party’s potential actions.  

Trade debtors The company may experience delay in payments from customers. Losses 

should be recognized when there is less than 50 percent chance that the receivable will not be 

collected. Sometimes identified collectable receivables cannot be retrieved, and the judgment 

concerning these losses may be misleading. 

Share incentive program The estimated volatility of the calculation of the value of the share-

based payments is based on historical share price movements. The costs of the program are 

very sensitive to alterations in the estimated volatility, and small changes have relatively large 

effects on the salary. 

Amortization of intangible assets The economic life of intangible assets is based on the 

management’s estimates of the use of technology and know-how as well as historical 

experience. The technological future development can affect the estimated time.  

Deferred tax assets related to tax losses carried forward The amount of deferred tax assets 

are based on the assumption about the future profitability of the company and the probability 

that they will be able to utilize tax losses.  
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Legal claims Tandberg accounts for any legal matters in their annual accounts, which are 

based on the management’s judgments at the time provided by information available.  

The estimates and assumptions are reviewed by the management on an ongoing basis. 

Although the estimates are based on the managements’ best knowledge of current events and 

actions, they assume that actual results may deviate from the estimates. For the valuation 

years 2005-2009, the accounting policies in general have remained the same. The only 

explicit change that has been made is the straight-line amortization useful life of intangible 

assets (goodwill not amortized) were changed from 12-17 years in 2005-2006 to 10-17 years 

in 2007 onwards. It is also noted that the annual reports have become more comprehensive in 

terms of information content, and alterations and additions to the IFRS standard.  

It is difficult to determine whether the use of estimates in Tandberg’s annual reports and the 

change in policies are correct or not. However, the Auditor’s report, states that the company’s 

financial statements are prepared in accordance with laws and regulations, and that it gives a 

true picture of the company’s financial position, results of operations, cash flow and change in 

equity, as well as confirming that the company is ongoing concern. To my best knowledge, 

the reports should reflect the values of Tandberg; therefore no changes are made to the 

accounting policies of the annual reports. 

6.2  Accounting adjustments and corrections 

The following items in the financial statements of Tandberg have been evaluated in order to 

eliminate accounting distortions and to ensure consistency between the years 2005-2009. 

Defined pension plan termination  

With effect from January 1st 2006, all employees of Tandberg were transferred to defined 

contribution plans, which mean the company terminated its current defined benefit pension 

plan. The defined pension plan covered primarily the Norwegian employees and it required 

contributions to be made to administered funds. The termination of the defined benefit 

pension plan resulted in a gain of 3.0 MUSD, which was recorded as wages and social costs 

in 2005. This kind of gain is not expected to be repeated in the future, and could be 

reclassified as an extraordinary item. However, extraordinary items are usually characterized 

by activities being outside the company’s control (Petersen & Plenborg, 2007, p. 298). 

Therefore, the resulting gain from the termination of the defined pension plan in 2005 is not 

corrected for. Further, defined contribution plans are not relevant from a valuation 
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perspective, and there is therefore no reason to correct for this activity (by which a defined 

benefit plan would affect both operating profit and invested capital) (Koller, et al., 2005, p. 

349). Finally, since the alteration of the pension system from 2005 to 2006 makes out an 

insignificant change in the financials, no adjustment for year 2005 are made.  

Employee stock option benefits  

In 2006, Tandberg decided to terminate the existing share option program, and instead a 

share-based incentive program was implemented. The outstanding share options for 2005 

were cancelled for the year 2006. Since options give the employees the right, but not the 

obligation to exercise the right to the shares in a future time, options can have great value. For 

valuation purpose, options that are not expensed should be valued separately (Koller, et al., 

2005, p. 353). For Tandberg, the options were expensed for 3.1 MUSD in 2005. In the same 

manner as with pension, the termination of the stock option program are not considered as an 

extraordinary event, thus no adjustment for the change in practice are made. Further, since the 

alteration of the benefit system from 2005 to 2006 makes out an insignificant change in the 

financials, no adjustment for year 2005 are made.  

Capitalization of operating leases  

Tandberg has leasing agreements on offices and warehouse locations. The leased assets are 

recorded as rental expenses in the income statement, and not shown in the balance sheet as an 

asset with corresponding liability, as it would if the company had purchased the asset. This 

can lead to an artificially low operating profit because the rental expenses include the implicit 

interest expense, and artificially high capital productivity because the assets do not appear on 

the balance sheet. In theory, operating leases could be regarded as an integral part of a 

company’s operations and should be adjusted as if they were capitalized and converted into 

assets and the corresponding debt ( Koller, et al., 2005, p. 200).  

There will be made no adjustment for the operating leases of Tandberg for the reason that it is 

assumed that leasing of offices and warehouse locations are not a part of Tandberg’s core 

operations. The majority of Tandberg’s total assets consist of intangible assets and cash. It is 

believed that it would give a misleading ROIC if the leased assets were conceived as if the 

company owned them.  
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6.3  Calculation of NOPLAT 

NOPLAT represents the net operating profit less adjusted taxes that is generated by the 

company’s invested capital, and is available to all financial investors (Koller, et al., 2005, p. 

164). The adjusted taxes relate only to Tandberg’s core operations and not to those related to 

non-operating assets or expenses. The operating taxes are found by taking the total tax 

expenses reported in the income statement adjusted for the taxes on interest income and tax 

shields on interest expenses. Net financial items are excluded from NOPLAT because it is 

considered a finance item, which makes NOPLAT independent of the company’s capital 

structure (Koller, et al., 2005, p. 165).  

When adjusting reported taxes, it is recommended to use marginal taxes, which are those 

taxes the company would pay if the financing or non-operating item were eliminated. If 

foreign taxes are based on revenues raised abroad, they are marginal, which is the case of 

Tandberg. Tandberg has limited information in the annual statements regarding the specific 

tax rates on its foreign operations. As an alternative, the effective tax rate may be used 

(Petersen & Plenborg, 2007, p. 134). If we assume that the effective tax rate is a weighted 

average of the company’s different tax rates, one can argue for the use of the effective tax rate 

(Petersen & Plenborg, 2007, p. 248). For consistency and simplicity, the effective tax rate is 

applied when calculating the operating taxes.  

For analytical and valuation purposes, taxes are adjusted to cash basis. Operating cash taxes 

are found by subtracting the increase in deferred taxes each year from operating taxes on 

EBIT, because a decrease (increase) in deferred taxes will understate (overstate) the actual 

cash taxes (Koller, et al., 2005, p. 179). Table 6.1 and 6.2 shows the calculations of cash taxes 

and NOPLAT, respectively. 

Table 6.1 Tax estimation 

Tax estimation 
MUSD  2005  2006  2007  2008  2009 
Reported taxes  20,7  25,1  39,6  63,7  49,9 
 ‐ Taxes on interest income  ‐4,4  ‐8,3  ‐5,1  ‐15,3   ‐ 
 + Tax shield on financial expenses  3,2  7,0  6,2  8,4  6,3 
Operating taxes  19,5  23,8  40,7  56,8  56,2 
Decrease (Increase) in deferred taxes  4,2  6,0  ‐3,4  ‐2,3  1,2 
Operating cash taxes on EBIT  23,7  29,8  37,3  54,5  57,4 

Source: Personal contribution 
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Table 6.2 NOPLAT calculation 

NOPLAT 
MUSD  2005  2006  2007  2008  2009 
EBIT  85,4  81,9  146,1  176,7  193,8 
 ‐ Operating cash taxes on EBIT  ‐23,7  ‐29,8  ‐37,3  ‐54,4  ‐57,4 
NOPLAT  61,7  52,1  108,8  122,2  136,4 

Source: Personal contribution 

6.4  Calculation of invested capital 

Invested capital represents the total investment the company has made into operations, and 

how these investments have been financed (Petersen & Plenborg, 2007, p. 125). It usually 

gives the best picture if it is measured as an average of the beginning and the end period. 

Invested capital can be calculated in two ways; from the asset side, by the net of operating 

assets and operating liabilities, and from the liabilities side, by adding net interest-bearing 

debt (NIBD) to equity.  

To find invested capital, the operating items needs to be separated from the non-operating 

assets in the balance sheet, by which the following justify the categorization of the items into 

operating and financing items. 

Operating Assets (OA) 

Current assets 

- Inventories The item consist of raw materials, work-in-progress, finished goods and 

provision from obsolescence, which are all related to operations. 

- Accounts receivables The item consists of non-interest bearing with normal credit 

terms net 30 days.  

- Other current assets A small amount of this item are rent-free loans to two executives, 

thus belongs to the operating assets side. There is no information about the rest of the 

post and this is not a significant amount, therefore it is assumed belonging to operating 

assets. 

- Operating cash Most companies do not disclose how much cash they spend on 

operating activities. The non-financial companies of S&P500 with the smallest cash 

balances used just below two percent of revenues as operating cash (Koller, et al., 

2005, p. 173). Since no information on this is available, it is assumed that operating 

cash is two percent. Any cash above this will be considered as excess cash.  



Analysis of the Cisco-Tandberg acquisition  Copenhagen Business School, 2010 
 

 44 

Non-current assets 

- Property, plant and equipment This item is included in operations of the company. 

- Intangible assets This item consists of development costs, patents and licenses, 

product portfolio, domain name and goodwill. 

- Other non-current assets This item only occurs in 2009, and assumed operating. 

Operating Liabilities (OL) 

Current liabilities 

- Accounts payables This item is related to suppliers, and is an operating item. 

- Tax deductions and duties payable There is no note containing information about the 

post in the balance sheet. Since it is under the category of Current Liabilities, it is 

assumed that this post is non-interest bearing, thus belonging to the operating 

liabilities.  

- Taxes payable Income taxes payable are due within one year, thus it is assumed that 

these are interest free and part of operating activities.  

- Other current liabilities The item includes provisions, deferred revenues and accruals. 

Provisions are non-cash expenses that reflect future costs or expected losses. 

Companies take provisions by reducing current income and setting up a corresponding 

liability (Koller, et al., 2005, p. 205). The provisions here are warranties that are 

related to ongoing operations and should be treated as non-interest bearing liabilities. 

Deferred revenues and accruals can be thought of as revenues earned but not yet 

received as of the end of a reporting period. Typically for Tandberg, they will record 

deferred revenues as a provision for future services on their solutions installed for 

customers. It is believed that this belongs to the ordinary course of the business, thus 

is part of operating liabilities. For the year 2008, the company has short-term debt of 

MUSD 20 as a result of the Codian acquisition in 2007, which is subtracted in 2008. 

Non-current liabilities 

- Other non-current liabilities The note to the item states that this is deferred lease 

obligations, and since the item is insignificantly small, it is assumed belonging to the 

operations of the company. 
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Net Interest Bearing Debt (NIBD) 

- Other current liabilities The company has short-term interest-bearing debt of 20 

MUDS in 2008 because of the Codian acquisition in 2008.  

- Other non-current liabilities The company has long-term interest-bearing debt of 

MUSD 20 in 2007 from the Codian acquisition.  

- Cash and bank deposits The information in the notes states that the duration of bank 

deposits varies from one day to three months depending on the concern’s immediate 

need for liquidity. The note states that cash and bank deposits are interest-bearing. It is 

assumed that all assets classified as cash and bank deposits are non-operating and 

financing items. Operating cash is deducted from this excess cash item.  

Equity and equity equivalents 

Deferred income tax assets When NOPLAT was calculated cash taxes were used, meaning no 

deferred taxes were recognized. In order to create balance between NOPLAT and invested 

capital, deferred taxes are, instead, recognized as an equity equivalent (Koller, et al., 2005, p. 

175). The deferred income tax asset is subtracted from deferred tax liabilities and the net is 

what is treated as an equity equivalent.  

Now that all the items of the balance sheet have been classified into operating and non-

operating assets, and the invested capital can be calculated, as shown in table 6.3. 

Table 6.3 Invested capital calculation 

Invested capital  
MUSD  2005  2006  2007  2008  2009 
ASSET SIDE                
    Current assets  115,5  137  192,4  210,1  233,7 
 + Current liabilities  95,5  156,5  220,3  244,8  340,2 
 = Working capital  19,7  ‐19,5  ‐27,9  ‐43,7  ‐106,5 
 + Non‐current assets  75,6  95,6  405  407,2  420,2 
 ‐  Non‐current liabilities  0  ‐0,8  ‐1,7  ‐1,8  ‐1,4 
 = Invested capital  95,3  75,3  375,4  361,7  312,3 
LIABILITY SIDE                
    Equity and equity equivalents  219,2  216,5  428  500,3  600,8 
 + Debt and debt equivalents  0  0  20  20  0 
 ‐  Non‐operating assets (excess cash)  ‐195,9  ‐141,2  ‐72,6  ‐158,6  ‐288,5 
 = Net interest bearing debt (NIBD)  ‐195,5  ‐141,2  ‐52,6  ‐138,6  ‐288,5 
 = Invested capital  95,3  75,3  375,4  361,7  312,3 

Source: Personal contribution 
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6.5  Return on invested capital (ROIC) 

In this section, the historical ROIC is analyzed. Further, in order to build an integrated 

perspective, a decomposition of ROIC is analyzed.  

ROIC is defined by: (Koller, et al., 2005, p. 184) 

 

€ 

ROIC =
NOPLAT

InvestedCapital
 

ROIC is a better measure than return on equity (ROE) since ROE mixes operating 

performance with capital structure, making peer group and trend analysis less meaningful. 

ROIC is also a better measure than return on assets (ROA) since ROA counts implicit 

financing by suppliers double in both the numerator and the denominator (Koller, et al., 2005, 

p. 185).  

ROIC can be calculated in different ways; by the beginning invested capital, the average or by 

excluding goodwill from the calculation. Using the beginning value of invested capital of the 

year can overstate ROIC compared to using the average of the beginning and the end of the 

year. Since profit is calculated over a year, whilst capital is measured at a point in time, the 

average ROIC will give a better picture of the return on investments made (Koller, et al., 

2005, p. 184). For example, on September 6th 2007 Tandberg acquired 100 percent of Codian 

for the value of MUSD 270. Using the beginning ROIC, would not capture the effects of the 

acquisition. Therefore, using the average ROIC would give a better picture of the returns for 

that year. Note that the beginning ROIC is almost 100 percent higher for 2007. The invested 

capital also grows significantly that year. It is therefore assumed that the average ROIC will 

give the better picture of return on these investments.  

ROIC can be calculated with and without goodwill. ROIC should include goodwill when 

measuring historical performance for the company’s shareholders. A company that acquires 

another at a premium to book must spend real resources to acquire valuable economic assets. 

If the company does not properly compensate investors for the funds spent, it will destroy 

value (Koller, et al., 2005, p. 185). Including goodwill in ROIC take account for the premium 

paid when acquiring assets, and the company not compensating investors for the funds spent, 

it will destroy value. On the other hand, excluding goodwill can be useful when measuring the 

company’s internal performance, comparing operating performance across companies and for 

trend analysis, not being distorted by price premiums paid for acquisitions (Koller, et al., 
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2005, p. 186). For a company like Tandberg that grows through acquisition, the choice of 

goodwill can make a big difference. Since the focus of this thesis is not to compare Tandberg 

to other companies, rather to evaluate the company value to the Cisco acquisition, the average 

ROIC including goodwill is used. 

6.5.1  Calculation of ROIC 

Table 6.4 provides Tandberg’s ROIC for the previous four years calculated by beginning and 

average invested capital values. Tandberg’s ROIC has decreased by about 20 percent from 

61.0 percent in 2006 to 40.5 percent in 2009. ROIC has been higher than WACC all years, 

which means that the company has created value for its shareholders. 2  

Table 6.4 ROIC calculation 

ROIC calculation 
MUSD  2005  2006  2007  2008  2009 
NOPLAT  61,7  52,1  108,8  122,2  136,4 
Year end invested capital incl. goodwill  95,3  75,3  375,4  361,7  312,3 
ROIC (beginning)     54,6 %  144,4 %  32,6 %  37,7 % 
ROIC (average)     61,0 %  48,3 %  33,2 %  40,5 % 
Source: Personal contribution 

6.5.2  Decomposition of ROIC   

The decomposition of ROIC will help analyze the explanations for the changes in ROIC. 

NOPLAT can be expressed as EBITA multiplied with (1 – Cash Tax Rate), thus ROIC can be 

decomposed to be expressed as the pre-tax ROIC (based on EBITA rather than NOPLAT) 

adjusted for taxes (Koller, et al., 2005, p. 187): 

€ 

ROIC =
EBITA

InvestedCapital
× 1−CashTaxRate( ) 

By relating EBITA and invested capital to revenues, ROIC can be even further decomposed: 

€ 

ROIC = 1−CashTaxRate( ) × EBITA
Revenues

×
Revenues

InvestedCapital
 

The expression demonstrates what can drive a company’s ROIC.  

                                                

2 Assuming historical WACCs have been more or less like the current WACC calculated in the valuation 
chapter, which is likely since this calculation is based on historical capital structure. It is also unlikely that 
WACC have been higher than ROIC in the historical years.  
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 Profitability: Operating margin (EBITA/Revenues) measures the company’s ability to 

operate efficiently, in other words maximize profitability.  

 Capital utilization: Capital turnover (Revenues/Invested Capital) measures the 

company’s ability to optimize it’s invested capital. 

 Cash Tax Rate: The ROIC is also affected by the company’s ability to minimize taxes, 

thus higher after-tax ROIC (Koller, et al., 2005, p. 187). 

Figure 6.1 shows the trends of the components of ROIC. Please see Appendix 5, Figure 6.A 

for an illustration of the ROIC tree.  

Figure 6.1 Decomposing ROIC 

 

Source: Personal contribution 

Cash tax rate The cash tax rate has been decreasing from 36.4 percent to 29.6 percent from 

2006 to 2009. The decrease shows that the company has been able to defer more taxes than 

before. The decrease has had a positive impact on ROIC. 

Operating margin The operating margin measures how much of the revenue turns into profit 

from operations. The ratio has shown a stable trend over the years, increasing from 19.5 % in 

2006 to 21.5 % in 2009. The ratio can be broken down into (operating costs/revenues) and 
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(depreciation/revenues). The latter includes both depreciation and amortization. Operating 

margin is found by 1-((operating costs/revenues)+(depreciation/revenues)). Thus, the lower 

the ratios in the brackets, the higher the operating margin. 

Operating costs/revenues ratio has been relatively stable, decreasing from 76.7 percent in 

2006 to 72.4 percent in 2009.  

Depreciation/revenues ratio has increased over the years from 3.7 percent in 2006 to 6.2 

percent in 2009.  Both ratio components of the operating margin have been decreased in 2007, 

explaining the increase in operating margin for that year. 

Average capital turns The ratio shows how effectively the company employs its invested 

capital. The ratio has been relatively high, yet decreasing from 4.9 in 2006 to 2.7 in 2009. 

This means that the company generates almost three times more revenue than their invested 

capital. The average capital turns can be broken down into (Operating working 

capital/revenues) and (Fixed assets/revenues). Average capital turns are found by 

1/((Operating working capital/revenues)+(Fixed assets/revenues)). Thus, the lower the ratios 

in the brackets, the higher the average capital turns. 

Working capital average ratio has declined from zero percent in 2006 to -8.3 percent in 2009. 

Operating working capital consists of current assets and current liabilities. By breaking down 

each of these into line item ratios, reveals an increase in the item accounts payable over 

revenues from 16.1 percent in 2005 to 27.6 percent in 2009. At the same time inventories over 

revenues has decreased from 23.6 percent in 2005 to 12.8 percent in 2009. The declining 

working capital ratio is affected positively as it contributes to increase the average capital 

turns ratio in 2009. 

Fixed assets average ratio has increased from 20.3 percent in 2006 to 45.7 percent in 2009. 

The fixed assets are the tangible and intangible assets in the balance sheet. The increase in the 

ratio in 2007 and 2008 should be ascribed to the increase in goodwill as a consequence of the 

Codian acquisition, thus affecting the fixed asset ratio negatively as it contributes to lowering 

the average capital turns ratio. 

6.5.3  Summary 

The decrease in ROIC from 2006 to 2009 is a result of a increasing fixed assets/revenues, 

which has brought the average capital turns down. Although WC/revenues decreases in the 
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same period, it is not enough to offset the increase in fixed assets. The decrease in capital 

turns has resulted in a decreasing pre-tax ROIC, and ultimately Tandberg’s decreasing ROIC.  

7   FORECAST 
 

The purpose of this chapter is to build a forecast of Tandberg’s future financial statements 

based on the strategic analysis and financial statement analysis. The enterprise DCF model 

relies on the forecasting of the FCF, by which a company’s value depends on its return on 

investment and its ability to grow (Koller, et al., 2005, p. 135). Recall that the forecast, and 

ultimately the valuation of Tandberg will be used to analyze the problem statement.  

The chosen explicit forecast period is 15 years from 2010 to 2024, which will be split into two 

sub periods. The first five years will estimate the individual line items of the financial 

statement, while the remaining 10 years will concentrate on the key items.  

7.1  Revenue forecast 

A top-down approach is applied when building the revenue forecast. By using this approach, 

revenues are estimated by sizing the total market, determining market share and forecasting 

prices. This approach will build on available information, as well as Tandberg’s capabilities 

for growth (Koller, et al., 2005, p. 239). The purpose of this part of the chapter is therefore to 

give the best estimate of the future VC market in the years 2010-2014, and then to estimate 

Tandberg’s future revenues, prices and market share. Finally, Tandberg’s revenue forecast for 

the simplified forecast period will be estimated for the years 2015-2024.  

Most line items in the financial statement will be driven directly or indirectly by revenues, so 

the revenue forecast will influence the quality of the budget to a great extent.  

Forecasting of the VC industry (2010-2014) 

The future growth of the VC industry is very important to the value of Tandberg however; 

projecting the size of a market with double-digit growth rates is not easy, and subject to 

assumptions based on historical market data. More professional research companies produce 

extensive reports on the outlook of the industry. One of the leading research firms within the 

VC industry is Wainhouse Research, which is regarded as a reliable source. The forecast is 
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based on their latest comprehensive report “Enterprise Videoconferencing Endpoints & 

Infrastructure” published in October 2009. 

The VC market consists for revenues from three sources; endpoints, network infrastructure 

and services. Wainhouse projects that the market will grow to a total of USD 4.1bn by 2014 

(WainhouseResearch, 2009a). Since the report does not include separate data on revenues 

from services, it is assumed that revenues from services represent 22 percent of total revenues 

and 20 percent in the last year, which is the percent of 2009. Table 7.1 shows the VC market 

revenue forecast for 2010-2014. Figure 7.1 visualizes the growth in revenues and units sold 

by 2014, assuming that the ASP is constant.  

Table 7.1 Projected VC industry revenues 2010-2014 

Industry projected revenues 
MUSD  2010E  2011E  2012E  2013E  2014E 
Endpoints  1 424   1 753   2 106   2 207   2 225  
Network infrastructure  473   576   711   879   1 088  
Services  535   657   794   870   828  
Total revenues  2 432   2 986   3 611   3 956   4 141  
Y/Y growth  15 %  23 %  21 %  10 %  5 % 
Source: Personal contribution based on (WainhouseResearch, 2009a) 

Figure 7.1 Projected VC market revenues and units sold 

 

Source: Personal contribution based on (WainhouseResearch, 2009a) 

 

Tandberg’s revenue forecast (2010-2014) 

In order to forecast the revenues of Tandberg, future market share for each division and prices 

are estimated. Since network infrastructure and VAS does not have average selling prices 

(ASP), the market share will determine revenues. 
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Endpoints  

Revenues from sales of endpoints are determined by the number of units sold times the ASP. 

Tandberg is currently focusing on selling total solutions and not single products, thus it is 

assumed that the company’s market share of endpoint units sold will remain constant at 31 

percent in the forecast period. 

Further, the ASP is assumed not to change dramatically over the five budget years for two 

offsetting reasons. Firstly, the transition to HD and high-end solutions will cause a product 

mix shift resulting in a gradual rise in the ASP. As the single-screen solutions become more 

high-end, more customers are expected to choose single-codec solution to a greater rather 

than multi-codec, due to the lower price. Multi-codec products are expected to peak in 2014. 

Secondly, the distinction between low-end desktop solutions and high-end videophones will 

become less clear, and a mix shift towards lower cost videophones will contribute to a steady 

decline in the ASP. Tandberg has historically has a higher ASP than the industry, which is 

assumed to remain. Please see Appendix 6, figure 7.A for the historical ASP development. 

By the estimation of units and ASP, the revenues from endpoints are forecasted to grow to 

MUSD 960 by 2014, with increasing growth in the first two years and decreasing growth in 

the remaining years. This constitutes for a market share of 43 percent in all years. As 

described in the company description in chapter four, Tandberg’s endpoint revenues have 

been growing faster than the overall VC industry, and the company has increased market 

share. It is believed that Tandberg will have the resources to maintain this trend in the forecast 

years. The growth in endpoint revenues rests on two assumptions; that Tandberg continues to 

deliver first-class quality, and manage to build and retain their network of channel partners.   

Network infrastructure  

Like the historical years, it is believed that Tandberg’s revenues from the division will see a 

strong continuing growth in the five forecast years for two reasons. Tandberg has been able to 

sell a total solution, which drives up the sales of this division compared to its competitors. 

Further, selling total solutions depend on good sales execution, which is one of Tandberg’s 

core competences. Therefore, the network infrastructure division has rapidly gained market 

shares. The market shares of network infrastructure products will increase to 56 percent in 

2010, 58 percent in 2011 and stabilize at 60 percent in the remaining years, which leads to 

revenues in 2014 of MUSD 653.  
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Value-Added Services  

VAS is the only division where the total VC market is not used to derive the market share. 

Growth of the division is determined based on the average of growth of endpoints and 

network infrastructure, as this division is closely linked to the sales of the products. Growth 

will be 20, 25, 24, 15 and 13 percent for years 2010-2014, respectively. This results in a 

market share between 34-44 percent, which by looking at the historical market share is 

believed to be a reasonable assumption.  

Now that the market shares, prices and growth of Tandberg’s divisions have been estimated, 

total revenues will grow to USD 1.98bn in 2014. Growth will be increasing in year 2010-2011 

at 18 and 24 percent, and decreasing in years 2012-2014 at 23, 11, 10 percent, respectively. 

Tandberg’s market share by revenues will be stabile around 44-48 percent, while market share 

of units sold will be lower between 31 percent in all forecast years. The lower market share of 

units sold is due to Tandberg’s ability to sell total solutions, which means that revenues are 

spread more over the division than competitors selling only endpoint units. Table 7.2 shows 

the forecasted revenues of Tandberg.  

Table 7.2 Projected Tandberg revenues (2010-2014) 

Tandberg's projected revenues 2010‐2014 
MUSD  2010E  2011E  2012E  2013E  2014E 
Endpoints  614   756   908   952   960  
Network infrastructure  265   334   427   527   653  
Services  184   230   285   326   367  
Total revenues  1 064   1 320   1 620   1 805   1 979  
Y/Y growth  18 %  24 %  23 %  11 %  10 % 
Source: Personal contribution 

Revenue forecast (2015-2024) 

After 2014, a condensed revenue growth for the next ten years has been projected in order to 

achieve a steady growth state for Tandberg. The sub period should be long enough for the 

company to reach a steady state, defined by the following characteristics:  

 The company grows at a constant rate and reinvests a constant proportion of its 

operating profits into the business each year. 

 The company earns a constant rate of return on new capital invested. 

 The company earns a constant rate of return on its base level of invested capital.  
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As a result, FCF will grow at a constant rate and can be valued using a growth perpetuity 

(Koller, et al., 2005, p. 234).  

It is assume that Tandberg will reach a steady state growth rate of 2 percent, which is slightly 

below the annual average growth rate of the global GDP in years 2005-2030, as described in 

the PESTEL analysis. It is assumed that as technology develops and becomes commercialized 

in the consumer market, prices will drop and Tandberg will grow by a lower rate. Revenues 

are projected to grow by 7 percent until 2018, 5 percent until 2022, and 2 percent thereafter 

which will grow revenues to USD 3.28bn in 2024, as can be seen in table 7.3. 

Table 7.3 Projected Tandberg revenues (2015-2024) 

Tandberg's projected revenues 2015‐2024 
MUSD  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 
Total revenues   2 118      2 266      2 425      2 594      2 724      2 860      3 003      3 153      3 217      3 281    
Y/Y growth  7 %  7 %  7 %  7 %  5 %  5 %  5 %  5 %  2 %  2 % 
Source: Personal contribution 

7.2   Forecast of the income statement 

The purpose of this part of the chapter is to give the best estimate of the remaining items of 

the income statement in the detailed explicit forecast years 2010-2014, before determining the 

future margins on for the condensed explicit forecast period from 2015-2024.  

Forecast of the income statement (2010-2014) 

For each operating expense in the income statement, a forecasts based on revenues is 

generated, except for net financing, which is tied to the respective items. 

Cost of goods sold COGS are assumed stable at a rate of revenues of 34.3 percent until 2014, 

which is an average of the past five years. Tandberg currently has little focus on cost 

reduction as a part of their strategy, thus it is believe that the proportion will not change 

significantly in the future.  

Salaries and social costs Costs related to employee’s expenses are assumed to be 24.3 percent 

of total revenues in forecast years, which is the level of 2009. In 2006 and 2007, the ratio was 

slightly higher, which is assumed to be due to heavy investment in new employees. From 

2006 to 2007, number of employees globally grew by 42.5 percent (Tandberg, 2007). 

Tandberg is determined to continue to invest in its employees in the future (Tandberg, 2008). 

Therefore, the ratio is assumed to remain constant.  
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Other operating costs The item in percent of total revenues has been relatively stable for the 

past five years. It is assumed that the ratio will be the average of the past years at 14 percent. 

Settlement costs Tandberg is from time to time involved in legal matters arising in the 

ordinary course of business. Due the unpredictability of such future events, no attempt is 

made to forecast the item costs, hence the item in percent of total revenues is zero. 

Depreciation and amortization Depreciation and amortization are forecasted based on total 

revenues, because capital expenditures are smooth and increasing, and not lumpy (Koller, et 

al., 2005p. 242). It is assumed that depreciation remains stable at 1.2 percent of revenues, and 

that amortization remains 5.0 percent of revenues for the forecast years. 

Net financial items The majority of Tandberg’s financial income and expenses are attributed 

to foreign exchange gains and losses. Although the company has had a significant amount of 

cash for the past five years, the notes to the income statement show that interest income is 

minority. Interest on debt is minor, since the company had no debt except the MUSD 20 in 

2007 and 2008 from the Codian acquisition. Forecasting future foreign exchange gains and 

losses is unpredictable. Therefore, foreign exchange gains and losses are assumed to be zero. 

For financial income, the usual driver is excess cash, as this generates financial income. In 

order to avoid circular references in the model, the beginning value of excess cash is used. 

The long-term risk-free interest rate (10-year Norwegian government bonds) of 4.2 percent as 

calculated in chapter eight is applied, as this is believed to be the best proxy for the future 

interest rate. For financial expenses, the driver is interest-bearing debt, which is close to zero 

for Tandberg. In order to avoid circular calculations, the beginning value of interest-bearing 

debt is used. The best estimate is assumed to be a borrowing cost, which is assumed 8 percent 

(risk-free rate plus a risk premium of 2 percent).  

Taxes It is believed that the best estimate of taxes in the forecast years is the effective tax rate 

of 29 percent. Theoretically, it would be more correct to use the marginal tax rate, but due to 

the reasons mentioned in the tax calculations in chapter 6.3, the effective tax is used. 

Forecast of the income statement (2015-2024)  

For the condensed forecast of the income statement the focus is on core value drivers 

EBITDA and EBIT margins. The EBITDA margin is assumed to decrease to 25 percent from 

2015-2018, 20 percent 2019-2022, and a margin of 15 percent is assumed from 2023 to 2024, 

as the last two years of the forecast period should be representative for the perpetuity. The 
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reason for the decreasing margin is that it is projected that VC will be available at the 

consumer market within five years from 2010 (as described in the PESTEL analysis), which 

will increase competition, put pressure on prices and drive margins down. EBIT margin as a 

percentage of EBITDA is recognized to stable of 77.4 percent in the previous years, giving an 

EBIT margin of 19.4 percent, and 11.6 percent in 2023 and 2024.  

7.3   Forecast of the balance sheet 

The purpose of this part of the chapter is to give the best estimate of the items of the balance 

sheet for the detailed explicit budget period, before determining the future key ratios for the 

condensed forecast period.  

Forecast of the balance sheet (2010-2014)  

In order to estimate the future balance sheet, most line items are estimated by revenues and 

some by cost of goods sold. The treatment of the single items is discussed below. 

Working Capital  

When forecasting working capital, most items are estimated by percentage of revenues, 

except inventories and accounts payable, as these items are tied to input prices, and will be 

estimated by percentage COGS. This method is used when prices are expected to deviate 

significantly from cost per unit (Koller, et al., 2005, p. 248), which is assume to be true for 

Tandberg, as it is believed that they can purchase relatively cheap product components 

compared to the relatively high ASP on their solutions compared to the industry ASP.  

Inventories A certain downward trend for the ratio has been recognized, due to a greater 

increase in COGS relative to inventories. However, since COGS and the future ASP are 

assumed to remain stable, the ratio of inventories to COGS is assumed to remain stable at 

12.8 percent for the forecast years. 

Accounts receivables Some variation in the ratio for the historical years has been recognized, 

therefore an average ratio of accounts receivables to revenues of 19.6 percent is assumed for 

the forecast period.  

Other current assets The item has been relatively stable as percentage of revenues for the past 

years, therefore a constant rate at 1.1 percent of revenues is assumed. 
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Operating cash As the historical analysis, the future operating cash is assumed 2 percent of 

revenues.  

Accounts payables Since no note is related to accounts payables, it is assumed that this item is 

tied to input prices, thus estimated as percentage of COGS. Overall, the ratio has been 

declining because COGS has increased more relative to accounts payables. The ratio is 

assumed to remain stable at the past year’s level at 16.4 percent.    

Tax deductions and duties payable The item is significantly small and has been negative for 

some of the previous years, thus an average percentage of revenues as the five previous years 

at 0.0 percent is assumed. 

Taxes payable For this item it is assumed a constant ratio, as the item has been relatively 

stabile, which is 4.2 percent taxes payable to revenues for the forecast period.  

Other current liabilities The ratio of other current liabilities to revenues has increased from 

16.1 percent to 27.6 percent in the historical years. It is assumed that the ratio will be 21.8 

percent of revenues for the forecast years, which is the average of the five historical years. 

Tangible assets  

PP&E as percentage of revenues is assumed to remain at a constant level of 2.8 percent in the 

forecast period. A slight increase in 2005 and 2006 has been observed due to increasing 

capital expenditures. It is assumed that the company will continue to invest in PP&E and thus 

the ratio remains at a constant level of 2.8 percent of revenues.  

Intangible assets  

Goodwill Although it is likely that Tandberg will acquire companies in the future, forecasting 

goodwill from future potential acquisitions is unpredictable. Therefore, it is assumed that 

revenue growth from acquisitions equals zero and goodwill is constant at its current level.  

Other intangible assets Like goodwill, it is difficult to predict the ratio of R&D, patents and 

licenses to revenues for the future. The item is assumed to be an average of the historical 

years at 12.6 percent in the forecast years.  
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Other non-current assets/Other non-current liabilities 

The assets have been small and occur historically only in year 2009. Growth is assumed zero 

percent in the forecast years. Also the liabilities have been small, hence assuming that they 

have a ratio that is equal to the last historical year at 0.2 percent. 

Non-operating liabilities and equity equivalents 

For the remaining non-operating items, which are deferred taxes, and interest-bearing current- 

and non-current liabilities, zero future growth is assumed. The rate of growth will have no 

implications, as these items do not affect the free cash flow. Further, these items make out an 

insignificant difference to the balance sheet and invested capital.  

Balancing the balance sheet 

The next year’s equity is determined by taking the previous year’s total equity plus the current 

year’s net income minus the forecasted dividends. Tandberg has had a stable dividend policy, 

thus it is assumed that dividends are MUSD 22 for the forecast years according to the two 

previous years. The remaining items of the equity, such as issued capital and share premium, 

are assumed constant. It is assumed that the company will not repurchase shares, since share 

buybacks are unpredictable, and that employee benefits and foreign exchange translation 

differences to be zero. To complete the balance sheet, we test which is higher, assets 

excluding excess cash or liabilities and equity excluding newly issued debt. Since Tandberg is 

assumed to be debt-free in the future, and since assets is higher, excess cash is plugged in 

(Koller, et al., 2005, p. 251). 

The amount of cash for the forecast period will grow quite much. It is likely to believe that 

Tandberg will use some of this cash to make future acquisitions, however since this is 

unpredictable, the balance sheet is balanced with the excess cash. From a valuation 

perspective, excess cash and debt are not included as a part of the free cash flow, so they do 

not affect the enterprise valuation. Further, it is tested that changes in dividend ratio and share 

repurchases does not change ROIC or FCF (Koller, et al., 2005, p. 253).  

Forecast of the balance sheet (2015-2024)  

For the condensed balance sheet, only estimate key ratios are used in order to calculate the 

invested capital. The main line items in the invested capital are all remained at a constant ratio 

to the total revenues growth on the ratios in 2014. The main ratios used are working 
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capital/revenues (-4.6%), tangible assets/revenues (2.8%), intangible assets/revenues (27.1%) 

and net other non-current assets/revenues (-0.2%). These ratios are assumed to remain 

constant in perpetuity.  

7.4   Summary 

The forecast of the income statement and the balance sheet for the years 2010-2024 based on 

the estimated drivers is completed. The forecasted items are now used for the calculation of 

Tandberg’s future free cash flows, which are the basis for the enterprise DCF model of 

chapter eight. The comprehensive calculations of future revenues, income statement, balance 

sheet and ROIC may be found in Appendix 6, table 7.A to 7.J. 

The forecast shows that ROIC will be increasing for the first five forecast years to peak at 61 

percent before the ratio declines towards a level of 33.2 percent in perpetuity. The first year’s 

increase in ROIC is expected to be caused by the assumption that the company will make less 

capital-intensive investments, hence capital turns will increase. The decrease ROIC after 2014 

is expected to occur as it is assumed Tandberg’s competitive position to weaken after 2014, as 

VC is expected to reach the consumer market and competition increases. Nevertheless, it is 

believe that Tandberg will be able to maintain a sustainable competitive advantage in the VC 

market. Tandberg is expected to maintain the position as a market leader in the future, and 

hence maintain a ROIC greater than WACC of 8.7 percent as calculated in the next chapter. 

For that reason, Tandberg will create value for its shareholders. 
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8  VALUATION OF TANDBERG 
 

The purpose of this chapter is to perform the valuation of Tandberg by both the enterprise 

DCF model and the economic profit model. The objective of the valuation is to derive a fair 

value of Tandberg, and the result will be the same independent of which model is used. Recall 

that the valuation of Tandberg will be used to analyze the problem statement.  

8.1  Valuation by the enterprise discounted cash flow model 

The enterprise DCF model suggests estimating the company’s fair value of operations by 

adding the future discounted free cash flows with discounted terminal value. The present 

value of operations are further adjusted by a mid-year factor, because we assume that cash 

flow is generated symmetrically around the mid-year point and not as a lump sum at the end 

of the year. To adjust for this, the discounted present value of operations is grown by the cost 

of capital for six months. To arrive at the enterprise value, the value of non-operating assets is 

added to the operating cash flow. The share price is determined by dividing enterprise value 

by the number of shares outstanding. Table 8.1 illustrates the valuation process. 

Table 8.1 The enterprise discounted cash flow model 

DCF model 
   Present value of FCF in forecast period and terminal value 
* Mid‐year adjustment factor 
= Present value of operations 
+ Value of non‐operating assets 
= Enterprise value 
  
Share price = Enterprise value / Number of shares outstanding 
Source: Personal contribution based on (Koller, et al., 2005, p. 106) 

To value Tandberg’s common stock by using enterprise DCF, the following is done: (Koller, 

et al., 2005, p. 106) 

• An estimation of the future free cash flow for the explicit budget period 

• An estimation of the company’s WACC 

• An estimation of the terminal value 

• An estimation of the value of non-operating assets 

8.1.1  Calculation of the free cash flow 

The free cash flow is the cash available to all investors, both debt holders and equity holders. 

The free cash flow is measured before financial posts in the income statement, and not 
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affected by capital structure. In order to find the cash generated by the company’s operations, 

depreciation and amortization is added to NOPLAT. The change in investments in working 

capital, PP&E and net other non-current assets are subtracted in order to find the gross 

investment. Table 8.2 illustrates the FCF process. The detailed FCF calculation may be found 

in Appendix 7, Table 8.A.  

Table 8.2 The free cash flow 

Free cash flow 
NOPLAT 
 + Depreciation and amortization 
Gross cash flow 
 Decrease (increase) in working capital 
Operating cash flow 
 ‐ CAPEX 
 ‐ Other investments 
 ‐ Change in other non‐current investments 
Free cash flow 
 ‐ Investment in acquisitions 
Free cash flow after acquisitions 
Source: Personal contribution based on (Koller, et al., 2005, p. 181) 

8.1.2  Estimation of cost of capital (WACC) 

WACC is a generalized way of thinking of cost of capital. For a company financed solely 

with debt and equity, WACC is expressed as: (Koller, et al., 2005, p. 113) 

WACC = 

€ 

re
E

D+ E
+ 1−TC( )rd

D
D+ E

 

D = market value of the debt    

€ 

rd  = cost of debt 

E = market value of the equity   

€ 

re  = cost of equity 

D + E = total market value of the firm  

€ 

TC  = the corporate tax rate 

In order to arrive at the respective WACC rate, the target capital structure, cost of equity and 

after-tax cost of debt of the company must be determined. In order to avoid uncertainty and 

complexity when calculating and applying WACC, the following assumptions will be made: 

 The capital structure will remain constant, as the company capital structure is not 

expected to change significantly at the time of the valuation 

 The cost of equity and cost of debt remain constant (as capital structure is constant) 
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Target capital structure 

The capital structure is a firm’s mix of debt and equity long-term financing (Brealey, Myers, 

& Marcus, 2009, p. 320). To estimate the market value of equity, the Tandberg’s share price 

at the valuation date September 30th 2009 times the number of shares is used. Tandberg has 

approximately 112 million shares outstanding and the share price was USD 23.97 (or NOK 

138.3).3 Thus, the market value of equity is about USD 2.68bn.  

The market value of debt interest-bearing debt is not stated in the company’s annual reports. 

Therefore, the historical book values are used, in view of the fact that estimating market value 

would involve too much uncertainty. Historically, Tandberg has had no interest-bearing debt 

for the past ten years, with the exception of MUSD 20 in 2007 and 2008 in relation to the 

Codian acquisition in 2007. In fact, Tandberg has had much cash. The proportion of cash and 

bank deposits of total assets from 2001 to 2009 has decreased, but that the company still had a 

cash balance of more than MUSD 300 in 2009; about 1/3 of total assets. Highest was almost 

70 percent cash of total assets in 2003. Please see Appendix 7, Figure 8.A for the historical 

development of cash over total assets.  

At the intervju with Tandberg, Mr OJ Winge was confronted Tandberg with the company’s 

capital structure. He explained that the company always wants to have some cash, come a 

potential acquisition. This policy goes back to the time of Tarald Brøvig, one of the founders 

of Tandberg in 1978, who believed that a technology company should never have debt, but 

always cash. Further, Winge stated that Tandberg has a stabile dividend policy and has 

repurchased shares over the years. However, he generally believes that Tandberg has held a 

too large amount of cash (Winge, 2010). 

Both the statement from Mr. Winge and the historical capital structure, leads to the belief that 

Tandberg’s current capital structure will be consistent, thus can build the foundation for the 

target capital structure of the company. It is a perhaps a bold assumption to make, that the 

company will not have debt in the future. However, it is to my best judgment based on the 

statements of the company, as well as the fact that high-growth industries, especially those 

with intangible investments, tend to use very little debt (Koller, et al., 2005, p. 332). It is 

therefore assume that the capital structure at the valuation date is a representative estimate of 

                                                

3 Exchange rate on September 30th 2009 was 5.77 NOK/USD 
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the target capital structure, where the D/EV is assumed to be zero percent, and the E/EV is 

100 percent.  

Estimation of the cost of equity 

The capital asset pricing model (CAPM) is widely used equilibrium model for stock 

evaluation. The CAPM suggests that there is a relationship between the company’s return and 

the return of the capital market. It is used to determine the relevant measure for risk and the 

relationship between expected risk and return for any asset when markets are in equilibrium 

(Elton, et al., 2007, p. 284). CAPM is expressed by: (Koller, et al., 2005, p. 300) 

€ 

E Ri( ) = rf + β i E Rm( ) − rf[ ]  

€ 

E Ri( )  = expected return of security i  

€ 

βi  = the security’s beta 

€ 

rf  = risk-free rate     

€ 

E Rm( )  = expected return of the market 

The CAPM proposes that the expected rate of return equals the risk-free rate plus the 

security’s beta times the market risk premium. In the CAPM, the risk-free rate and the market 

risk premium are common to all companies, while beta varies across companies (Koller, et al., 

2005, p. 301).  

The risk-free rate can be interpreted as the return that the investors demand as compensation 

for time and inflation. In order to estimate the risk-free rate, it is recommended to look at 

long-term government default-free bonds. Although not necessarily risk-free, long-term bonds 

in the U.S. and Western Europe have extremely low betas, which can constitute as a zero-beta 

portfolio (Koller, et al., 2005, p. 302). The risk-free rate of return has been estimated by using 

the average of Norwegian 10-year government bonds as a proxy for the risk-free rate. Using 

data as an annual average over the five past years, the risk-free rate is estimated to be 

approximately 4.20 percent (NorgesBank, 2010). 

The beta has been estimated by using the monthly data on the Tandberg share price for about 

five years (57 observations) from December 30th 2004 to September 30th 2009, the date before 

the bid announcement. Note that the movement in the Tandberg share price after the bid has 

not been included. The data has been used for regression against the respective value of Oslo 

Stock Exchange (OSEBX). Beta was estimated by regression to be 0.74. The beta value is in 

line with estimates of analysts, based on the share price movement over the past years before 
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the bid, estimated to be 0.75. Some might argue that the beta for a growth company like 

Tandberg should be higher than 0.75, because the share price has been more volatile than the 

OSEBX. Although this might be true, the theoretical approach to estimating beta s followed. 

The market risk premium is the difference between the expected return of the market and the 

risk-free rate. The result is the extra return an investor gains by investing in risky stocks rather 

than risk-free investments. The analysis uses the expected market risk premium for Oslo stock 

exchange, where Tandberg was listed, which gives a market risk premium about six percent 

(Strand, 2010). 

Based on these estimations, the cost of equity is found to be: 4.2% + 0.75 (6%) = 8.7%. The 

calculation of the risk-free rate and beta may be found in Appendix 7, Tables 8.B and 8.C.  

Estimation of after-tax cost of debt 

Investing in corporate debt is not risk-free. The credit risk of a company is dependent on how 

likely it is that it will meet its obligations in the future. The after-tax cost of debt depends on 

the company’s credit ratings (Koller, et al., 2005, p. 326).  

Since Tandberg’s target capital structure is estimated with no debt, the D/EV equals zero. It is 

therefore irrelevant to determine the tax rate, as the D/EV to zero also means that the cost of 

debt is equal to zero.  

Now that all the parameters included in WACC have been estimated, it can be calculated. 

Table 8.3 shows all the parameters and the resulting WACC of 8.7 percent, which will be 

used to discount the future free cash flows.  

Table 8.3 WACC calculation 

WACC calculation 
Risk‐free rate  4,2 % 
Market risk premium  6,0 % 
Beta Tandberg  0,75 
Target D/D+E  0 % 
Target E/D+E  100 % 
Cost of equity (CAPM)  8,7 % 
Cost of debt  ‐ 
WACC  8,7 % 

Source: Personal contribution 
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8.1.3  Terminal value 

Through the explicit budget period, individual key value drivers are estimated for every year. 

To the extent where this becomes impractical, the perpetuity-based terminal value should be 

employed. The terminal value assumes that the free cash flow grows with a constant growth 

rate, g, in perpetuity. Only the first year of the terminal period must the exact forecasts be 

estimated. The terminal value is generally calculated by the cash flow perpetuity formula: 

(Koller, et al., 2005, p. 62) 

Value = 

€ 

FCFt+1
WACC − g

, where 

€ 

FCFt+1 equals 

€ 

FCFt  multiplied with 

€ 

1+ g( )  

The formula can be expressed by substitute to include NOPLAT and ROIC for free cash flow, 

known as the value driver formula (Koller, et al., 2005, p. 277) 

Continuing Value

€ 

t  = 

€ 

NOPLATt+1 1−
g

ROIC
 

 
 

 

 
 

WACC − g  

Because perpetuity formulas rely on parameters that never change, the continual value 

formula should only be used then the company has reached a steady state, with constant 

growth, margins, capital turnover and WACC. By using the cash flow perpetuity formula it is 

therefore assumed that ROIC in perpetuity will be equal to ROIC in the year the terminal 

value is calculated. If not, FCF will grow at a constant g. Instead, if ROIC is expected to be 

different in the future, one should apply return on new invested capital (RONIC) instead of 

ROIC in the last formula. In this case, one assumes that competition eventually decreases 

abnormal returns that have occurred in the past. However, one does not assume that ROIC on 

old capital will decline, only RONIC (Koller, et al., 2005, p. 278).  

Tandberg’s ROIC decreases from a peak of 61 percent in 2014 to 33.2 percent in steady state, 

which is above the WACC of 8.7 percent. It is believed Tandberg’s strategic capabilities will 

provide the company with sustainable competitive advantage; therefore RONIC will be about 

equal to the return the company is forecast to earn in the later years of the explicit forecast 

period. The growth rate, g, is estimated in the revenues forecast in chapter 7.1 to be 2 percent. 

The FCF is therefore estimated to be 2 percent higher in steady state then in year 2023.  
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8.1.4  The value of non‐operating assets  

Cash flow related to non-operating assets is not included in the FCF, and therefore are not 

accounted for in the value of operations. However, they still represent value to the shareholder 

(Koller, et al., 2005, p. 342). Tandberg’s non-operating assets are its excess cash. It is 

recommended to value the amount of excess cash by the most recent book value as a proxy 

for the market value (Koller, et al., 2005, p. 343). Therefore, MUSD 288.5 of excess cash is 

added to the present value of operations, which gives an enterprise value of USD 3.465bn.  

All the preparations for the valuation are now done, and the value of Tandberg and its price 

per share can be determined. Table 8.4 summarizes the valuation by the enterprise DCF 

model. The complete calculations may be found in the enclosed CD. 

Table 8.4 Valuation of Tandberg by the DCF model 

Valuation by the DCF model (in MUSD) 
WACC  8,70 % 
Growth  2,0 % 
     
Present value of free cash flow in forecast period   1 939,0    
Present value of free cash flow in terminal period   1 107,0    
Present value of free cash flow    3 046,7    
     
Mid‐year adjustment factor   1,0426    
Value of operations   3 176,5    
     
Value of non‐operating assets (excess cash)   288,5    
Enterprise value   3 465,0    
     
Number of shares outstanding    

111 981 440    Price per share in USD (30.09.2009)   30,94    
Exchange rate (30.09.2009) NOK/USD  5,77 
Price per share in NOK (30.09.2009)  178,5 
Source: Personal contribution 

Dividing the enterprise value of USD 3.465bn by the number of share of about 112 million, 

give a share price of USD 30.94. Multiplied by he exchange rate at September 30th 2009 of 

5.77 NOK/USD, the value is NOK 178.5 per share.  

8.2  Valuation by the Economic Profit model 

Now that the valuation of Tandberg by the DCF model is completed, the economic model is 

used to obtain the same results. The economic profit measures the value created by a company 

in a single period, and it is defined as (Koller, et al., 2005, p. 118): 
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Economic profit = 

€ 

InvestedCapital × ROIC −WACC( ) 

Since ROIC equals NOPLAT divided by invested capital, the equation can be reformulated: 

Economic profit = 

€ 

NOPLAT − InvestedCapital ×WACC( ) 

In the economic profit model, the value of a company equals the amount of invested capital, 

plus a premium equal to the present value of the value (economic profit) created each year 

(Koller, et al., 2005, p. 63). The value is multiplied by the mid-year adjustment factor, which 

gives the value of operations. Adding the value of non-operating assets results in the 

enterprise value, which divided by number of shares gives the share price. Table 8.6 

illustrates the valuation process. 

Table 8.5 The economic profit model 

EVA model 
   Present value of EVA in the forecast period and terminal value 
+ Invested capital (beginning) 
= Invested capital plus PV of EVA 
* Mid‐year adjustment factor 
= Value of operations 
+ Value of non‐operating assets 
= Enterprise value 
  
Share price = Enterprise value / Number of shares outstanding 
Source: Personal contribution based on (Koller, et al., 2005, p. 120) 

Table 8.6 summarizes the valuation of Tandberg by the economic profit model.  

Table 8.6 Valuation of Tandberg by the economic profit model 

Valuation by the EVA model 
WACC  8,70 % 
Growth  2,0 % 
     
Present value of economic profit in the forecast period   1 862,4    
Present value of economic profit in the terminal period   872,1    
Invested capital (beginning)   312,3    
Invested capital plus present value of economic profit   3 046,7    
     
Mid‐year adjustment factor   1,0426    
Value of operations   3 176,5    
     
Value of non‐operating assets (excess cash)   288,5    
Enterprise value   3 465,0    
     
Number of shares outstanding    

111 981 440    Price per share in USD (30.09.2009)   30,94    
Exchange rate (30.09.2009) NOK/USD  5,77 
Price per share in NOK (30.09.2009)  178,5 
Source: Personal contribution 
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Dividing the enterprise value of USD 3.465bn by the number of share of about 112 million 

give a share price of USD 30.94. Multiplied by he exchange rate at September 30th 2009 of 

5.77 NOK/USD, the value is NOK 178.5 per share – the same result given by the DCF 

valuation model. The comprehensive calculations are found in the enclosed CD.  

Although the DCF model and the economic profit model yields the same result for the 

valuation, the models are based on different financial inputs.  

The DCF model is widely used because it relies solely on how cash flows are moving in and 

out of the company. However, each year’s cash flow does not provide much insight into the 

company’s performance. Declining cash flows can signal either poor performance or 

investment for the future. Further, cash flows are easy to manipulate, where for example a 

delay in capital investments or a reduction in spending on R&D and marketing will enhance 

short-term cash flows (Koller, et al., 2005, p. 118). 

The economic profit model, as supposed to cash flow, highlights how and when the company 

creates value in a single year (Koller, et al., 2005, p. 63), by adding the invested capital at the 

time of valuation plus the present value of the future economic profits. The aim should be to 

generate a positive EVA, thus add value to the shareholders. The aim should not be to 

maximize ROIC, but to maximize long-term EVA (Koller, et al., 2005, p. 48).  

The benefits of the economic profit becomes apparent if we examine the drivers of economic 

profit, ROIC and WACC, on a year-by-year basis. Explicitly modeling ROIC as a driver for 

economic profit will show how ROIC affects economic profit. The free cash flow model fails 

to show this dynamic. FCF could continue to grow, even as ROIC falls. Appendix 7, table 8.D 

shows the relationship between ROIC and economic profit. Here we can observe, for example 

in year 2007, that ROIC drove economic profit up. We can also observe, that as the projected 

growth in the forecast period drops, the economic profit drops.  

Figure 8.1 on the following page compares the cash flows and economic profit of Tandberg in 

the historical years and the forecast period.  
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Figure 8.1 Free cash flow versus economic profit 

Source: Personal contribution 

The free cash flow for the historical years vary more than the economic profit. For example, 

cash flow drops in 2007, due to the investments made to the acquisition of Codian acquisition 

in 2007, while the company is able to create value in terms of economic profit.  

The projected investments in the forecast period assumes relatively stable investments for the 

future and excludes investments through for example acquisitions, due to the unpredictability 

of projecting such activities. For a technology company like Tandberg, acquisition is likely to 

be a means for growing the business. Increased investments in some years will affect the cash 

flow negatively those years. Therefore, the relatively correlated growth of cash flows to the 

economic profits in the forecast years should be considered under the assumption that 

possible future investments may vary the free cash flow more than projected.  

The economic profit drops more than the free cash flow when growth is projected to drop, 

specifically in years 2014, 2020 and 2024. This illustrates how growth can affect the 

economic profit. However, for example in 2009 the company grew by a decreasing rate form 

23 to 11 percent from 2008, yet here the economic profit was increasing. The potential 

decrease in economic profit was offset by an increase in ROIC. Like we saw by the 

decomposition of ROIC, a lower ratio of working capital to revenues drives capital turns up, 

hence also ROIC. Thus, a lower ratio of working capital contributes to increasing ROIC and 

economic profit. For this year, the FCF is increasing much relative to economic profit, which 

can be attributed to the decreasing investments in working capital. By this example, we see 

that the free cash flow can give a misleading impression of a company’s growth.  
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By looking at year 2010, economic profit is growing while the free cash flow is dropping. 

Due to an assumed higher rate of investment in R&D and other intangible assets to revenues 

compared to the previous year, the cash flow is declining. This is not a bad thing, if the 

company can leverage on the investments for the future. By increasing growth and ROIC in 

the same year, the company increases economic profit and creates value, although by the FCF 

it seems the opposite.  

Forecasting depends on assumptions that are related to much uncertainty, which ultimately is 

what the valuations by the models are dependent on. Therefore, the accuracy of the valuation 

by the models can be addressed by testing for different assumptions, as will be done in 

chapter nine.  

Recall from the introduction, that it is the valuation of Tandberg performed in chapters 5 to 8 

that will be used in order to analyze the bid price by Cisco on October 1st 2009 and November 

16th 2009 in chapter nine, in order to ultimately give a conclusion to the problem statement. 
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9  ANALYSIS OF THE STRATEGIC AND FINANCIAL ASSUMPTIONS 
 

The valuation of Tandberg on a stand-alone basis was completed in chapter eight. In order to 

give a qualified answer to the thesis problem statement, this chapter will be analyzing the 

strategic and financial assumptions that are underlying the bid price, both the initial bid price 

of NOK 153.5 per share on October 1st 2009 and the final bid price of NOK 170.0 on 

November 16th 2009. First, the strategic assumptions underlying the offer prices are discussed 

and analyzed.  Secondly, the DCF model is used to make a sensitivity and scenario analysis of 

assumed financial value drivers. Thirdly, the bid premiums are assessed. Finally, the value of 

synergy is analyzed.  

9.1  The strategic rational of the deal 

At the end of chapter 5, the thesis found that the strategic rationales of both Cisco and 

Tandberg was the desire to leverage on each other’s strategic capabilities in order to grow and 

capture revenue synergies. The purpose of this part of the chapter is to further analyze the 

strategic assumptions for the initial and the second bid price by Cisco, of NOK 153.5 and 

NOK 170.0 per share, respectively, by analyzing the strategic relationship between the 

companies.  

Before Cisco announced its offer price, it asked the Tandberg BoD for approval, which is 

very common in M&A processes. The BoD based the recommendation on an assessment of 

the company’s business and financials, and found that the offer price fairly reflected the 

underlying values in the company. They argued that Cisco’s bid would be to the benefit for 

the company, and encouraged the Tandberg shareholders to accept the offer (Cisco, 2009). 

One can assume that Cisco had performed their individual valuation of Tandberg before 

announcing its initial bid. Whether Tandberg and Cisco’s valuations arrived at the bid price 

value of NOK 153.5 per share, depends on the underlying financial assumptions discussed 

later and is unknown. The strategic assumptions for the bid price are found in analyzing the 

relationship between the two companies during the course of the acquisition process. It will 

be shown that the bid price was a result of a strategic game between the two companies, 

where both companies faced risks if not playing by the rules.  

For Cisco, there were risks involved in entering into an acquisition process with Tandberg. 

First of all, the acquisition of Tandberg would be Cisco’s first billion-dollar deal outside of 
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the U.S. and the company’s third largest acquisition in this decade. Placing the bid for a 

“small” company like Tandberg and failing to succeed, would not look good to the public. 

Secondly, it is reasonable to believe that it would be more difficult for Cisco to go out in the 

market to look for one of Tandberg’s competitors, in the event that the acquisition would fail. 

Cisco was determined that Tandberg would bring the greatest synergies to Cisco among the 

competitors in the VC market, hence it would be awkward to go look for the second best in 

the market. On the other hand, it is likely that Cisco at all times knew that they possessed the 

power to push the price of the offer in Tandberg down, in hope that the company would be 

too afraid to reject the offer.  

Tandberg also faced risks by entering into an acquisition process with a industry giant like 

Cisco. Firstly, as the Tandberg BoD recommended a price to Cisco, it is likely to believe that 

Tandberg was afraid the price was not satisfactory to Cisco, such that the company would 

walk away. Having said no to the largest industrial player in the market would not look good 

to the public. Further, in the event that Cisco would walk away, the BoD would be held 

responsible towards the shareholders for driving away a potential buyer. Finally, Tandberg 

had no power to play Cisco against other potential bidders. Other than the private equity 

firm’s plans to place a bid for Tandberg in mid-2008, there were never really any other 

competing bids for Tandberg (Winge, 2010). 

Before Cisco placed the bid for Tandberg, the company had promised CEO Fredrik Halvorsen 

and eight other key employees of Tandberg to be part of an incentive program, provided that 

the offer was completed. The offer document stated that they would be offered a bonus as a 

part of the retention program. The bonus would be based on performance and continued 

employment during and after the acquisition (Cisco, 2009). It is not believed that the 

compensation plan that Cisco incorporated in the bid document affected the recommendation 

from the BoD. It is likely that this was more of a formality, because Cisco would want key 

executives to keep working for the company.  

As the initial bid was announced, a significant proportion of the shareholders found the 

recommended offer price by the Tandberg management of NOK 153.5 per share to 

undervalue the company. Considering that Cisco had to get at least 90 percent control of the 

company in order to proceed with a compulsory acquisition of the remaining shares, this 

shareholder group was powerful, and they were aware that they could determine the outcome 

of the deal. It is reasonable to believe that the active shareholders of Tandberg were putting 
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pressure on Cisco to increase the price, which is in fact what happened, as Cisco raised the 

offer price to NOK 170.0 per share on November 16th 2009.  

9.1.1  Part conclusion 

The analysis concludes that the initial offer price NOK 153.5 per share offered by Cisco to 

Tandberg was determined by the strategic relationship between the companies. Cisco argued 

for the higher price and Tandberg argued for the lower price. The price was a result of the 

strategic assumptions made by the companies, which was based on each party’s assessment of 

their risks at stake. As the Tandberg shareholders rejected the initial offer price, the final offer 

price of NOK 170.0 per share was based on assumptions made by the shareholders of 

Tandberg.  

9.2  Sensitivity and scenario analysis 

The DCF analysis performed in chapter 8 rests on several assumptions about the forecasts of 

variables. A sensitivity analysis can be used to check whether the model’s results are robust 

under alternative assumptions for these variables (Koller, et al., 2005, p. 362). The valuation 

model from chapter 8 is used to test how changes in the value drivers affect the share price. 

Table 9.1 summarizes the impact on Tandberg’s value when changing the forecasts of growth, 

margins, capital turns and cost of capital. It is not possible to compare the sensitivities 

directly, because it is unknown whether changes in variables are likely or difficult. For 

example, it is not known if it is more or less difficult it is to increase growth by 1 percent than 

to increase capital turns by 0.5 times (Koller, et al., 2005, p. 367).  

Table 9.1 Sensitivity analysis  

Sensitivity analysis     Change in price per share 
Value driver  Change (% per forecast year)  (MUSD)  (%) 
Growth in forecast period  1,0 %  11,5  6,4 % 
Growth in terminal period  1,0 %  11,1  6,2 % 
Operating margin  1,0 %  12,1  6,8 % 
Capital turns  0,5 times  4,1  2,3 % 
WACC  ‐1,0 %  28,2  15,8 % 
Source: Personal contribution 

Given the forecast made in chapter 7, the table shows that Tandberg’s value is highly 

sensitive to change in the WACC. The uncertainty around estimating WACC gives an 

indication to the accuracy of the forecasts. Although WACC changes the most, changes in 

growth in the forecast period is likely to change the price much, because the value driver is 

dependent on the economic condition, as explained in the PESTEL analysis. Consider for 
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example, that Tandberg’s growth changed from 28.3 to 11.6 percent from 2008 to 2009 due to 

the impact of the financial crisis. It is believed that changes in growth in the forecast period 

affects the share price more than in changes in the terminal period, as it is not reasonable to 

assume that growth in perpetuity will vary as much as in the forecast period. Also, the 

operating margin is sensitive to revenues, however it is likely to be more difficult to sustain 

high margins over the long run than it is to maintaining growth rates. That is because of the 

before-mentioned prediction that VC will reach the consumer market, competition will take 

up, pushing margins down. Finally, the change in capital turns has little effect on the share 

price.  

By the sensitivity analysis, it is found that there is most uncertainty connected to the 

forecasting of WACC, growth and operating margin. By making a scenario analysis, a “good” 

set of key value driver and a “bad” set of key value drivers can be created, that will be based 

on the assumptions for cost of capital, economic growth and operational efficiency. Table 9.2 

shows the two scenarios created.  

Table 9.2 Scenario analysis 

Scenario analysis  Change in price per share 
   (MUSD)  (%) 
"Good" scenario  578,8  224,2 % 
Base‐case  178,5  0,0 % 
"Bad" scenario  87,5  ‐51,0 % 

Source: Personal contribution 

In the “good” scenario, it is assumed that the company enters into an economic upturn in the 

first years of the forecast period, by growth rates up to 50 percent. After this, the growth rate 

stabilizes at 10 percent and declines towards the terminal year where it is 3 percent. Further, 

the company will not be faced with competition from vendors in the VC market, and be able 

to maintain the level of profitability at 21.5 percent operating margin for all years. Capital 

turnover remains stable, and WACC is assumed to be 8.0 percent.  

In the “bad” scenario, it is assumed that the company enters into a recession. Growth rates in 

the first forecast years decline to a level of zero percent, then remains at a 5 percent level, 

before declining to zero percent in perpetuity. The company will be challenge by the 

introduction of VC to the consumer market and that profitability is stable at 21.5 percent the 

first years, then declining to 10 percent towards perpetuity. No changes in capital turnover are 

made, and WACC is assumed to be 10 percent.  
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If each scenario is assigned, for simplicity, a 50 percent probability, then the probability-

weighted price per share will be NOK 333.15 per share, which is a weighted-average of the 

two scenarios.  

The scenario analysis exemplifies how the best- and worst case of changing the value drivers 

affects the share price. It should be noted, that by performing the scenario analysis, the results 

reflect a double-or-quit future. For example, although it might be unrealistic to assume such 

high growth rates forever, the scenario exemplifies a best-case situation.  

9.2.1  Part conclusion 

From the sensitivity analysis it is found that the share price of Tandberg is highly sensitive to 

changes in the estimated cost of capital, growth in the forecast period and operating margin.  

Since the forecasting of growth rates are subject to changes in the economic conditions, there 

is much uncertainty related to the forecasting. Small changes in growth have much impact on 

the share price. The analysis highlights the level of accuracy of the forecasts. Although it is 

not possible to state by certainty by which assumptions the offer price by Cisco has come 

forth, the greatest changes in price are depended on the changes of financial assumptions 

related to these three value drivers. Therefore, it is likely to believe that the offer price of 

Tandberg is a result of changes in the assumptions about these parameters.  

9.3  Acquisition premiums and bid expectations 

Recall from chapter 3 that that the premium Cisco paid for Tandberg to the previous day’s 

closing price was 11 percent and 23 percent for the initial and final bid, respectively. Strong 

empirical evidence suggests that the typical acquisition creates value for sellers. On average, 

the target company shareholders receive 30 percent premiums over their stock’s pre-

announcement market price (Koller, et al., 2005, p. 439).  

The Tandberg management justified the initial bid price’ 11 percent premium by stating that 

they believed that the Tandberg share price had already discounted for some bid expectations 

before the bid announcement. Thus, Tandberg here states that the premium underestimated 

the “true” bid premium.  

By looking at the Tandberg share price development in the months before the announcement, 

one could argue that there were some moderate bid expectations discounted in the share price. 

The bid price of NOK 153.5 per share on October 1st 2009 represents a premium of 25.2 

percent to the past three months average share price. It represents a 38.3 percent premium to 
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the closing share price on July 15th 2009, which was one day before the speculations of a third 

party was preparing to make an offer for Tandberg. Comparing Tandberg to the main 

competitor Polycom, Cisco and S&P 500 Information Technology Index over the three 

months up until the announcement, between July 1st and October 1st, Tandberg outperformed 

all these. Thus, there is reason to believe that some bid expectations have been discounted for 

in the share price (table 9.3).  

Table 9.3 Share price appreciation comparable companies/indices 

Company/Index  July 1st 2009  Oct 1st 2009  Change 
Tandberg (NOK)  111,25  153,50  38,0 % 
Polycom (USD)  20,58  25,57  24,2 % 
Cisco (USD)  18,80  23,09  22,8 % 
S&P 500 Info Tech Index (USD)  289,33  326,02  12,7 % 

Source: Personal contribution based on finance.yahoo.com and bloomberg.com 

In this period, Polycom, Cisco and S&P 500 Info Tech appreciated by about 24.2, 22.8 and 

12.7 percent, respectively. If it is assumed that the Tandberg share price increased by the 

average of these, 19.9 percent, the bid price of NOK 153.5 represent a premium of about 15 

percent, where Tandberg would likely to trade on the day before Cisco announced the bid. 

This is still not an extraordinary bid premium, considering that average acquisition premiums 

lie around a level of 30 percent. 

9.3.1  Part conclusion 

Looking at the development of the Tandberg share price in the months before the offer 

announcement, there is reason to believe was some moderate bid expectations discounted for 

in the share price, meaning that the “true” premium was higher.  

9.4  Revenue growth and synergies 

When acquiring another company, you will have to take actions to improve future cash flow 

of the combined business. These opportunities for improvement are called synergies (Koller, 

et al., 2005, p. 444). Hence, to create true synergies, the transaction has to enable one or both 

companies to grow faster than originally expected (Koller, et al., 2005, p. 452). It is very 

difficult to predict the value of synergies that will come out of an acquisition, because it 

depends on how the two companies are able to leverage on each others capabilities, hence, be 

able to grow faster than originally expected (Koller, et al., 2005, p. 445).  

Recall from chapter 5 that the companies expressed that their reasoning for the acquisition 

was the high growth potential of Tandberg and the large revenue synergy expectations. The 
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DCF model from chapter 8 is used here to change the assumptions for growth in order to 

assess the expectations for revenue growth by the initial and final bid prices.  

For simplicity, it is assumed varying rates of cost of capital between 7-10 percent and the 

same growth rate over the entire forecast period that gives the share prices. No other changes 

have been made to the model.  

Figure 9.1 Revenue synergies  

 

Source: Personal contribution 

By taking the difference in assumed by the pre-announcement share price and the initial bid 

price, we get the percentage increase in growth that is implied by the bid price, given the 

different WACCs. For example, by assuming WACC of 9 percent, the initial bid price implies 

an expected growth rate for all forecast years that is 1.8 percent higher than by pre-

announcement bid price. This means that, in terms of revenue synergies for Tandberg, the 

company is expected to grow by 1.8 percent more each year as a part of Cisco.  

The same has been done for the second bid price, where by assuming a WACC of 9 percent, 

the final bid price implies an expected growth rate for all forecast years that is 3.5 percent 

higher than by pre-announcement bid price.  

The simplified model should by no means be taken as an accurate measure of the revenue 

growth, as there are only a few value drivers that are varied. However, given the assumptions 

made, it might indicate the relative scale of revenue growth that is indicated by the different 

prices for Tandberg and different values for the cost of capital. Additionally, it builds on the 

sensitivity analysis, by which we here verify that small changes in growth have a large impact 

on the price of the share.  
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Going back to the growth and synergy expectations of the companies, some interesting 

reflections can be made. At the press conference of the acquisition announcement, Tandberg’s 

chairman Jan Chr. Opsahl said that he believed it would take Tandberg 10-15 years to grow to 

a revenue level of USD 10bn, while as a part of Cisco, he believed the company could reach 

this level much faster, indicating a time frame of five years. Although the statement should 

perhaps not be regarded as precise predictions, it indicates the scale of revenue synergies 

expected from the merger.  

Assume that Tandberg would grow to USD 10bn within 15 years, this would imply a 

compound annlual growth rate (CAGR) of 17. 4 percent. By making some simplified 

assumptions to the DCF analysis and a WACC of 9.0 percent, this would value the company 

to NOK 532 per share. Now assuming that Tandberg reach a USD 10bn level within five 

years as a part of Cisco would imply a CAGR of 61.8 percent, and value the Tandberg share 

to NOK 894 per share. This means that, in the opinion of the chairman, the merger with Cisco 

could lift the value of the company by 68 percent.  

Although the example is believed to be a best-case scenario, it does indicate the scale of 

revenue growth and synergy expectations that the companies were expecting. If we compare 

this to the simplified analysis done before, it seems both the initial and final bid price are 

based on assumptions for growth that are not in line with the companies’ expectations. The 

assumptions and DCF analysis may be found in appendix 8, Table 9.A.  

9.4.1  Part conclusion 

It is difficult to predict the value of synergies from the Cisco-Tandberg merger. However, it is 

possible to say something about the expected increase in revenue growth, which is assumed 

by the initial bid price of NOK 153.5 and the second bid price of NOK 170.0. By assuming 

different values of WACC, the analysis found that the implied changes in assumptions for 

revenue growth are small for the bid prices.   

It is to my best understanding, that the assumed revenue growth implied by the bid prices 

does not take account for the expected value of growth potential of Tandberg and the synergy 

expectations that were implied by the companies. The financial assumptions of neither the 

initial nor the final bid price are in line with the companies’ expectations for revenue growth 

and synergies.  
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10   CONCLUSION 
 

The purpose of this thesis has been to analyze the strategic and financial assumptions 

underlying the acquisition price on Tandberg made by Cisco, based on a stand-alone valuation 

of Tandberg. Both the initial bid price of NOK 153.5 per share on October 1st 2009, and the 

final bid price of NOK 170.0 per share on November 16th 2009 were assessed. 

The stand-alone valuation of Tandberg on the pre-announcement day September 30th 2009 

concludes on a price per share of NOK 178.5.  

The analysis has found that the strategic rationales of both Cisco and Tandberg were to 

exploit each other’s strategic capabilities. The further analysis of the companies through the 

acquisition process finds that there is a strategic relationship between the companies. The 

companies’ assessment about the risk of failing to succeed by the merger, are underlying the 

initial offer price. Due to the rejection of the Tandberg shareholders to the initial price, the 

final offer price was based on the assessment of these shareholders.  

By using the valuation model for a sensitivity analysis, it is found that the Tandberg share 

price is most sensitive to changes in the cost of capital, growth in the forecast period and 

operating margin. The offer price is therefore a result of changes in the underlying 

assumptions about these parameters.  

Because of the sensitivity of the value drivers, the assumed revenue growth and synergy 

expectations are found to be results of small changes in the parameters.  

By looking at the Tandberg share price movement in the months before the announcement, 

the analysis finally concludes that there is reason to believe there were moderate bid 

expectations discounted for in the share price.  
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12  APPENDIX 
 

Appendix 1 – Industry specific terms and technical definitions 

Videoconferencing (VC): A technique, which uses specialized equipment enabling people to 

see and speak to one another over existing telephone lines and the Internet. 

Telepresence: An immersive meeting experience that offers video and audio clarity. It allows 

people to meet virtually in a realistic setting, without actually having meet face-to-face. Can 

be installed in large telepresence rooms with many participants or smaller rooms, as well as 

for the personal use on the individual desktop.  

Interoperability: The ability for various videoconferencing vendors’ products to work 

together with each other.  

Unified Communications (UC): Integration of real-time communication services such as 

instant messaging (IM), telephony and VoIP, video conferencing with non real-time 

communication services such as unified messaging (voicemail, e-mail, SMS, fax)  

Codec: An acronym for Coder/DECoder. It is a software or hardware, which Compresses (for 

transmission) or Decompresses (once received) digital video and analog audio signals so that 

they occupy less bandwidth during transmission.  

Server: Any computerized process that shares a resource to one or more client processes.  

Gateway: A portal between two programs allowing them to share information by 

communicating between protocols. 

MCU: Multipoint Control Unit is used to connect multiple video and audio sites in one or 

more simultaneous conferences. Many times referred to as a “bridge”. 

ISDN: Integrated Services Digital Network is an international standard for digital services on 

the public switched telephone network.  

IP: Internet Protocol, which allows devices to communicate with one another via small data 

packages over the Internet through the use of IP addresses. 

VoIP: Voice over IP, which is a transmission technology for delivery of voice 

communications over IP networks. 
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HD: High definition is generally accepted to start at 720p up to Full HD at 1080p (p = 

progressive scan) 

1080p: Full HD. 1920x1080 pixels or 1,073,600 pixels in total.  

H.264: ITU umbrella standard version of video coding 

H.460.18/19 ITU standard for standards compliant firewall traversal 

Session Initiation Protocol (SIP)/H.323 International Telecommunications Union(ITU): the 

umbrella standard for the signaling protocol used for video conferencing over ISDN or IP 

networks. 

 

Appendix 2 – Summary of the intervju with Mr. Odd-Johnny Winge, Vice 

President of Products, May 24th 2010 

Q1: Can you tell me about the acquisition process with Cisco? 

We were contacted by a private equity firm in mid-2008, but due to the financial crisis, a 

potential acquisition did not occur. The first meeting with Cisco was in the beginning of 2009, 

where we talked about a partnership. However, it is difficult to get partnership when you are 

such direct competitors. The formal negotiation with Cisco started in July 2009. We informed 

the Board of Directors and involved investment bank to do the due diligence. Before the bid 

was announced, Cisco seeked the Board’s approval, which is very common in an acquisition 

process. If not, it would have been close to a hostile takeover. The rumors in the market in 

July 2009 of a potential acquisition of Tandberg, were the leaking Cisco rumors, which 

everyone thought were the private equity company returning with funding.  

Q2: What was Cisco’s role in the VC market? 

Cisco’s TelePresence system was launched in 2006, but it failed due to some technological 

choices the company made to the product. The result was that they had a hard time getting 

market share within the segment. With about USD 40bn in revenues Cisco has a great market 

presence, but due to these technological choices, they had a hard time getting market shares. 

In 2008, Tandberg started wondering when Cisco would come knocking on the door.  

Q3: How did Cisco and Tandberg arrive at an acquisition price? 
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We agreed to it together. It is a triangular game, with Cisco arguing for the lowest price and 

Tandberg arguing for the highest price, backed up by each parties’ investment banks. For the 

valuation, we use different methods; acquisition premium on comparable deals, FCF 

valuation and multiples. Finally, we argued that the synergies of the deal will bring a much 

higher valuation than what Cisco will pay. These synergies were Cisco’s greater channel 

distribution set-up globally, their large sales force globally, and the product alignment of the 

companies.  

Q4: Why did the Tandberg Board of Directors recommend the bid by its initial value of 

NOK 153.5 per share?  

The largest industrial potential acquirer had placed a bid on Tandberg, and we could not say 

no to that. Then the BoD would be held responsible to the shareholders for driving away a 

potential acquirer. Within the bid, Cisco tried to make a deal to the key executives and BoD, 

to keep them working for Tandberg. 

Q5: Did Tandberg talk to any other potential buyers during the process?  

We told Cisco that we would not say no in the event that some other companies would contact 

us. However, we had no wish to do so, not did any company contact us during the acquisition 

period. 

Q6: What was the role of the government in anti-trust issues related to the acquisition?  

For Cisco, dealing with the increasingly strict anti-trust regulations in the market, was very 

tiring throughout the acquisition process. It is likely that this will make Cisco afraid of 

engaging in acquisitions in the future. Increasing sharpened competitive regulations by the 

authorities in USA and Europa will make it difficult in the future for large companies to make 

acquisitions in the future.  

Q7: What is the greatest benefit for Tandberg being a part of Cisco?  

The greatest benefit is on the revenue side. Cisco has a much larger channel distribution 

network globally, a greater sales force globally/“more feet on the street” and a stronger brand 

awareness in the name Cisco. All this drives the top line. Additionally, there are perhaps some 

cost synergies in support activities synergies and on cost of goods sold. Cisco has the power 

to push the prices on suppliers downstream.  
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Q8: What is the greatest benefit for Cisco acquiring Tandberg?  

Together with Tandberg, Cisco will have a better technology and a larger product portfolio, 

which they can grow by. We are the player in the market with the greatest product portfolio 

within VC. They did not have the low-end solutions and the high-end solutions up to 

telepresence. 

Q9: How does Cisco’s acquisition of Tandberg compare to their other acquisition?  

The acquisition would be Cisco’s first large company bought outside the U.S, and the third 

largest acquisition. Prior to engaging in the process with Tandberg, Cisco had looked at all 

potential players/targets in the industry. 

Q10: What drove Cisco to choose Tandberg?  

The quality of the products and the people. As well as Tandberg’s market shares. It would 

have been tough for Cisco not to acquire a company with large market shares. Did not want to 

buy the number two target in the VC market.  

Q11: What are your expectations to the future market share relative to Polycom?  

I believe that Tandberg will take market share from Polycom. If you look at the development, 

we have taken market share and grown since 2000, faster than Polycom. I believe that is due 

to better sales force, better products and better management. However, we are very alike seen 

in the industry.  

Q12: How do you believe the ASP will develop in the future?  

If you look at the global ASP historically back to year 2000, the price is almost the same, with 

a slight decrease. The price might decrease some, but not much. At some point it will become 

cheaper, but as long as it is on a B2B market, prices will remain relatively stable. When it 

reaches the consumer market, prices will fall. I believe VC will reach this market within five 

years.  

Q13: How can Tandberg maintain the high market share with significantly higher ASP?  

First, it is a push market. The seller determines which producer you choose. Second, brand 

awareness.  

Q14: How do you approach customers?  
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We go to the customers, which is required in the “push” market that VC is. Therefore, we 

have to be very “early adopters”. When we add sellers, revenues increase, thus the more we 

grow.  

Q15: What is the most important aspect for the customer when purchasing Tandberg?  

The argument of ROI. If you get value for you investment, it doesn’t matter what the cost is. 

You can easily calculate the return versus travelling. But then you have to ensure that the 

products work. Quality is crucial.  

Q16: Where and how are Tandberg’s product components purchased and 

manufactured? 

Components are purchased from suppliers all over the world. For example, aluminum is 

purchased from Norway, silicon chips from Asia/American distributors, electronic 

components from Asia/China. The components are manufactured in Norway, Poland, 

Denmark and the U.S. Tandberg has not focused on decreasing costs on these processes yet. 

Time-to-market has been much more important than reducing product costs. Tandberg does 

not own any production; everything is outsourced. It is a part of our strategy. We do the 

designing of the products, then we go to a manufacturer and get a price per product, and 

finally we are selling the products. 

Q17: Tandberg has historically had little or no debt, and much cash. Why? 

Tandberg generates a lot of cash. We have a stabile dividend profile; we make some 

repurchases of shares, and some acquisitions. We have determined that we would 

continuously like to have some cash, so that we can make acquisitions, rather than go out in 

the market for debt. However, generally we have probably held a too large pool of cash.  

Q18: How will you describe the capital structure of Tandberg?  

Tarald Brøvig (founder of Tandberg ASA, 1987) said that a technology company should 

never have debt because it needs to bear with fluctuations. Taking new technology to the 

market can take much longer time that expected. Hence, you have to be liquid enough to be 

able to go through rough waters. The current capital structure of Tandberg goes back his time. 

Q19: Does Tandberg have a target capital structure?  
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No, we have no target capital structure. We have no philosophy to our capital structure, 

however, a couple hundred million in cash is good to have. Codian was a large acquisition 

(2007), so in that case it was good to have some cash.  

Q20: Will we ever see Tandberg with debt in the future?  

No. For example, in shipping, you have an asset that generates cash. The higher you gear, the 

more returns. In technology, we have no physical assets as a guarantee. If we don’t continue 

to develop ourselves, competitors will take our market share.  

Q21: How would you describe Tandberg’s strategy?  

Our vision is “Changing the way people communicate”. Our strategy is to build a dominant 

position in the field of visual communication. The result has been that we have bought 

technology that has fitted into our product portfolio. We buy technology. This is a common 

strategy by technology firms. Cisco buys our technology to get access to new technology. As 

a part of the Tandberg acquisition strategy, we have bought only video companies, not audio, 

unlike Polycom, whose strategy has not been as focused as ours.  

Q22: How do believe the market will develop in the future?  

I will not be surprised if the VC market is a USD 10bn market in five years. I believe that will 

happen. 

Q23: Standards on the products?  

Two things are important: The signaling protocol – H.323 and SIP (the new) - the dialect, the 

signal sent when someone calls another person. Video codec – H.264, many different ones for 

audio - when the camera captures picture and sound in one place, you can send it to another 

place. Patents: Tandberg wants to make things better, such as improving the pictures through 

the IP network sending packages. Everyone in the market should follow the standards, but 

they do not have to. Cisco did not do this, and then it is easy to make it better. But that is one 

of the reasons why Cisco bought Tandberg.  

Q24: Tandberg’s own use of VC?  

Tandberg employees do not use telephones internally. Globally, we have about 90,000 

conversations per months.  
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Appendix 3 – Chapter 4: Market and company description 

 

Figure 4.A The global VC market growth year-on-year by revenues and units sold 

 

Source: Personal contribution based on (Tandberg, 2010c) 

 

Figure 4.B Products sold in the global VC market 

     

Source: Personal contribution based on (WainhouseResearch, 2009)  

4 % 
0 % 

18 % 
12 % 

19 % 

37 % 

17 % 

0 % 

9 % 
14 % 

21 %  21 % 
20 % 

30 % 

9 % 

‐1 % 

‐10 % 

0 % 

10 % 

20 % 

30 % 

40 % 

2002  2003  2004  2005  2006  2007  2008  2009 

Revenue growth  Unit growth 

81 % 

18 % 

0,75 % 

Propor>on of units sold by type of system ‐ 
first half 2009 

Single‐codec 
(tradi>onal VC) 

Desktop systems 

Mul>‐codec (TP) 



Analysis of the Cisco-Tandberg acquisition    Copenhagen Business School, 2010 
 

  88 

Figure 4.C Relative industry performance – U.S. market Q109 

  

Source: Wainhouse Research has collected U.S. Government data on industry growth rates for Q1-2009 for a handful of other markets. As shown above, all of the industries 
included in the chart experienced negative annual revenue growth – that is the revenues in Q1-09 were smaller than the revenues in Q1-08.  The videoconferencing industry, 
however, fared better than three of the four other industries covered, and slightly worse than one; computers/electronics (WainhouseResearch, 2009).  
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Figure 4.D Historical market shares of the endpoint division (2005-2009) 

 
Source: Personal contribution based on (Tandberg, 2010c) 

 

Figure 4.E Historical market shares of the endpoint revenues by geographical regions (2005-2009) (Americas, EMEA and APAC from 
left to right) 

 

 

 

 

 

Source: Personal contribution based on (Tandberg, 2010) 
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Figure 4.F Historical market shares of the network infrastructure division (2005-2009)  

 
Source: Personal contribution based on (Tandberg, 2010c) 

 

Figure 4.G Historical market shares of the network infrastructure division by geographical regions (2005-2009) (Americas, EMEA and 
APAC from left to right) 

 

 

 

 

 

 

Source: Personal contribution based on (Tandberg, 2010) 
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Figure 4.H Historical revenues from Value-Added Services division (2005-2009) 

 
Source: Personal contribution based on (Tandberg, 2010c) 
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Appendix 4 – Chapter 5: Strategic analysis 

Figure 5.A: Porter’s Five Forces model 
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Appendix 5 – Chapter 6: Financial Statement analysis 

Figure 6.A: The ROIC tree 

  
 
Source: (Koller, Copeland, Wessels, & Goedhart, 2005, p. ) 
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Appendix 6 – Chapter 7: Forecast 

Figure 7.A The Average Selling Price (ASP) for the industry, Tandberg and Polycom (2001-2009) 

 
Source: Personal contribution based on (Tandberg, 2010c) 
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Table 7.A Industry revenue forecast (2010-2014) 

Industry revenues (MUSD)  2005  2006  2007  2008  2009   2010E    2011E    2012E    2013E    2014E  
                                
Industry revenues   925,5      1 125,2      1 556,8      2 042,4      2 113,8      2 432      2 986      3 611      3 956      4 141    
   growth Y/Y     22 %  38 %  31 %  3 %  15 %  23 %  21 %  10 %  5 % 
                                
Industry endpoint revenues  691,0   820,0   1 141,0   1 356,0   1 262,0   1 424   1 753   2 106   2 207   2 225  
   growth Y/Y     19 %  39 %  19 %  ‐7 %  13 %  25 %  30 %  20 %  1 % 
                                
Network infrastructure  201,0  239,0  312,0  346,0  434,0  473  576  711  879  1088 
   growth Y/Y     19 %  31 %  11 %  25 %  9 %  22 %  23 %  24 %  24 % 
                                
Services   33,5      66,2      103,8      340,4      417,8      535      657      794      870      828    
   growth Y/Y     98 %  57 %  228 %  23 %  28 %  23 %  21 %  10 %  ‐5 % 
   % of total revenues  4 %  6 %  7 %  17 %  20 %  22 %  22 %  22 %  22 %  20 % 
                                
Industry total units sold   136 184    163 902    212 635    230 769    227 757    256 986    316 383    380 000    398 246    401 516  
   growth Y/Y     20 %  30 %  9 %  ‐1 %  13 %  23 %  20 %  5 %  1 % 
                                
Industry ASP (USD)   5 074    5 003    5 366    5 876    5 541    5 541    5 541    5 541    5 541    5 541  
   growth Y/Y     ‐1 %  7 %  10 %  ‐6 %  0 %  0 %  0 %  0 %  0 % 
Source: Personal contribution 
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Table 7.B Tandberg revenue forecast (2010-2024) 

Tandberg                               
Revenue by divisions (MUSD)  2005  2006  2007  2008  2009   2010E    2011E    2012E    2013E    2014E  
Endpoints  258,0  305,9  461,3  537,3  538,3  614,2  756,2  908,2  951,8  959,7 
   % of revenues  75 %  73 %  73 %  66 %  60 %  58 %  57 %  56 %  53 %  48 % 
   growth Y/Y     19 %  51 %  16 %  0 %  14 %  23 %  20 %  5 %  1 % 
   market share  37 %  37 %  40 %  40 %  43 %  43 %  43 %  43 %  43 %  43 % 
                                
Network infrastructure  42,6  55,7  85,5  155,1  210,6  264,9  334,1  426,6  527,4  652,8 
   % of revenues  12 %  13 %  14 %  19 %  23 %  25 %  25 %  26 %  29 %  33 % 
   growth Y/Y     31 %  54 %  81 %  36 %  26 %  26 %  28 %  24 %  24 % 
   market share  21 %  23 %  27 %  45 %  49 %  56 %  58 %  60 %  60 %  60 % 
                                
Value‐Added Services  44,6  58,1  83,7  116,4  153,7  184,4  229,6  284,7  326,0  366,8 
   % of revenues  13 %  14 %  13 %  14 %  17 %  17 %  17 %  18 %  18 %  19 % 
   growth Y/Y     30 %  44 %  39 %  32 %  20 %  25 %  24 %  15 %  13 % 
   market share  133 %  88 %  81 %  34 %  37 %  34 %  35 %  36 %  37 %  44 % 
                                
Total revenues  345,2  419,7  630,5  808,8  902,6  1063,5  1319,9  1619,6  1805,3  1979,2 
   growth Y/Y     22 %  50 %  28 %  12 %  18 %  24 %  23 %  11 %  10 % 
                                
Market share revenues  37 %  37 %  41 %  40 %  43 %  44 %  44 %  45 %  46 %  48 % 
                                
Tandberg total units sold   32 618    40 118    58 563    66 631    69 823    79 666    98 079    117 800    123 456    124 470  
   growth Y/Y     23 %  46 %  14 %  5 %  14 %  23 %  20 %  5 %  1 % 
Market share units sold  24 %  24 %  28 %  29 %  31 %  31 %  31 %  31 %  31 %  31 % 
                                
Tandberg ASP (USD)   7 913    7 623    7 877    8 064    7 710   7710  7710  7710  7710  7710 
   growth Y/Y     ‐4 %  3 %  2 %  ‐4 %  0 %  0 %  0 %  0 %  0 % 
 

Tandberg revenues 
(MUSD) 

 2015E    2016E    2017E    2018E    2019E    2020E    2021E    2022E    2023E    2024E  
Total revenues   2 117,8      2 266,0      2 424,7      2 594,4      2 724,1      2 860,3      3 003,3      3 153,5      3 216,6      3 280,9    
   growth Y/Y  7 %  7 %  7 %  7 %  5 %  5 %  5 %  5 %  2 %  2 % 
Source: Personal contribution 
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Table 7.C Forecast drivers for the income statement 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
Forecast drivers for the income statement                               
                                
   Cost of goods sold / Revenues  32,5 %  32,6 %  33,6 %  34,0 %  34,3 %  34,3 %  34,3 %  34,3 %  34,3 %  34,3 % 
   Salaries and social costs / Revenues  24,7 %  27,1 %  26,1 %  24,7 %  24,3 %  24,3 %  24,3 %  24,3 %  24,3 %  24,3 % 
   Other operating costs / Revenues  15,0 %  13,9 %  12,9 %  14,1 %  13,8 %  14,0 %  14,0 %  14,0 %  14,0 %  14,0 % 
   Settlement costs / Revenues   ‐     3,1 %   ‐      ‐      ‐      ‐      ‐      ‐      ‐      ‐    
                                
   Depreciation / Revenues  0,8 %  0,9 %  1,1 %  1,3 %  1,2 %  1,2 %  1,2 %  1,2 %  1,2 %  1,2 % 
   Amortization / Revenues  2,3 %  2,8 %  3,2 %  4,1 %  5,0 %  5,0 %  5,0 %  5,0 %  5,0 %  5,0 % 
                                
   Financial income (excl foreign ex gains/losses) 
/ Prior year excess cash 

   4,0 %  4,3 %  3,3 %     4,2 %  4,2 %  4,2 %  4,2 %  4,2 % 
   Financial expenses ( excl foreign ex 
gains/losses) / Prior year int‐b. debt  

   0,0 %  0,0 %  7,0 %     8,0 %  8,0 %  8,0 %  8,0 %  8,0 % 
                                
   Effective Tax Rate  22,8 %  29,1 %  27,9 %  32,1 %  29,0 %  29,0 %  29,0 %  29,0 %  29,0 %  29,0 % 
                                
Margins                               
EBITDA margin  27,8 %  23,3 %  27,5 %  27,2 %  27,6 %  27,4 %  27,4 %  27,4 %  27,4 %  27,4 % 
EBIT margin (operating margin)  24,7 %  19,5 %  23,2 %  21,8 %  21,5 %  21,2 %  21,2 %  21,2 %  21,2 %  21,2 % 
EBIT margin in percent of EBITDA margin  88,9 %  83,9 %  84,4 %  80,2 %  77,7 %  77,4 %  77,4 %  77,4 %  77,4 %  77,4 % 

 

MUSD  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 
Forecast drivers for the income statement                               
EBITDA margin  25,0 %  25,0 %  25,0 %  25,0 %  20,0 %  20,0 %  20,0 %  20,0 %  15,0 %  15,0 % 
EBIT margin  19,4 %  19,4 %  19,4 %  19,4 %  15,5 %  15,5 %  15,5 %  15,5 %  11,6 %  11,6 % 
EBIT margin in percent of EBITDA margin  77,4 %  77,4 %  77,4 %  77,4 %  77,4 %  77,4 %  77,4 %  77,4 %  77,4 %  77,4 % 
Source: Personal contribution 
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Table 7.D Forecast drivers for the balance sheet 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
Forecast drivers for the balance sheet                               
                                
Working Capital / Revenues  5,7 %  ‐4,6 %  ‐4,4 %  ‐5,4 %  ‐11,8 %  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 % 
   Inventories / COGS  23,6 %  21,6 %  21,5 %  18,7 %  12,8 %  12,8 %  12,8 %  12,8 %  12,8 %  12,8 % 
   Accounts receivables / Revenues  22,9 %  21,6 %  19,7 %  15,6 %  18,4 %  19,6 %  19,6 %  19,6 %  19,6 %  19,6 % 
   Other current assets / Revenues  0,8 %  2,0 %  1,6 %  0,9 %  1,1 %  1,1 %  1,1 %  1,1 %  1,1 %  1,1 % 
   Operting cash / Revenues  2,0 %  2,0 %  2,0 %  2,0 %  2,0 %  2,0 %  2,0 %  2,0 %  2,0 %  2,0 % 
   Accounts payables / COGS  20,3 %  22,9 %  20,8 %  15,2 %  16,4 %  16,4 %  16,4 %  16,4 %  16,4 %  16,4 % 
   Tax deductions and duties payable / Revenues  ‐0,2 %  0,1 %  ‐0,1 %  0,2 %  0,2 %  0,0 %  0,0 %  0,0 %  0,0 %  0,0 % 
   Taxes payable / Revenues  5,3 %  7,0 %  4,8 %  5,7 %  4,2 %  4,2 %  4,2 %  4,2 %  4,2 %  4,2 % 
   Other current liabilities / Revenues  16,1 %  22,7 %  23,3 %  19,2 %  27,6 %  21,8 %  21,8 %  21,8 %  21,8 %  21,8 % 
                                
Tangible assets / Revenues  1,2 %  2,5 %  3,2 %  2,6 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 % 
   Property, plant and equipment / Revenues  1,2 %  2,5 %  3,2 %  2,6 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 % 
                                
Intangible assets / Revenues  20,7 %  20,2 %  61,1 %  47,8 %  43,5 %  39,6 %  34,3 %  30,3 %  28,5 %  27,1 % 
   Growth in goodwill     0,0 %  775,0 %  0,0 %  0,0 %  0,0 %  0,0 %  0,0 %  0,0 %  0,0 % 
   Other intangible assets / Revenues  11,2 %  12,4 %  15,5 %  12,3 %  11,7 %  12,6 %  12,6 %  12,6 %  12,6 %  12,6 % 
                                
Net other non‐current assets / Revenues  0,0 %  ‐0,2 %  ‐0,3 %  ‐0,2 %  0,1 %  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 % 
   Other operating non‐current assets / Revenues  0,0 %  0,0 %  0,0 %  0,0 %  0,3 %  0,0 %  0,0 %  0,0 %  0,0 %  0,0 % 
   Other operating non‐current liabilites / 
Revenues 

0,0 %  0,2 %  0,3 %  0,2 %  0,2 %  0,2 %  0,2 %  0,2 %  0,2 %  0,2 % 
                                
Non‐operating liabilities and equity equivalents                               
   Net deferred taxes (Deferred income tax 
assets) 

               0,0 %  0,0 %  0,0 %  0,0 %  0,0 % 
   Other non‐current liabilities (interest‐bearing)                 0,0 %  0,0 %  0,0 %  0,0 %  0,0 % 
   Other current liabilities (interest‐bearing)                 0,0 %  0,0 %  0,0 %  0,0 %  0,0 % 
 

MUSD  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 
Forecast drivers for the balance sheet                               
Working Capital / Revenues  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 %  ‐4,6 % 
Tangible assets / Revenues  2,8 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 %  2,8 % 
Intangible assets / Revenues  27,1 %  27,1 %  27,1 %  27,1 %  27,1 %  27,1 %  27,1 %  27,1 %  27,1 %  27,1 % 
Net other non‐current assets / Revenues  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 %  ‐0,2 % 
Source: Personal contribution 
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Table 7.E Income Statement (2005-2024) 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
Income Statement                               
                                
   growth     21,6 %  50,2 %  28,3 %  11,6 %  17,8 %  24,1 %  22,7 %  11,5 %  9,6 % 
Operating revenues   345,2      419,7      630,5      808,8      902,6      1 063,5      1 319,9      1 619,6      1 805,3      1 979,2    
   Endpoints   258,0      305,9      461,3      537,3      538,3      614,2      756,2      908,2      951,8      959,7    
   Network infrastructure   42,6      55,7      85,5      155,1      210,6      264,9      334,1      426,6      527,4      652,8    
   Vale‐Added Services   44,6      58,1      83,7      116,4      153,7      184,4      229,6      284,7      326,0      366,8    
                                
   growth     29,3 %  42,0 %  28,7 %  11,0 %  18,2 %  24,1 %  22,7 %  11,5 %  9,6 % 
Operating costs  ‐249,1   ‐322,1   ‐457,4   ‐588,6   ‐653,2   ‐772,1   ‐958,2   ‐1 175,8   ‐1 310,6   ‐1 436,9  
   Cost of goods sold  ‐112,1   ‐136,9   ‐211,7   ‐274,9   ‐309,4   ‐364,8   ‐452,7   ‐555,5   ‐619,2   ‐678,9  
   Salaries and social costs  ‐85,3   ‐113,6   ‐164,3   ‐199,8   ‐219,0   ‐258,4   ‐320,7   ‐393,6   ‐438,7   ‐481,0  
   Other operating costs  ‐51,7   ‐58,5   ‐81,4   ‐113,9   ‐124,8   ‐148,9   ‐184,8   ‐226,7   ‐252,7   ‐277,1  
   Settlement costs   ‐      ‐13,1    ‐       ‐       ‐       ‐       ‐       ‐       ‐       ‐     
EBITDA   96,1      97,6      173,1      220,2      249,4      291,4      361,7      443,8      494,6      542,3    
   margin  27,8 %  23,3 %  27,5 %  27,2 %  27,6 %  27,4 %  27,4 %  27,4 %  27,4 %  27,4 % 
                                
Total depreciation & amortization  ‐10,70  ‐15,70  ‐27,00  ‐43,50  ‐55,60  ‐65,94  ‐81,83  ‐100,41  ‐111,93  ‐122,71 
   Depreciation  ‐2,90  ‐3,80  ‐6,80  ‐10,30  ‐10,70  ‐12,76  ‐15,84  ‐19,43  ‐21,66  ‐23,75 
   Amortization  ‐7,80  ‐11,90  ‐20,20  ‐33,20  ‐44,90  ‐53,18  ‐65,99  ‐80,98  ‐90,26  ‐98,96 
Operating profit (EBIT)   85,4      81,9      146,1      176,7      193,8      225,5      279,8      343,4      382,7      419,6    
   margin  24,7 %  19,5 %  23,2 %  21,8 %  21,5 %  21,2 %  21,2 %  21,2 %  21,2 %  21,2 % 
                                
Net financial items   5,4      4,3     ‐4,1    21,6     ‐21,7    12,1      14,6      21,3      29,9      40,5    
   Financial income   19,4      28,4      18,2      47,6         12,1      14,6      21,3      29,9      40,5    
   Financial expenses   ‐14,0   ‐24,1   ‐22,3   ‐26,0       ‐       ‐       ‐       ‐       ‐     
Profit before tax (EBT)   90,8      86,2      142,0      198,3      172,1      237,6      294,4      364,7      412,6      460,1    
   Tax   20,7      25,1      39,6      63,7      49,9      68,9      85,4      105,8      119,7      133,4    
Profit after tax (Net income)   70,1      61,1      102,4      134,6      122,2      168,7      209,0      258,9      293,0      326,6    

 
MUSD  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 
Income Statement                               
   growth  7,0 %  7,0 %  7,0 %  7,0 %  5,0 %  5,0 %  5,0 %  5,0 %  2,0 %  2,0 % 
Operating revenues   2 117,8      2 266,0      2 424,7      2 594,4      2 724,1      2 860,3      3 003,3      3 153,5      3 216,6      3 280,9    
EBITDA   529,4      566,5      606,2      648,6      544,8      572,1      600,7      630,7      482,5      492,1    
   margin  25,0 %  25,0 %  25,0 %  25,0 %  20,0 %  20,0 %  20,0 %  20,0 %  15,0 %  15,0 % 
Operating profit (EBIT)   409,8      438,5      469,2      502,0      421,7      442,8      464,9      488,2      373,4      380,9    
   margin  19,4 %  19,4 %  19,4 %  19,4 %  15,5 %  15,5 %  15,5 %  15,5 %  11,6 %  11,6 % 
Source: Personal contribution 
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Table 7.F Balance Sheet – Asset side (2005-2014) 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
Balance Sheet                               
ASSETS                               
Current assets                               
   Inventories   26,5      29,6      45,6      51,4      39,5      46,7      57,9      71,1      79,3      86,9    
   Accounts receivables   79,2      90,8      124,0      125,9      166,1      208,5      258,7      317,4      353,8      387,9    
   Other current assets   2,9      8,2      10,2      7,6      10,0      11,7      14,5      17,8      19,9      21,8    
   Cash and bank deposits   202,8      149,6      85,2      174,8      306,6      368,8      533,7      744,7      999,7      1 289,3    
Total current assets   311,4      278,2      265,0      359,7      522,2      635,6      864,8      1 151,1      1 452,6      1 785,9    
                                
Non‐current assets                               
   Property, plant and equipment   4,2      10,7      20,0      20,7      25,7      29,8      37,0      45,3      50,5      55,4    
Tangible assets   4,2      10,7      20,0      20,7      25,7      29,8      37,0      45,3      50,5      55,4    
   Goodwill   32,8      32,8      287,0      287,0      287,0      287,0      287,0      287,0      287,0      287,0    
   Other intangible assets   38,6      52,1      98,0      99,5      105,2      134,0      166,3      204,1      227,5      249,4    
Intangible assets   71,4      84,9      385,0      386,5      392,2      421,0      453,3      491,1      514,5      536,4    
   Deferred income tax assets   4,5      10,5      7,1      4,8      6,0      6,0      6,0      6,0      6,0      6,0    
   Other non‐current assets   ‐       ‐       ‐       ‐       2,3      ‐       ‐       ‐       ‐       ‐     
Total non‐current assets   80,1      106,1      412,1      412,0      426,2      456,8      496,3      542,4      571,0      597,8    
Total assets   391,5      384,3      677,1      771,7      948,4      1 092,4      1 361,1      1 693,5      2 023,7      2 383,7    
Source: Personal contribution 
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Table 7.G Balance Sheet – Liability and Equity side (2005-2014) 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
Balance Sheet                               
EQUITY AND LIABILITIES                               
Equity                               
   Issued capital   15,6      13,4      12,3      12,3      12,0      ‐       ‐       ‐       ‐       ‐     
   Share premium   101,1      28,9      142,1      142,1      142,1      ‐       ‐       ‐       ‐       ‐     
   Treasury shares  ‐1,9   ‐1,9    ‐      ‐0,3    ‐       ‐       ‐       ‐       ‐       ‐     
   Foreign currency translation  ‐4,7    7,1      14,1     ‐2,8    ‐       ‐       ‐       ‐       ‐       ‐     
   Retained earnings   185,6      179,5      266,6      353,8      452,7                   
Total equity   295,7      227,0      435,1      505,1      606,8      753,5      940,5      1 177,4      1 448,4      1 753,0    
                                
Non‐current liabilities                               
   Other non‐current liabilities   ‐       0,8      1,7      1,8      1,4      2,1      2,6      3,2      3,6      4,0    
   Other non‐current liabilities (interest‐bearing)   ‐       ‐       20,0      ‐       ‐       ‐       ‐       ‐       ‐       ‐     
Total non‐current liabilities   ‐       0,8      21,7      1,8      1,4      2,1      2,6      3,2      3,6      4,0    
                                
Current liabilities                               
   Accounts payables   22,8      31,4      44,0      41,8      50,8      59,8      74,2      91,1      101,6      111,3    
   Tax deductions and duties payable  ‐0,8    0,6     ‐0,7    1,8      1,9      0,4      0,5      0,6      0,7      0,8    
   Taxes payable   18,2      29,2      30,3      45,8      38,2      44,7      55,4      68,0      75,8      83,1    
   Other current liabilities   55,6      95,3      146,7      155,4      249,3      231,9      287,7      353,1      393,5      431,5    
   Other current liabilities (interest‐bearing)   ‐       ‐       ‐       20,0      ‐       ‐       ‐       ‐       ‐       ‐     
Total current liabilities   95,8      156,5      220,3      264,8      340,2      336,8      417,9      512,8      571,6      626,7    
Total liabilities   95,8      157,3      242,0      266,6      341,6      338,9      420,6      516,1      575,3      630,7    
Total equity and liabilities   391,5      384,3      677,1      771,7      948,4      1 092,4      1 361,1      1 693,5      2 023,7      2 383,7    
 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
Equity forecast                               
Beginning period equity   334,9      295,7      227,0      435,1      505,1      606,8      753,5      940,5      1 177,4      1 448,4    
Repurchase of shares (net)  ‐96,7   ‐130,2   ‐9,9   ‐27,3    ‐       ‐       ‐       ‐       ‐       ‐     
Issuance of shares   ‐       ‐       114,1      ‐       ‐       ‐       ‐       ‐       ‐       ‐     
Dividend  ‐11,1   ‐12,2   ‐14,6   ‐22,5   ‐21,0   ‐22,0   ‐22,0   ‐22,0   ‐22,0   ‐22,0  
Profit after tax (net income)   70,1      61,1      102,4      134,6      122,2      168,7      209,0      258,9      293,0      326,6    
Employees benefits   3,2      5,1      9,1      2,1     ‐12,1    ‐       ‐       ‐       ‐       ‐     
Exchange differences of tranlating foreign operations  ‐4,7    7,5      7,0     ‐16,9    12,6      ‐       ‐       ‐       ‐       ‐     
End period equity   295,7      227,0      435,1      505,1      606,8      753,5      940,5      1 177,4      1 448,4      1 753,0    
                                
Cash / Total assets  51,8 %  38,9 %  12,6 %  22,7 %  32,3 %  33,8 %  39,2 %  44,0 %  49,4 %  54,1 % 
Source: Personal contribution 
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Table 7.H Invested Capital (2005-2014) 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
Invested capital                               
ASSET SIDE                               
   Inventories   26,5      29,6      45,6      51,4      39,5      46,7      57,9      71,1      79,3      86,9    
   Accounts receivables   79,2      90,8      124,0      125,9      166,1      208,5      258,7      317,4      353,8      387,9    
   Other current assets   2,9      8,2      10,2      7,6      10,0      11,7      14,5      17,8      19,9      21,8    
   Operating cash   6,9      8,4      12,6      16,2      18,1      21,3      26,4      32,4      36,1      39,6    
Current Assets   115,5      137,0      192,4      201,1      233,7      288,1      357,6      438,7      489,1      536,2    
   Accounts payables   22,8      31,4      44,0      41,8      50,8      59,8      74,2      91,1      101,6      111,3    
   Tax deductions and duties payable  ‐0,8    0,6     ‐0,7    1,8      1,9      0,4      0,5      0,6      0,7      0,8    
   Taxes payable   18,2      29,2      30,3      45,8      38,2      44,7      55,4      68,0      75,8      83,1    
   Other current liabilities   55,6      95,3      146,7      155,4      249,3      231,9      287,7      353,1      393,5      431,5    
Current Liabilities   95,8      156,5      220,3      244,8      340,2      336,8      417,9      512,8      571,6      626,7    
                                
Working Capital   19,7     ‐19,5   ‐27,9   ‐43,7   ‐106,5   ‐48,7   ‐60,4   ‐74,1   ‐82,6   ‐90,5  
                                
   Property, plant and equipment   4,2      10,7      20,0      20,7      25,7      29,8      37,0      45,3      50,5      55,4    
Tangible assets   4,2      10,7      20,0      20,7      25,7      29,8      37,0      45,3      50,5      55,4    
   Goodwill   32,8      32,8      287,0      287,0      287,0      287,0      287,0      287,0      287,0      287,0    
   Other intangible assets   38,6      52,1      98,0      99,5      105,2      134,0      166,3      204,1      227,5      249,4    
Intangible assets   71,4      84,9      385,0      386,5      392,2      421,0      453,3      491,1      514,5      536,4    
   Other non‐current assets   ‐       ‐       ‐       ‐       2,3      ‐       ‐       ‐       ‐       ‐     
   Other non‐current liabilities   ‐      ‐0,8   ‐1,7   ‐1,8   ‐1,4     ‐2,1   ‐2,6   ‐3,2   ‐3,6   ‐4,0  
Net other non‐current assets   ‐      ‐0,8   ‐1,7   ‐1,8    0,9     ‐2,1   ‐2,6   ‐3,2   ‐3,6   ‐4,0  
Total non‐current assets   75,6      94,8      403,3      405,4      418,8      448,7      487,6      533,2      561,4      587,8    
Invested capital (OA‐OL)   95,3      75,3      375,4      361,7      312,3      400,0      427,2      459,1      478,8      497,3    
Average      85,3      225,4      368,5      337,0      356,1      413,6      443,2      468,9      488,1    
                                
LIABILITY SIDE                               
Total Owner's Equity (OE)   295,7      227,0      435,1      505,1      606,8      753,5      940,5      1 177,4      1 448,4      1 753,0    
   Net deferred taxes (Deferred income tax assets)  ‐4,5   ‐10,5   ‐7,1   ‐4,8   ‐6,0   ‐6,0   ‐6,0   ‐6,0   ‐6,0   ‐6,0  
Adjusted Owner's Equity (OE)   291,2      216,5      428,0      500,3      600,8      747,5      934,5      1 171,4      1 442,4      1 747,0    
                                
   Other non‐current liabilities (interest‐bearing)   ‐       ‐       20,0      ‐       ‐       ‐       ‐       ‐       ‐       ‐     
   Other current liabilities (interest‐bearing)   ‐       ‐       ‐       20,0      ‐       ‐       ‐       ‐       ‐       ‐     
Debt  and debt equivalents   ‐       ‐       20,0      20,0      ‐       ‐       ‐       ‐       ‐       ‐     
   ‐ Cash and bank deposits (excess cash)  ‐195,9   ‐141,2   ‐72,6   ‐158,6   ‐288,5   ‐347,5   ‐507,3   ‐712,3   ‐963,6   ‐1 249,8  
Net interest bearing debt (NIBD)  ‐195,9   ‐141,2   ‐52,6   ‐138,6   ‐288,5   ‐347,5   ‐507,3   ‐712,3   ‐963,6   ‐1 249,8  
Invested capital (OE+NIBD)   95,3      75,3      375,4      361,7      312,3      400,0      427,2      459,1      478,8      497,3    
Average      85,3      225,4      368,5      337,0      356,1      413,6      443,2      468,9      488,1    

Source: Personal contribution 



Analysis of the Cisco-Tandberg acquisition    Copenhagen Business School, 2010 
 

  103 

Table 7.I Invested Capital (2015-2024) 

MUSD  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 
Invested capital                               
Working Capital  ‐97,4   ‐104,2   ‐111,5   ‐119,3   ‐125,3   ‐131,6   ‐138,2   ‐145,1   ‐148,0   ‐150,9  
                                
Tangible assets   59,3      63,4      67,9      72,6      76,3      80,1      84,1      88,3      90,1      91,9    
                                
Intangible assets   573,9      614,1      657,1      703,1      738,2      775,1      813,9      854,6      871,7      889,1    
                                
Net other non‐current assets  ‐4,2   ‐4,5   ‐4,8   ‐5,2   ‐5,4   ‐5,7   ‐6,0   ‐6,3   ‐6,4   ‐6,6  
Invested capital   531,6      568,8      608,6      651,2      683,7      717,9      753,8      791,5      807,4      823,5    
   growth  7,0 %  7,0 %  7,0 %  7,0 %  5,0 %  5,0 %  5,0 %  5,0 %  2,0 %  2,0 % 
Source: Personal contribution 
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Table 7.J Decomposition of ROIC 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
Decomposition of ROIC                               
                                
ROIC (beginning invested capital)     54,6 %  144,4 %  32,6 %  37,7 %  51,3 %  49,7 %  57,1 %  59,2 %  62,2 % 
ROIC average     61,0 %  48,3 %  33,2 %  40,5 %  45,0 %  48,0 %  55,0 %  57,9 %  61,0 % 
                                
Decomposition of ROIC (average)                               
ROIC check     61,0 %  48,3 %  33,2 %  40,5 %  45,0 %  48,0 %  55,0 %  57,9 %  61,0 % 
   Cash tax rate     36,4 %  25,6 %  30,8 %  29,6 %  29,0 %  29,0 %  29,0 %  29,0 %  29,0 % 
   Pre‐tax ROIC (Op margin*Av cap turns)     96,0 %  64,8 %  47,9 %  57,5 %  63,3 %  67,7 %  77,5 %  81,6 %  86,0 % 
      Operating margin (EBIT/revenues)  24,7 %  19,5 %  23,2 %  21,8 %  21,5 %  21,2 %  21,2 %  21,2 %  21,2 %  21,2 % 
         Operating costs/revenues  72,2 %  76,7 %  72,5 %  72,8 %  72,4 %  72,6 %  72,6 %  72,6 %  72,6 %  72,6 % 
         Depreciation/revenues  3,1 %  3,7 %  4,3 %  5,4 %  6,2 %  6,2 %  6,2 %  6,2 %  6,2 %  6,2 % 
      Average capital turns (Revenues/Invested 
capital) 

    4,92      2,80      2,19      2,68      2,99      3,19      3,65      3,85      4,06    
         Operating working capital/revenues     0,0 %  ‐3,8 %  ‐4,4 %  ‐8,3 %  ‐7,3 %  ‐4,1 %  ‐4,2 %  ‐4,3 %  ‐4,4 % 
         Fixed assets/revenues     20,3 %  39,5 %  50,0 %  45,7 %  40,8 %  35,5 %  31,5 %  30,3 %  29,0 % 
 

MUSD  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 
ROIC                               
ROIC (beginning invested capital)  58,5 %  58,6 %  58,6 %  58,6 %  46,0 %  46,0 %  46,0 %  46,0 %  33,5 %  33,5 % 
ROIC average  56,6 %  56,6 %  56,6 %  56,6 %  44,9 %  44,9 %  44,9 %  44,9 %  33,2 %  33,2 % 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Appendix 7 – Chapter 8: Valuation 

 

Table 8.A Free cash flow (2005-2024) 

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E 
FCF                               
EBIT   85,4      81,9      146,1      176,7      193,8      225,5      279,8      343,4      382,7      419,6    
   ‐ Cash taxes on EBIT  ‐23,7   ‐29,8   ‐37,3   ‐54,5   ‐57,4   ‐65,4   ‐81,1   ‐99,6   ‐111,0   ‐121,7  
NOPLAT   61,7      52,1      108,8      122,2      136,4      160,1      198,7      243,8      271,7      297,9    
   growth     ‐15,7 %  108,9 %  12,4 %  11,6 %  17,4 %  24,1 %  22,7 %  11,5 %  9,6 % 
                                
   + Depreciation and amortization   10,7      15,7      27,0      43,5      55,6      65,9      81,8      100,4      111,9      122,7    
Gross cash flow   72,4      67,8      135,8      165,7      192,0      226,0      280,5      344,2      383,7      420,6    
   Decrease (increase) in WC  ‐4,8    39,2      8,4      15,8      62,8     ‐57,9    11,7      13,7      8,5      8,0    
Operating cash flow   67,6      107,0      144,1      181,6      254,8      168,1      292,2      357,9      392,2      428,6    
   ‐ CAPEX  ‐2,9   ‐10,3   ‐16,1   ‐11,0   ‐15,7   ‐16,8   ‐23,0   ‐27,8   ‐26,9   ‐28,6  
   ‐ Other investments  ‐14,5   ‐25,4   ‐66,1   ‐34,7   ‐50,6   ‐82,0   ‐98,3   ‐118,7   ‐113,7   ‐120,9  
   ‐ Change in other non‐current investments   1,8      0,8      0,9      0,1     ‐2,7    3,0      0,5      0,6      0,4      0,3    
Gross investment  ‐15,6   ‐34,9   ‐81,3   ‐45,6   ‐69,0   ‐95,8   ‐120,8   ‐146,0   ‐140,2   ‐149,2  
                                
Free cash flow   52,0      72,1      62,8      136,0      185,8      72,3      171,4      211,9      252,0      279,4    
 ‐ Acquisitions  ‐7,0    ‐      ‐136,0   ‐18,4   ‐0,5    ‐       ‐       ‐       ‐       ‐     
Free cash flow incl acquisitions   45,0      72,1     ‐73,2    117,6      185,3      72,3      171,4      211,9      252,0      279,4    

 

MUSD  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 
FCF                               
EBIT   409,8      438,5      469,2      502,0      421,7      442,8      464,9      488,2      373,4      380,9    
   ‐ Cash taxes on EBIT  ‐118,8   ‐127,2   ‐136,1   ‐145,6   ‐122,3   ‐128,4   ‐134,8   ‐141,6   ‐108,3   ‐110,5  
NOPLAT   291,0      311,3      333,1      356,4      299,4      314,4      330,1      346,6      265,1      270,4    
   Decrease (increase) in invested capital  ‐34,3   ‐37,2   ‐39,8   ‐42,6   ‐32,6   ‐34,2   ‐35,9   ‐37,7   ‐15,8   ‐16,1  
FCF   256,7      274,1      293,3      313,8      266,8      280,2      294,2      308,9      249,3      254,3    
growth  ‐8,1 %  6,8 %  7,0 %  7,0 %  ‐15,0 %  5,0 %  5,0 %  5,0 %  ‐19,3 %  2,0 % 
Source: Personal contribution 
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Figure 8.A Tandberg’s cash and bank deposits to total assets (2001-2009) 

 
Source: Personal contribution based on (Jarutis, 2009) 

 

Table 8.B Estimation of the risk-free rate 

10‐year government bond 
Year  in percent 
2009  4,00 % 
2008  4,47 % 
2007  4,78 % 
2006  4,07 % 
2005  3,74 % 
Average  4,21 % 
Approximately  4,20 % 
Source: Norges Bank, Annual 10-year Government bonds 
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Table 8.C Estimation of beta  

Regression based on monthly data (30.12.2004‐30.09.2009) 
                          
Regression Statistics                      

Multiple R  0,461636556                      
R‐squared  0,21310831                      
Adjusted R‐squared  0,198801188                      
Standard error  0,118580476                      
Observations  57                      
                          
Analysis of variance (ANOVA)                         

   df  SS  MS  F  Significance F          
Regression  1  0,20944717  0,20944717  14,89526089  0,000300919          
Residual  55  0,773373117  0,014061329                
Total  56  0,982820287                   
                          

   Coefficients  Standard error  t‐Stat  P‐value  Lower 95%  Upper 95%  Lower 95,0%  Upper 95,0% 
Intercept  0,006641812  0,015741135  0,421939815  0,674713704  ‐0,024904128  0,038187751  ‐0,024904128  0,038187751 
X‐variable 1  0,736624207  0,190863081  3,859437899  0,000300919  0,354126048  1,119122365  0,354126048  1,119122365 
Source: Personal contribution 
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Table 8.D Economic Value Added (EVA) 

 Economic profit                                                              

MUSD  2005  2006  2007  2008  2009  2010E  2011E  2012E  2013E  2014E  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 

 Method 1                                                              

    ROIC (beginning)      54,6 %  144,4%  32,6 %  37,7 %  51,3 %  49,7 %  57,1 %  59,2 %  62,2 %  58,5 %  58,6 %  58,6 %  58,6 %  46,0 %  46,0 %  46,0 %  46,0 %  33,5 %  33,5 % 

    WACC   8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 % 

 Economic spread      45,9 %  135,7%  23,9 %  29,0 %  42,6 %  41,0 %  48,4 %  50,5 %  53,5 %  49,8 %  49,9 %  49,9 %  49,9 %  37,3 %  37,3 %  37,3 %  37,3 %  24,8 %  24,8 % 

    Invested capital    95,3      75,3      375,4      361,7      312,3      400,0      427,2      459,1      478,8      497,3      531,6      568,8      608,6      651,2      683,7      717,9      753,8      791,5      807,4      823,5    

 Economic profit       43,8      102,2      89,6      104,9      132,9      163,9      206,6      231,8      256,3      247,7      265,1      283,6      303,5      242,7      254,9      267,6      281,0      196,3      200,2    

   growth        133,6%  ‐12,4 %  17,2 %  26,7 %  23,3 %  26,1 %  12,2 %  10,6 %  ‐3,3 %  7,0 %  7,0 %  7,0 %  ‐20,0 %  5,0 %  5,0 %  5,0 %  ‐30,2 %  2,0 % 

                                                              

Method 2                                                             

    Invested capital    95,3      75,3      375,4      361,7      312,3      400,0      427,2      459,1      478,8      497,3      531,6      568,8      608,6      651,2      683,7      717,9      753,8      791,5      807,4      823,5    

    WACC   8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 %  8,7 % 

 Capital charge       8,3      6,6      32,7      31,5      27,2      34,8      37,2      39,9      41,7      43,3      46,2      49,5      52,9      56,7      59,5      62,5      65,6      68,9      70,2    

    NOPLAT    61,7      52,1      108,8      122,2      136,4      160,1      198,7      243,8      271,7      297,9      291,0      311,3      333,1      356,4      299,4      314,4      330,1      346,6      265,1      270,4    

    Capital charge       8,3      6,6      32,7      31,5      27,2      34,8      37,2      39,9      41,7      43,3      46,2      49,5      52,9      56,7      59,5      62,5      65,6      68,9      70,2    

 Economic profit       43,8      102,2      89,6      104,9      132,9      163,9      206,6      231,8      256,3      247,7      265,1      283,6      303,5      242,7      254,9      267,6      281,0      196,3      200,2    

   growth        133,6%  ‐12,4 %  17,2 %  26,7 %  23,3 %  26,1 %  12,2 %  10,6 %  ‐3,3 %  7,0 %  7,0 %  7,0 %  ‐20,0 %  5,0 %  5,0 %  5,0 %  ‐30,2 %  2,0 % 

Source: Personal contribution 
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Appendix 8 – Chapter 9: Analysis of the strategic and financial assumptions 

Table 9.A DCF model based on Cisco and Tandberg revenue expectations 

Assumptions    
Operating margin  21,5 % 
Tax rate  29,0 % 
WACC  9,0 % 
CAPEX = depreciations (simplification)    
Change in WC (simplification)  0 
Excess cash 2009 year‐end  288,5 
Terminal growth  2,0 % 
Exchange rate USD/NOK  5,77 

 
Forecast year        1  2  3  4  5  6  7  8  9  10  11  12  13  14  15    

MUSD     2009  2010E  2011E  2012E  2013E  2014E  2015E  2016E  2017E  2018E  2019E  2020E  2021E  2022E  2023E  2024E 
Base 
for CV 

Operating revenues      903      1 060      1 244      1 460      1 714      2 012      2 362      2 773      3 255      3 821      4 486      5 266      6 182      7 257      8 519      10 000       
CAGR  17,4 %                                                    
Operating profit (EBIT)      194      228      267      314      369      433      508      596      700      822      964      1 132      1 329      1 560      1 831      2 150       
                                                        
NOPLAT      138      162      190      223      262      307      361      423      497      583      685      804      944      1 108      1 300      1 526      1 557    
                                                        
Continuing value FCF                                                   22 243      
Discount factor         0,92      0,84      0,77      0,71      0,65      0,60      0,55      0,50      0,46      0,42      0,39      0,36      0,33      0,30      0,27      
PV of FCF forecast years   3 936        148      160      172      185      200      215      232      249      269      289      312      335      361      389      419      
PV of FCF terminal period   6 107                                                  6 107      
PV operations   10 042                                                      
                                                        
Value of non‐operating assets 
(excess cash)   289                                                      
Enterprise value   10 331                                                      
                                                        

Number of shares 
 

111 981 441                                                      
Price per share (USD)   92,25                                                      
Exchange rate NOK/USD   5,77                                                      
Price per share (NOK)   532,3 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Forecast year        1  2  3  4  5    
MUSD     2009  2010E  2011E  2012E  2013E  2014E  Base for CV 
Operating revenues      903      1 460      2 362      3 821      6 182      10 000      
CAGR  61,8 %                      
Operating profit (EBIT)      194      314      508      822      1 329      2 150      
                          
NOPLAT      138      223      361      583      944      1 527      1 557    
                          
Continuing value FCF                     22 243      
Discount factor         0,92      0,84      0,77      0,71      0,65       
PV of FCF forecast years   2 619         204      303      450      668      992      
PV of FCF terminal period   14 457                     14 457      
PV operations   17 076                         
                          
Value of non‐operating assets (excess cash)   289                         
Enterprise value   17 364                         
                          
Number of shares   111 981 441                         
Price per share (USD)   155,1                         
Exchange rate NOK/USD   5,77                         
Price per share (NOK)   894,7                         

Source: Personal contribution based on (Strand, 2010) 

 

 

 

 

 

 

 

 


