
STRATEGIC AND FINANCIAL VALUATION 

OF SKANSKA AB 
      

Copenhagen Business School, 2018 

MSc in Economics and Business Administration 

Finance and Strategic Management & Strategy Organization and Leadership 

Master Thesis 

 

Jon Fredrik Widfeldt [115749] 

 

Sebastian Thomas Herman Schleutker [107676] 
 

Supervisor: Daniel Beunza 
Hand in date: September 17th, 2018 

 
Number of pages: 102 
Number of characters (with spaces): 166,292  
 
 



1 
 

Executive Summary 

In this thesis, we conducted a fundamental valuation of Skanska AB, a multinational construction 

company listed on the Stockholm Stock Exchange. The findings are based on strategic as well as 

financial assessments. As an addition to the fundamental 

valuation, we have conducted an extensional analysis where 

we adjusted the stock price for Environmental 

Governmental Social (ESG) factors.   

Market situation 

The global economy is experiencing growth. This growth is 

transferred to the construction industry with a correlating 

GDP development. Market growth potential is peculiarly 

high in the U.S. construction market, where the growth is 

expected to generate strong revenue development. 

Mitigating growth factors include steep increases in material prices and shortage of labour. Further, 

prevailing uncertainties are associated 

with Brexit and trade policies.  

Skanska remains financially strong 

The conducted financial analysis 

indicates a continuous strong financial 

position with low debt levels and 

large cash reserves. The financial 

strength is expected to be maintained, which supports future growth and a preserved strong market 

position.  

Environmental Social Governance 

The business environment is changing with international climate efforts and United Nations 

sustainability goals. The implementation of ESG activities by Skanska gives additional information 

that traditional accounting and financial information could never answer. Based on ESG factors, the 

adjusted valuation generated a stock price increase of 2.06%.   
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1. Introduction 

1.1 Choice of Subject 

Skanska AB, a multinational construction company, is the market-leading player in the Nordics, 

which in the last decades has proven its position in the U.S. An opportunistic outlook in the 

American construction industry, in combination with increasing urbanization trends, argue for a 

favorable future.  

 

With home markets in the Nordics, the U.S. and Europe, including the U.K., we find the effect of 

macro-economic factors, such as Brexit and American politics, interesting to consider. Moreover, 

Skanska´s explicitly expressed focus on sustainability makes the company suitable for an ESG 

assessment, which we find extra appealing.  

 

Lastly, given Skanska´s Nordic heritage, we find the company interesting from a personal point of 

view, being Swedish and Finnish. 

 

1.2 Research Question  

The objective of the thesis is to generate a fair value of one share of Skanska AB through applying 

relevant theoretical frameworks such as the Economic Value Added Model and the Discounted 

Cash Flow Model. Hence, the aim is to establish a sound basis for an investment decision and to 

determine whether the company is correctly valued in the market. Moreover, the aim is in addition 

to determine how ESG factors affect the value of the company. Thus, the research question that the 

thesis will answer is: 

 

“What is the fair value per share of Skanska as of June 1st 2018, and what is the effect of 

incorporating ESG factors in the valuation?” 
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In order to answer the research question, the sub-questions below will be answered throughout the 

analysis: 

 

-  What are the most influential macro-economic factors affecting Skanska´s future 

profitability? 

- What are the most influential industry and company specific factors affecting Skanska´s 

performance? 

- What opportunities and threats are Skanska subject to in the future? 

- What historical drivers have affected Skanska´s earnings? 

- How has Skanska performed financially in comparison to its peers? 

- What is the fair value of one Skanska share through the application of the DCF and EVA 

frameworks? 

- What is the sensitivity level of the applied models when changing underlying factors? 

- How does the valuation change when incorporating ESG factors? 

 

1.3 Delimitation and Assumptions 

- The thesis is written from an investor´s perspective, meaning only publicly available 

information has been used. This implies that no insider information has been used, neither 

from employees nor from the management.  

 

- The share value of Skanska is estimated as of June 1st 2018, and only information up to the 

cut-off date is considered. I.e., information published after the cut-off date is not considered.  

 

- Due to the limited time frame of the analysis, the thesis is assessing the most important 

factors affecting Skanska´s future profitability. Further, Skanska´s different business areas 

have been assessed, where a more in-depth approach of the construction stream has been 

taken given its position as the main source of Skanska´s total revenue. 

 

- Given Skanska´s launch of its new business plan in 2016, we have decided to analyze 

Skanska´s historical figures five years back in time in order to avoid noise from less relevant 

time-periods 
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1.4 Methodology  

In this paper, a fundamental analysis of the fair value of one share of Skanska AB as of  June 1st 

2018 is conducted. Moreover, an ESG perspective is taken in addition, determining its effect on the 

stock price.  

 

The fair value of Skanska AB is determined through the application of widely recognized strategic 

frameworks, including a PESTLE analysis, a Porter´s Five Forces analysis, a VRIO-analysis, Porter 

and Kramer´s Creating Shared Value and a summarizing SWOT analysis.  

  

By applying the PESTLE analysis, an external assessment is conducted, identifying the key factors 

that drive Skanska´s performance. The framework provides a helpful template for the structure of 

the analysis and includes a wide range of relevant macro-economic factors that affect Skanska´s 

environment. Notable is that a macro-economic analysis is rather complex to conduct and is subject 

to the analysts´ subjective interpretation.    

 

The Porter´s five forces framework is applied to develop an understanding of the competitive 

environment and the attractiveness of the construction industry. More specifically, the framework 

provides an understanding of how value is shared amongst the industry players. Further, Porter´s 

five forces generate an external perspective of Skanska´s environment rather than an internal.  

 

In order to analyze Skanska´s resources and capabilities, the VRIO framework is applied, as part of 

the company specific analysis. Moreover, the framework is combined with a similar framework 

composed by Grant (2013) to gain deeper insight about core competencies providing competitive 

advantage.  

 

The company specific analysis is supplemented by an assessment through the lens of Porter and 

Kramer´s Creating Shared Value framework, where the link between its competitive advantage and 

corporate social responsibility is analyzed.   
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The cost of capital computation and historical financial analysis are based on frameworks designed 

by Petersen and Plenborg (2012) and Koller et al. (2010). In addition, several calculations are based 

on theories established by Aswath Damodaran.  

 

The strategic and financial analysis are summarized through the application of the SWOT 

framework, where the most important findings are highlighted.  

 

The external and internal analysis are used to design forecasted pro forma statements, which are 

based on theory from Petersen and Plenborg (2012). 

 

The DCF model has been chosen as the primary valuation method, in combination with the EVA 

model, given its global recognition by analysts, implying a valid valuation approach (Petersen and 

Plenborg, 2012). Moreover, the incorporation of the ESG factors in the valuation is conducted to 

forecast the future cash flow, whereby a DCF valuation is applied. 

 

1.5 Evaluation of Sources 

The analysis has been conducted using secondary data, where the main data has been taken from 

Skanska´s annual reports and Thomson ONE. Moreover, obtained from the Copenhagen Business 

School e-library, we have used articles from well-known researchers as well as research databases, 

including Marketline, Bloomberg and Thomson Reuters DataStream, as well as official 

governmental databases and articles.  

 

From a reflective point of view, we acknowledge that the sources may contain faults and biases and 

that any misleading information would alter the result of the thesis. However, this is the basis for all 

valuations based on secondary information.   

 

1.6 Structure of Thesis  

The thesis is structured as illustrated below, divided in to ten different chapters.  
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Source: Own creation 

2. Company Overview 

In the following chapter, the authors will present Skanska´s history, ownership and organization. 

Moreover, the authors will also elaborate on Skanska’s revenue streams, management, strategy and 

operating markets. 

 

2.1 History 

Skanska was in 1887 founded by Rudolf Fredrik Berg in Malmo, Sweden. In the following years, 

the company expanded across its home country. Further, the company managed in 1897 to sign its 

first contract outside of Sweden, as hollow concrete blocks for telephone cables were exported to 

the U.K. In 1954, the company made its first investments in commercial property by investing in 

offices, hotels and stores in Malmo. Two years later, the company initiated its first ever construction 

project overseas, as silos were built in Iraq (Skanska, 2018a).  

 

In 1964, Skanska´s sales exceeded SEK one billion for the first time, and the company was the year 

after registered on the A-list of the Stockholm Stock Exchange. Seven years later, Skanska 

undertook its first projects in the U.S. when participating in the construction of the subway systems 

in New York and Washington D.C. Further, Skanska made its first American company acquisition 

in 1989, followed by several acquisitions in the subsequent years (Skanska, 2018a).    

 

In the following decade, Skanska accelerated its international expansion while acquiring 

construction companies in Finland, Norway, U.K., Poland, Czech Republic, and Argentina.  
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Between 2000 and 2008, a restructuring process was launched in order to increase profitability, 

focusing on selected markets. Consequently, operations in Africa, Asia and Russia were let off 

(Skanska, 2018a).   

 

The share price reached a record high of SEK 208.40 in 2015. The year after, the company 

announced its current business plan, with the goal to create value for shareholders while 

contributing to a sustainable future for Skanska´s people, customers, and communities (Skanska, 

2018a). 

 

2.2 Ownership 

Skanska AB is listed on the NASDAQ Stockholm and traded with the ticker symbol SKA B. The 

stock is part of the OMXS30 index, which constitute the 30 most traded stocks on the Stockholm 

stock exchange, whereas the number of shareholders amounts to about 110 000 (Bloomberg, 2018). 

 

As per December 31, 2017, major shareholders are Industrivärden AB with 6.9% of the capital and 

23.9% of the votes, followed by Lundberggruppen with 4.7% of the capital and 12.4% of the votes. 

In total, 72.3% of the owners are based in Sweden, including the two major shareholders (Skanska, 

2018b) 

 

2.3 Organization 

Skanska´s governance structure is set up as illustrated in the model below. The board of directors, 

appointed by the shareholders, are in turn appointing the President, CEO and Group Leadership 

Team. Further, the latter are directly responsible for Skanska´s four business streams: Construction, 

Residential Development, Commercial Property Development and Infrastructure Development. 

Group staff and support unit are operating as a separate unit.  
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Figure 1: Skanska´s Organization 

 

Source: Skanska (2018c) 

 

2.4 Business streams  

As mentioned above, Skanska´s business streams include Construction, Residential Development, 

Commercial Property Development, and Infrastructure Development. Through collaboration 

between the different units within the business streams, value-adding operational and financial 

synergies are generated (Skanska, 2018d). 

 

2.4.1 Construction 

Construction accounts as Skanska´s largest business stream in terms of revenue and employees. The 

core of Skanska´s construction stream includes construction and renovation of buildings, industrial 

facilities, infrastructure and residences (Skanska, 2018d). Furthermore, the construction stream 

services also include development and maintenance of finished projects. Skanska´s different 

projects vary greatly in size and complexity, where some of the most significant projects the 

company has been involved in are listed below: 

   

The Øresund Bridge 

Partially owned by the Swedish and Danish states, the Øresund Bridge was opened in 2000 after 

seven years of construction work. Moreover, the bridge was delivered earlier and at a lower cost 

than initially planned (Skanska, 2018e).   
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The New Karolinska Solna University Hospital  

The New Karolinska Solna University Hospital, with a contract value of SEK 14.5 billion, accounts 

as one of Skanska´s largest projects ever. Completed in 2018, the project is being operated and 

financed under a public-private-partnership (Skanska, 2018e).   

 

LaGuardia Airport 

Under the largest public-private-partnership in the US, Skanska is leading the design and 

construction of the LaGuardia Central project. The project is financed through equity, debt, 

passenger facility charges, retail and airline revenues, and is expected to be completed 2022 

(Skanska, 2018e).    

 

2.4.2 Residential Development 

Residential development is in collaboration with the construction stream providing homes in 

selected geographical markets in the Nordics and the UK. Skanska is involved throughout the entire 

residential development process, stretching from analysis of land acquisition to marketing of the 

residential buildings. More specifically, the process takes about 5-7 years, and houses are sold both 

pre- and post-building (Skanska, 2018d).  

 

2.4.3 Commercial Property Development 

Within the commercial property development stream, Skanska initiates, develops, leases and divests 

properties generated through the construction stream. Similar to the value creation within the 

residential development stream, the average property development process takes about 5-7 years 

(Skanska, 2018d).   

 

2.4.4 Infrastructure Development 

Through the infrastructure development stream, Skanska delivers large infrastructure projects 

within its home markets through public-private partnerships. More specifically, Skanska develops 

infrastructure, including hospitals, airports and roads, through the application of Skanska´s financial 

and development expertise and resources (Skanska, 2018d). 
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2.5 Management 

The Board of Directors at Skanska consists of 12 members with Hans Biörck as the chairman, who 

was elected in 2016. The Group Leadership Team (GLT) is led by President and CEO Anders 

Danielsson, who is followed by five Executive members. Anders Danielsson started in his position 

on the 1st of January 2018 (Skanska, 2018f). 

 

2.6 Strategy 

The current strategy in Skanska is given by the business plan 2016-2020 Profit with Purpose. It 

outlines the strategic direction for Skanska where the aim is to increase shareholder value and at the 

same time strive for a better sustainable future for communities, customers, and employees. More 

specifically, Skanska aims to have a positive impact and contributing to the society, while running a 

profitable business. The anticipated result is to have stable, long-term earnings to provide an 

attractive dividend. To achieve this path, Skanska has put an increased focus on the concepts Great 

People, Market Making and Operational Excellence. Regarding Great People, Skanska aims to 

ensure a great place to work for employees with an open and high-performance culture to foster 

development and collaboration. With Market Making, Skanska aims to have a long-term 

relationship with customers, suppliers and subcontractors based on trust and close dialogue. In 

Operational Excellence, Skanska further focuses on operational efficiency to ensure a profitable 

business. Moreover, the company focuses on increased digitalization and automation to reduce 

implementation costs (Skanska, 2018b).  

 

The 2020 goal, accounting as the overall goal of its current business plan, includes an industry-

leading total shareholder return and to have a balanced value creation between Construction and 

Property Development. Furthermore, a strong focus is put on values and social well-being, with 

aiming for an injury-free and ethical environment, and to be the most attractive employer in the 

industry (Skanska, 2018b). 

 

2.7 Business Model 

As argued by Porter (1985), an understanding for a company's value creating activities is critical in 

order to establish a view on the company's ability to provide competitive advantage. 
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Projects constitute the core of Skanska´s operations, where value is generated through execution of 

projects. Moreover, operational and financial synergies add further value, produced through internal 

collaboration (Skanska, 2018b). 

 

Operational synergies are mainly generated through the application of local and specialized 

expertise on a Group-wide scale. More specifically, units from different business streams 

commonly collaborate on projects, which enhances their customer focus and establishes the 

necessary foundation for sharing best practices. Furthermore, business units establish geographical 

clusters to share resources and expertise, where shared activities in procurement and production 

further enhance efficiency (Skanska b, 2018). 

 

Financial synergies are generated in the construction business stream, where free working capital in 

combination with profits and the Group´s ability to leverage up its balance sheet to borrow money 

allow for financing investments in project development. These investments generate abnormally 

positive return on invested capital and creates profit-generating contracts for the construction stream 

(Skanska b, 2018). 

 

2.8 Markets 

Skanska´s home markets are located in Europe and North America. In Europe, Skanska operates in 

ten countries, which have been subdivided in to two markets, the Nordics and Europe. Regarding 

the latter, Skanska operates in the U.K. and Eastern Europe. The single largest market for Skanska 

is North America, where Skanska is a leading company among building and civil engineering 

projects. Moreover, Skanska is also targeting to enter the US Public Private Partnerships (PPP) 

segment. Further, the investment and operations businesses are managed in the Nordics, Czech 

Republic, Slovakia and Poland. In Latin America, Skanska has divested its operations and 

maintenance, where all construction projects were completed in 2015. 
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Figure 2: Skanska´s home markets 

 

Source: Skanska (2018g) 

 

Figure 3: Skanska´s operations per country 

 

Source: Skanska (2018g) 
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3. Strategic Analysis 

In order to make reasonable forecasts, we must first gain insight into what factors influence the 

construction industry. Hence, it is crucial to gain an understanding about the underlying drivers of 

these factors in order to forecast Skanska´s future profitability. The strategic analysis is divided in 

to two parts, assessing Skanska external as well as internal factors affecting Skanska´s performance. 

In the former part, Skanska is analyzed through the PESTLE framework, Porter´s Five Forces and a 

peer group assessment. In the second part, Skanska is assessed through the application of a VRIO 

analysis, ESG assessment and from the lens of Creating Shared Values. The most influential 

external and internal factors are later summarized, in combination with the major factors derived 

from the financial analysis, in a SWOT section.   

3.1. External Analysis  

3.1.1 PESTLE Analysis  

The PESTLE framework is important for two reasons, as Yüksel (2012) describes. Firstly, to 

identify the environment in which the company operates and secondly to gain data and information. 

The collected data and information is further taken in to account in our forecast. Overall, PESTLE 

provides us a useful framework to evaluate the macroeconomic factors that may have a significant 

impact on Skanska.  

 

3.1.1.1 Political  

The macroeconomic factors in the political sphere include taxes, laws, regulations, and political 

stability in respective country. Since Skanska is a global company, several political agendas will 

have an impact on the overall business environment. Political stability and political support are 

important factors for the construction industry, which enable the company to operate in a 

predictable environment for a profitable business.  

 

The political stability has decreased in Skanska’s markets, where factors indicating uncertain 

market development can be identified. A major part of Skanska’s business is conducted in the 

Nordic countries. The Nordic countries have in common of being welfare states with high wages, 

high taxes and a large amount of regulations. Furthermore, the Nordic countries have in common of 

having little corruption that puts them all in the top 10 among the least corrupt countries in 2017. A 

study made by Uslaner (2002) shows that countries with the least degree of corruption also are the 
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most trustworthy. This is an important indicator for a safe environment in which to do investments 

and conduct business operations.    

The table below shows the 2017 corruption levels in Skanska´s markets (Transparency 

International, 2018). The Nordic countries performed well but there are challenges with corruption 

in other markets.   

 

Table 1: Corruption in Skanska´s home markets 

 

Source: Transparency International (2018), own collection of data 

By breaking down the Nordics, Sweden accounts as the largest market for Skanska. The 

government in Sweden has a positive policy towards the construction industry, since they state that 

Sweden needs more apartments, faster construction and better living (Regeringskansliet, 2017). 

Furthermore, the Swedish government is giving investment aid to the construction of climate-

friendly housing with reasonable rent.  

Additionally, there is a political will to support future infrastructure projects in keeping Sweden 

competitive. However, there are also political risks in Sweden with a minority government since 

2010, which has had a paralyzing effect on Swedish politics (SEB, 2017). Additionally, there is 

pressure on fiscal policy changes in regards to the September 2018 election.  

 

Figure 4: Political Stability in the Nordics and the U.K.  
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Source: World Bank (2017), own data collection 

Taken into consideration regulatory quality, rule of law, control of corruption, and government effectiveness  

 

In the other Nordic countries, the political development has been relatively stable, as indicated in 

figure 4. Denmark, Norway and Finland are ranked among the top countries in economic freedom 

and least corrupt countries (The Heritage Foundation, 2018). Figure 4 illustrates the political 

stability in the Nordic countries measured in percentiles where 100 is the maximum score. Denmark 

is known for high regulation, but the economy still performs well. Upcoming issues are related to 

government spending and tax burden.  Further, in Denmark the political risk has been reduced by 

having a more stable government. However, the regulatory quality is the reason for the downward 

slope in figure 4.  

As for Norway the government has taken reforms in fiscal and monetary policies aimed at 

improving other sectors of the economy (The Economist Intelligent Unit, 2018). Norway is also 

cutting its corporate tax, which would be beneficial for Skanska. Finland follows the same pattern 

in political stability as the other Nordic countries. In Finland there is also political support to reduce 

bureaucracy within the construction industry. However, there might be volatile political times ahead 

for Finland, as structural reforms are needed to have economic performance in the future (Business 

Insider Nordic, 2016).  

 

Outside the Nordics the United Kingdom has brought political uncertainty. Brexit has had an impact 

on the future implications, which will make it harder to forecast. This has had a negative impact on 

Skanska’s non-residential UK market (Construction News, 2017). The ongoing discussions between 

the UK and the EU of the final deal of the exit is still open. In addition, Brexit will have 
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implications for EU citizens to stay in the UK (BBC, 2018). The current suggestion would imply 

EU citizens to stay, which would be a relief for businesses to maintain their workforce. Likewise, 

for Skanska’s operations in the UK this would ensure no issues for sustaining business operations.  

In the other European home markets, the level of corruption is much higher than in the Nordics. 

Eastern European countries are having a poor performance. Corruption is an issue in these 

countries. As figure 5 displays below, the eastern home market countries do not perform well in 

comparison to the Nordics and the U.K. Romania is still pledged with low judicial standards and 

corruption even several years after entering EU (Centre for European Reform, 2012). As for 

Hungary, the political stability is also negatively affected by corruption. In addition, the freedom of 

the press and the independence of the central bank are shifting away from the EU rule of law, which 

affects the trend in figure 5. The Czech Republic is performing best in political stability. However, 

in the beginning of 2018 the Czech government did resign over corruption allegations (The 

Guardian, 2018). Poland faces similar challenges as above. Businesses face high corruption when 

dealing with the judicial system (GAN Integrity, 2018). Moreover, the Polish parliament tried to act 

similarly as in Hungary to put the Supreme Court under the control of the ruling party. In the 

Slovak Republic the situation is following the same pattern with bribery embedded in the system; 

businesses are facing challenges by operating in a corrupt environment.  

 

 

 

Figure 5: Political Stability in Eastern Europe   

 

Source: World Bank (2017), own data collection 
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Taken into consideration regulatory quality, rule of law, control of corruption, and government effectiveness 

Skanska has experienced problems in the past with dealing with corruption. For instance, the 

company pulled out of the South American market after corruption cases in Argentina and Brazil.  

Besides the problems with Brexit in the UK, political risks are further upcoming in North America 

with the NAFTA negotiations and recent tariffs from the USA against the EU. A breakdown of the 

NAFTA negotiations could have a negative impact on US growth (Danske Bank Nordic Outlook, 

March 2018). The political stability in the USA has been indicating an upward trend, as indicated in 

the figure below. However, World Bank data did not include 2017. It is possible the latest 

Presidential elections and the following policies, such as the withdrawal of the Paris Climate 

Change Agreement, could have an impact on the political stability in the short-to-medium-term. 

The current trade war between China, US, and the European Union might become a significant 

challenge. In the short term it depends on if the tariffs are going to expand to cover a larger number 

of sectors or if a consensus is found among the participants.    

 

 

 

 

 

 

 

Figure 6: Political Stability in the U.S.  

 

Source: World Bank (2017), own data collection 
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Taken into consideration regulatory quality, rule of law, control of corruption, and government effectiveness 

 

3.1.1.2 Economical 

Economic factors are of interest and importance for businesses. These factors include economic 

growth and raw material prices. The factors impact directly on the performance of a business and 

are of importance when doing investment decisions. An international standard of economic 

performance is the Gross Domestic Product (GDP). It represents the total value of goods and 

services produced in a country. The total value is used to determine the size of the economy. The 

Nominal GDP measure is the country’s GDP without an inflation adjustment, while Real GDP 

includes the effect of inflation. Nominal GDP is usually higher than Real GDP because inflation is 

taken into account and it shows a higher value than Real GDP.  

 

The Real GDP is used since the comparisons of performance are made on a yearly basis. A positive 

GDP is a sign of a growing economy, while a negative growth is an economy in recession. Since the 

GDP consists of various sectors, it is important to determine the factors that are driving the growth. 

Even if a country experiences growth it is not given that all sectors are growing.  

 

The global economy has had an upswing since 2015 with stronger performance. In 2017 the global 

economic growth, measured in Real GDP, was at 3,8 percent, which was 0,5 percent better than in 

2016 (IMF, 2018). The IMF forecast predicts the global economy to have a short-term 

strengthening but a medium-term moderation in growth. The growth is expected to increase by 0,1 

percent in 2018 from 2017 figures. However, the future trend points towards a slowdown in growth. 

Beyond 2019 the global economy is expected to gradually slow down. The slowdown does not 

imply a recession but a more modest growth in the global economy due to advanced economies 

modest growth projections (IMF World Economic Outlook April, 2018).  

 

Skanska’s market is divided between advanced economies and developing economies. The 2019 

projected growth in the advanced economies are expected to outperform 2017 figures by 0,2 

percentage in 2018 but a slight slowdown is expected for 2019.  

The December 2017 tax reform in the United States of lower corporate tax rates and full expensing 

of investments are expected to spark short-term activity in the US. The developing economies are 

expected to grow throughout 2018 and 2019 with 4,9 percent and 5,1 percent, respectively. In the 



22 
 

medium-term beyond 2019 the growth is predicted to be at 5 percent. However, this growth is 

highly driven by the Asian markets and not fully reflecting the future growth opportunities for 

Skanska.         

The growth in the advanced economies has gained momentum due to the resurgence of investments 

(IMF World Economic Outlook, April 2018). 

The table below displays the IMF historical performance and future estimate of the Skanska home 

market countries.  

 

Table 2: Historical and Expected GDP Development in Skanska´s Home Markets 

  

Source: IMF (2018), own data collection 

 

As the data suggests the growth in Skanska’s home markets follows the same pattern as the global 

economy in general. The momentum in the global economy is likely to slow down and have a 

modest growth, which is reflected in the performance of the home markets.  

Another important economic factor is global building costs. According to Turner & Townsend’s 

International Construction Market Survey (2018), the global construction costs are expected to 

grow by 4,3% in 2018. The previous year accounted for an increase in global construction cost by 

4%.  

Furthermore, skilled labor shortage is becoming a common feature in the global construction 

industry. This is also one factor driving up global construction prices. Figure 7 displays the 

construction price development in the Nordics. The European Union is used as a benchmark. All 

Nordic countries besides Finland has experienced a higher increase than the European Union on 

average, where the index takes in to account labour and material costs. The high increase can 

largely be explained by a higher growth in the Nordics than in the rest of Europe during last few 

years (Euroconstruct, 2018).    
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Figure 7: Construction Cost Development, Nordics

 

Source: Eurostat (2018), own data collection 

The European market for Skanska has experienced more modest cost increases. However, Hungary 

and the UK have experienced rapid increases in costs. The rapid increase in Hungary is due to 

strong growth in construction activity and is expected to continue (Euroconstruct, 2018). The 

increase in the UK is partly due to labour costs but mostly caused by a rapid increase in 

construction prices, ranging between 7-16% during the last 12 months (BIP Solutions, 2018). 

Furthermore, Brexit is likely to have an effect on the prices. Approximately 63% of the construction 

materials were imported from the EU, which could increase the costs further (Designing Buildings 

Ltd, 2018).  
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Figure 8: Construction Cost Development, Europe 

Source: Eurostat (2018), own data collection 

The steepest increase in construction prices has been seen in the U.S. The U.S. construction 

industry has experienced high growth in the recent years (Statista, 2018). The labour cost has 

increased and just like in the UK, material prices have surged upwards. Materials have increased in 

the range of 5,1% to 16%.  
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Figure 9: Construction Cost Development, USA 

Source: Eurostat (2018), Turnerandtownsend.com (2018) 

Further, one can identify an opportunistic future for the construction industry in the U.S. The U.S. 

market poses great growth potential and the Trump Infrastructure plan could further enhance 

growth. Further, the ageing U.S. infrastructure will be a driving growth opportunity in the future 

with the need for modernization (Business Sector Media, 2018). According to a Wharton study the 

repair and upgrade cost of the U.S. infrastructure will be around 3,6 trillion USD, which equals a 

huge opportunity to grow sales and profit (Orts & Spigonardo 2017).        

 

3.1.1.3 Social 

The social factors focus on the social environment in which companies operate. It is important for 

companies to identify emerging and current trends to adapt their products to the demand. A major 

global trend in societies is a rapid urbanization. Today, 55% of the world’s population are located in 

urban areas (United Nations State of the World’s Cities 2010/2011, 2010). By the year 2030 in 

every region of the world there will be more people living in urban surroundings than in rural areas 

(United Nations State of the World’s Cities 2010/2011, 2010). This transformation brings both 

challenges and opportunities for countries. The positive effects are employment opportunities and a 

transformation in economies towards service and manufacturing. Cities bring wealth for a country 

with concentrated business and productivity. Cities also contribute a large portion of the national 

GDP due to these above mentioned positive effects. However, socio-economic challenges will be a 

problem to construct viable cities. In the developed world, income inequality is not as visible as in 

the developing world with the rich and the poor living in separate areas. The growing cities 
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worldwide bring huge opportunities for the construction industry, not only in terms of construction, 

but also to be part of shaping sustainable cities. Furthermore, a sustainable urbanization is necessary 

in order to have a sustainable development (United Nations State of the World’s Cities 2010/2011, 

2010). Further, this requires having a successful management to meet growing needs of housing, 

transportation and another infrastructure. Figure 10 displays the expected urban population in the 

world from 2000 to 2050. The estimate indicates a growing trend of urban residents, which is 

beneficial for the construction industry.     

 

Figure 10: Expected Global Urban Population Development  

 

Source: UN (2010), own data collection 

 

In Skanska’s home markets the estimated amount of population to live in urban surroundings is 

expected to be over 80%. This implies a constant demand for apartments, following the same trend 

as globally.    
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Figure 11: Expected Global Urban Population Development 

 

Source: UN (2010), own data collection 

 

Demographic change is another trend in advanced economies and in emerging markets. The 

challenges for advanced economies are slowing population growth, while at the same time the 

percentage of elderly is increasing due to longer life expectancy. The shrinking labour force in 

advanced economies carries a higher burden for the elderly. This will have an effect on the 

sustainability of social systems (IMF, 2018). The demographic swift is not only a trend in the 

advanced economies. The amount of elderly will eventually be larger than the number of children in 

the world overall. Figure 12 below displays the portion of population in different age groups.  

 

Figure 12: Portions of Population in Different Age Groups  

Source: OCED (2016), own data collection 
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The amount of population over 65 is rising, while the age group 15-64 and below 15 are shrinking. 

In terms of the construction industry, the rising amount of elderly bring new requirements in 

construction projects, which has to be taken in to account.    

 

3.1.1.4 Technological 

Every industry has faced technological improvements over time. Technological development is 

essential to tackle challenges and to make improvements. Technology has also brought disruptive 

forces into markets. In this section the technological development is analyzed for the construction 

industry. The construction industry is getting more complex with ever more ambitious engineering 

projects. The construction industry has experienced difficulties to improve productivity and take 

full advantage of new innovations and technologies (KPMG, 2016). Problematic for a majority of 

construction firms is to use the available data to perform advanced data analytics to monitor 

performance (KPMG, 2016). Artificial Intelligence (AI) is one of the major trends that will also 

become a part of the construction industry. The data collected by companies today can be used to 

utilize machine learning to perform various tasks. AI is used for various tasks such as, planning 

phase with construction of plans and 3D modelling and administrative roles. Further use of AI is by 

using existing data sets to inform engineers how a project should be constructed. Moreover, the 

post-construction phase of a project has seen an increase of AI-solutions for tasks and services.  

 

Customers have placed new demands on the construction industry by having services with AI and 

technology. It is of importance for construction companies to form alliances and partnerships to 

meet these demands. By implementing digital technologies, construction companies could increase 

their EBITDA by 15-30% (Accenture, 2018).                 
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Figure 13: Current Technologies in the Construction Industry 

 

Source: KPMG 2016 

The chart above displays the current technologies used in the construction industry during a 

project´s life cycle. The Building Information Modelling (BIM) is one of the most commonly used 

among the various technologies. It is about a digital 3D model of the building to identify 

construction and operational issues (Azhar, 2011). In addition, cost estimating and safety planning 

is an essential part of BIM. However, as mentioned above the construction industry has not yet fully 

embraced these technologies and integrated them into the businesses. The risk of adopting new 

technologies has outweighed the potential benefits and there has also been seen reluctance to move 

outside the comfort zone. The displayed technologies in figure 13 have already improved safety and 

accuracy, as well as improvements in supply chains. However, the lack of technology specialists is 

limiting an efficient use of advanced data analytics (KPMG,2016). In terms of Skanska and its 

technology position, the company has invested in the mentioned technologies and formed 

partnerships with industry partners, as well as various universities to get the business in the 

direction of becoming more efficient (Skanska, 2018).   

 

3.1.1.5 Legal & Environmental  

Sustainability is progressively becoming a more important part of the everyday business operations. 

Several international standards and agreements dictate current and future sustainability goals. In this 

section the Environmental and Legal factors are analyzed. The European Union has a sustainable 

environmental framework to enable green growth in the EU market, protecting the nature, and 

safeguarding the health and well-being of EU citizens (EU, 2014). Furthermore, EU has outlined 

climate and energy goals in the union to reduce emissions and improve energy efficiency. The 

Europe 2020 strategy, which was legislated in 2009, includes the goal to cut 20% of greenhouse gas 

emissions, use 20% renewable energy, and 20% improved energy efficiency (EU, 2007). The 2030 
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framework includes the same categories but with increased percentages of 40% reduced greenhouse 

gas emissions, 27% renewable energy use, and 27% energy efficiency (EU, 2014).  

 

Further agreements includes the Paris Climate Agreement, which aims to strengthen the global 

response to climate change. The target is to keep the global temperature below 2 degrees Celsius 

and eventually reach a 1,5 degrees’ Celsius temperature limit (United Nations Climate Change, 

2018). These agreements are changing the business environment towards a green approach in doing 

business. Moreover, as green initiatives are important, corporate responsibility has been gaining 

more importance as well. Consequently, Environmental Social Governance (ESG) has become a 

green performance indicator to measure environmental activities taken by a firm. This topic is 

further analyzed at a later stage in the thesis.   

 

3.1.2 Industry Analysis 

In the previous section, the authors looked at macroeconomic factors in regards to Skanska´s future. 

In the following section, the authors will conduct an industry analysis by applying Porter's five 

forces: industry rivalry, threat of new entrants, threat of substitutes, bargaining power of buyers, and 

bargaining power of suppliers. The application of Porter's five forces aims to describe the specific 

factors that determine the competitive intensity and the attractiveness of the construction industry in 

terms of profitability. 

 

Figure 14: Porter´s Five Forces 

 

Source. Porter (2008) 
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3.1.2.1 Industry rivalry 

The purpose of this section is to analyze the intensity of the competition in the construction 

industry, and accordingly determine the degree of competition. The gap between demand and 

supply for new properties is determining the rivalry in the construction industry, as renovations and 

repairs are a less lucrative source of revenue for players. Thus, the stronger the demand in relation 

to supply, the less intense rivalry. 

Moreover, as expansion is entirely reliant on demand rather than firms´ supply, rivalry is intensified 

due to the complexity factor of expanding. Consequently, an industry's profitability decreases 

through high degree of rivalry (Porter, 2008). 

 

In Sweden, which accounts for 65% of Skanska´s revenues in the Nordics, the construction industry 

is dominated by a few large players, including Skanska, NCC and PEAB. These players constitute 

the major part of the non-residential construction segment, which tends to be more concentrated 

than the residential segment due to the small number of competitors. Accordingly, economies of 

scale and specialization are crucial factors for gaining a competitive advantage in this segment, 

which stands between oligopoly and monopoly. In contrast, the residential segment of the industry 

is constituted by a relatively large number of small and medium-sized firms, which implies an 

intensive competition. However, the aggregate market share of Skanska, NCC and PEAB in the 

Swedish construction industry is estimated to 64%, which indicates limited competition 

(Marketline, 2017).  

 

The construction industry in Europe overall includes a large number of small companies alongside a 

few big actors. Due to stagnant economic growth, and a correlating weaker demand, competition 

has been intense. Merely large players with high profit margins have been able to expand 

domestically, outcompeting smaller actors through price wars. However, an improving 

macroeconomic development is set to change this situation, particularly in the Nordics, Germany 

and southern Europe. 

Nevertheless, continuous technical and technological developments in the industry, in line with high 

adoption costs, will be in favour of large players (Marketline, 2017). 
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The increasing number of players operating in the US construction industry has since 2013 

intensified competition. However, the strong growth of the US industry in recent years, particularly 

in residential construction in line with rising property prices, implies that demand has outpaced 

supply, mitigating rivalry (Marketline, 2017). 

In total, industry rivalry is assessed as moderate. 

 

3.1.2.2 Threat of new entrants 

An important factor when analyzing the future profitability of Skanska is the threat of new entrants. 

Through analyzing current barriers of entry, we are able to determine the competitive advantages 

established contractors possess in regards to potential new players. New entrants imply a larger 

number of competitors, which could affect established contractors in terms of capped market share 

and put a cap on the profit potential of an industry. The threat of new entrants in an industry is 

depending on the height of present entry barriers and on the response from established industry 

players. Consequently, if entry barriers are low and new entrants expect little reprisal from rooted 

competitors, the threat of entry is high and industry profitability is mitigated (Porter, 2008). 

 

In terms of entry barriers in the construction industry, economies of scale is commonly seen as the 

major one, followed by capital outlay for the acquisition of capital items. However, construction 

companies are able to be relatively asset-light as work on site can be outsourced to subcontractors, 

whereas equipment can be leased instead of purchased. Hence, the large number of subcontractors 

in the construction industry lowers the entry barriers. Moreover, the option of hiring temporary 

workforce further mitigates the entry barriers (Marketline, 2017). 

 

Another important aspect is regulation, which typically is stringent and complex. Such regulation 

involves planning permission and zoning, building site health and safety, and the safety and security 

of the buildings themselves. Thus, compliance with this government regulation increases cost, and 

tend to be stricter in developed industries such as the European and the US. Furthermore, given the 

high capital nature of construction projects, construction service customers tend to filter contractors 

based on track record and reputation, which favours established firms and raises entry barriers 

(Andersson & Malmberg, 2003). 

 

In total, threat of new entry is assessed as weak. 
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3.1.2.3 Threat of substitutes 

A substitute performs the same or similar function as an industry´s services by a different means. 

Despite being constantly present, substitutes are in general easy to overlook as they may appear to 

be very different from the industry's services. In case of a high threat of substitutes, substitute 

services are limiting an industry's profit potential by putting a ceiling on prices. Thus, in case an 

industry does not distance itself from substitutes through means such as service performance, 

profitability, and likely growth potential, will deteriorate (Porter, 2008). 

 

In terms of the construction industry, buying, renting or leasing existing buildings constitute the 

main threat of substitutes. Moreover, there is a negative correlation between the value of the 

construction industry and renting/leasing existing properties. This correlation is explained by the 

price-sensitive characteristics of the demand for renting/leasing properties, as the relative value of 

new properties is usually higher than of existing properties, while build-to-rent activities are not 

prevalent (Marketline, 2017). 

 

Relative costs and benefits of renting/leasing in the construction industry are depending on several 

factors, including market rent levels, fitness for purpose of available buildings and mortgage 

interest rates. Furthermore, switching costs between buying and renting residential properties are 

determined by the latter, which has a great impact on demand in residential construction. 

Additionally, the stock of existing properties domestically determines the substitutability of new 

properties (Marketline, 2017). 

 

In total, the threat of substitutes is assessed as moderate. 

 

3.1.2.4 Bargaining power of buyers 

Powerful buyers are able to force down prices, demand better quality of services and overall play 

industry players of against one another, affecting industry profitability negatively. In other words, 

powerful buyers have negotiation leverage relative to industry players, using their influence to 

affect industry profitability (Porter, 2008). In regards to the construction industry in general, and 

Skanska in particular, do buyers include actors in the private as well as public sector (Skanska, 

2017). 
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Considering the great variety of buyer types, possessing four different business streams, Skanska´s 

clients have different amounts of buyer power. Government-funded projects, constituting the 

majority of Skanska´s revenue stream, and commercial projects are commonly put out to tender. 

Hence, contractors possess limited power in tender procedures, as the power of buyers over price 

awareness is increased. However, mutual price-setting by competing contracts, commonly 

occurring in regards to larger projects, mitigates the buyer power (Marketline, 2017). 

 

In total, bargaining power of buyers is assessed as strong.  

 

3.1.2.5 Bargaining power of suppliers 

The threat of powerful suppliers includes the higher capture of value for themselves through 

charging higher prices, limiting quality or services, or shifting costs to industry players. Thus, 

powerful suppliers may restraint industry profitability if industry players are weak in passing on 

cost increases in its own prices (Porter, 2008). In regards to Skanska, suppliers include building 

material producers and sub-contractors, offering specialist construction competencies. (Skanska a, 

2007). 

 

The building material sector is generally concentrated. Scale economies are advantageous for 

suppliers´ production, where additional gains exist if the supplier possesses a well-developed 

distribution system. The presence of large suppliers, in particular cement companies, limits the 

bargaining power of industry players. However, supplier power is mitigated due to the importance 

of the construction industry in regards to suppliers´ narrow revenue stream. Moreover, few material 

substitutes exist. Thus, there is a positive correlation between cement or iron prices and contractors´ 

margins (Marketline a, 2017). 

 

In terms of sub-contractor services, no alternatives exist. However, contractors typically possess a 

wide choice of competing sub-contractors for any part of the project. Thus, the large number of sub-

contractors mitigate their bargaining power, where the only differentiation approach includes 

product specifications and service quality (Marketline a, 2017). 

 

In total, bargaining power of suppliers is considered moderate. 
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3.1.3 Peer Group 

Determining a peer group, which can serve as a benchmark for both the strategic and financial 

analysis, is important in order to perform a sufficient valuation of Skanska compared to its 

competitors. To conduct such comparison accurately, it is imperative to assess a set of industry 

peers that share similar outlooks for long-term growth and return on invested capital. Industry peers 

should also share characteristics such as size, geographical positioning and operating areas 

(Goedhart, Koller & Wessels, 2010). Moreover, peers must be comparable in terms of accounting 

policies (Petersen & Plenborg, 2012). 

 

In the process of determining the peer group, several companies with similar market caps as 

Skanska were excluded due to a high degree of asymmetries in business segments and major 

markets. Other potential peer group companies were ignored due to asymmetries in company size. 

 

Given Skanska´s market cap and its focus on its construction segment in the Nordics and North 

America, we determined Hochtief, PEAB and NCC to be the most relevant companies in Skanska´s 

peer group. Moreover, the mentioned companies all report in compliance with International 

Financial Reporting Standards. 

 

 

 

 

Hochtief is Germany's largest construction company and operates globally, with presence in the 

U.S., Asia-Pacific and Europe. Headquartered in Essen, Germany, the company employs 55,530 

people, and undertakes development, building and operation of various projects. Hochtief is one of 

the largest construction firms in the U.S. through its Turner subsidiary and reported revenues of 

22,631 MEUR for the fiscal year ended December 2017. Moreover, it is the biggest company within 

Skanska´s peer group with a market capitalization of 9,484 MEUR as of December 31 2017 

(Hochtief, 2018; Bloomberg, 2018) 
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PEAB is a construction and civil engineering company, undertaking construction of major 

infrastructure projects, as well as development of all kinds of housing, apartment buildings and 

single homes included. The company is headquartered in Forslov, Sweden, employs 14,357 people, 

and is operating in Sweden, Norway and Finland. PEAB reported revenues of 49,981 MSEK for the 

fiscal year ended December 2017, which ranks them as the biggest Swedish construction company 

in terms of turnover. Moreover, PEAB is the second biggest company within Skanska´s peer group 

with a market capitalization of 20,901 MSEK as of December 31 2017 (PEAB, 2018; Bloomberg, 

2018). 

 

 

NCC is a construction and property development company, undertaking construction and 

development of residential and commercial properties, as well as infrastructure construction. The 

company is headquartered in Solna, Sweden, employs 15,775 people, and operates in Denmark, 

Finland, Norway, Germany and the Baltics. NCC reported a turnover of 54,608 MSEK for the fiscal 

year ended December 2017, which ranks them as the third biggest Swedish construction company 

in terms of revenues. Moreover, NCC is the smallest company within Skanska´s peer group with a 

market capitalization of 16,969 MSEK as of December 31 2017 (NCC, 2018; Bloomberg, 2018). 

 

3.2 Internal Analysis 

3.2.1 Resources, Capabilities, Core Competencies and Competitive Advantages  

As stated by Grant (2013), “Strategy is concerned with matching a firm's resources and capabilities 

to the opportunities that arise in the external environment” 

 

Resources, capabilities and core competencies constitute the foundation of a firm's competitive 

advantage. Specifically, resources are tied to generate organizational capabilities, which constitute 

the source of the company's core competencies that in turn compose the basis of competitive 

advantages (Kothandaraman & Wilson, 2001).        
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Resources can be divided into two categories, tangible and intangible. The former category include 

resources that can be observed and quantified, whereas the latter include resources that are difficult 

to analyze and imitate, such as brand and reputation (Grant, 2013; Ireland, Hoskinsson & Hitt, 

2011). According to Grant (2013), intangible resources more commonly constitute the foundation 

for a company's sustainable competitive advantage.      

 

Capabilities are created when resources are combined to yield a specific return. The specific returns 

range widely, and include the alignment of organizational functions toward marketing, human 

resource selection, R&D activities and cost efficiency (Grant, 2013; Ireland, Hoskinsson and Hitt, 

2011). As mentioned, core competencies compose capabilities, which yield the company's 

competitive advantage. According to Ireland, Hoskinsson and Hitt (2011), companies should 

identify no more than four core competencies to build strategy upon; sustaining a larger number 

may have a negative impact, as the activity of fully exploiting a firm's core competencies requires 

considerable focus and attention.  

 

3.2.1.1 Identification of Resources and Capabilities 

The first step in the analysis of resources and capabilities include the identification of resources and 

capabilities of Skanska. In turn, the first step of the identification of resources and capabilities 

includes the classification of the sources of competitive advantage within an industry, key success 

factors (Grant, 2013). 

 

The ability to effectively operate the company, including cost reductions and efficiency 

optimization, is considered as the most critical success factor in the construction industry, in 

particular given an increased competition in the industry. Accordingly, companies applying a 

competitive pricing strategy will increase their chances to win tenders (Pefindo.com, 2018). 

 

Another key success factor in the construction industry includes the market position, where 

companies possessing strong positions are considered to have an advantage in tender processes, in 

peculiar larger ones. Moreover, the ability to succeed in large tenders is further enhanced by a high 

degree of reliability, good reputation, good financials and a proven track record. In addition, 

companies with strong market positions are better off in negotiations with suppliers (Skanska a, 

2017; Pefindo.com, 2018). 



38 
 

A third key success factor includes diversification, as diversified revenue sources is considered 

more resistant to any negative changes in economic or business conditions. Moreover, possessing a 

diversified client portfolio reduces cash flow volatility and enhances stability. In addition, a 

diversified range of suppliers minimizes operational risks, as volatility in material availability 

decreases (Skanska a, 2017; Pefindo.com, 2018). 

 

3.2.1.2 Assessing Resources and Capabilities 

In order to determine which of Skanska´s resources and capabilities that constitute core 

competencies and in turn generate competitive advantages, the VRIO-framework and Grant´s 

(2013) framework for assessing resources and capabilities will be applied. 

 

The VRIO framework comprises four questions where the results determine whether a capability 

implies a core competence (Ireland, Hoskinsson and Hitt, 2011). The questions aim to determine: 

 Whether the capability is suitable to exploit opportunities or mitigate threats in the external 

environment. 

 Whether the capability is rare. 

 Whether the capability is expensive to imitate. 

 Whether, given the three questions above, the company is qualified to take advantage of the 

capability. 

 

According to Grant (2013), a capability or resource constitute a competitive advantage when it is 

both scarce and relevant. The former requirement implies that if a resource is widely available, it 

may be necessary in order to compete, but it does not constitute a competitive advantage given the 

wide availability. The latter requirement implies that a resource or capability must be relevant to the 

industry´s KSFs. Moreover, competitive advantages tend to weaken once established. Accordingly, 

four characteristics of resources and capabilities determine the sustainability of the competitive 

advantage they generate, including durability, transferability, replicability and the ease of allocating 

the returns to competitive advantage. 

 

The table below illustrates the assessment of Skanska´s capabilities and resources according to the 

VRIO framework and Grant´s (2013) method of determining competitive advantage. 

 



39 
 

Table 3: Assessment of Resources and Capabilities 

 

Source: Own research; (Ireland, Hoskinsson and Hitt, 2011); Grant (2013) 

 

According to the assessment, Skanska´s reputation and R&D knowledge are sources of sustained 

competitive advantage. The former intangible resource correlates with Skanska´s position as a 

leading player in each of its home markets. Moreover, Skanska holds the position as the biggest 

construction company in its core market, the Nordics, which further implies a strong reputation. The 

second source of competitive advantage, R&D, correlates with improved profitability as Skanska 

focuses to invest in new technology to develop high-performance and energy-efficient solutions. 

Through its R&D hub, Skanska identifies and develops technical products, services and processes, 

as well as adds value between the company and its clients. Moreover, Skanska has partnered up 

with leading universities in its home markets, including the Royal Institute of Technology in 

Sweden and Stanford University in the U.S., providing Skanska with inimitable knowledge inputs. 

 

Given Skanska´s global presence and different business segments, the company possesses local 

market benefits and a diversified revenue stream. However, these capabilities are not assessed as 

rare or scarce, given the characteristics of today´s construction industry. 

3.2.1.3 Summary Resources, Capabilities, Core Competencies and Competitive Advantages  

Both the identified intangible resources sourcing sustained competitive advantage, reputation and 

R&D, match the industry´s KSFs. The latter can be linked with the key success factor of effectively 

operating the company, including cost reduction and efficiency optimization. Furthermore, 

Skanska´s reputation and strong market position in its home markets increase the probability for 

successful outcomes in tenders - in particular large ones. As mentioned earlier, a strong market 

position is key to be competitive in the construction industry. Moreover, although not considered 

competitive advantages due to wide availability, revenue diversification is a key success factor 

itself, while local market benefits include strong local reputation that enhances Skanska´s market 

position overall. 
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3.2.2 Environmental Social Governance 

Corporate performance can be measured with additional factors than traditional financial 

performance illustrates. As Bassen & Kovacs (2008) present, the current accounting and financial 

reporting have a declining ability in assessing the information available to represent firm value. 

Environmental Social Governance (ESG) performance is therefore an emerging approach to capture 

this additional information. ESG factors cover a wide spectrum of issues that are not part of the 

traditional financial reporting, but that still may have financial relevance (Kell, 2018). These factors 

include corporations’ response to factors, such as climate change, energy efficiency, and water & 

waste management. It has become important for businesses to incorporate voluntarily corporate 

responsibility practices. As Tai & Chuang (2014) describe, it is a process with the aim to embrace 

responsibility for companies and to make a positive impact through initiatives on the environment, 

communities and stakeholders.  

 

A key starting point for ESG is the United Nations Global Compact (UNGC). It is a voluntary 

initiative for corporations to implement universal sustainability principles in company strategies and 

operations. The UNGC includes 10 principles in four categories that reflect different sustainability 

goals.   

 

Table 4: UNCG Sustainability Goals 

 

Source: Ortas, Alavarez and Garayar (2015); Own Data Collection  
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These four categories constitute a guideline for firms to implement ESG factors and to fulfill ESG 

requirements. The adaptation of UNGC often requires a change in the organization and operations 

(Ortas, Alavarez and Garayar, 2015). The empirical study by Ortas, Alavarez and Garayar (2015) 

showed that the commitment to UNGC has a positive and significant impact on firms’ ESG 

performance that improves environmental preservation, employee well-being, social justice, and 

sustainable development. Further, the study showed a significant positive relationship between ESG 

performance and financial performance when committing to UNGC. This aspect is further 

discussed in our ESG forecast and valuation.    

3.2.2.1 ESG at Skanska 

The following section analyses Skanska’s ESG. Skanska’s sustainability review 2017 highlights 

different elements that are relevant in order to apply ESG factors.  

Skanska is supporting global priorities by being part of the UNGC and by being active in creating a 

sustainable future through committing to the Paris Climate Agreement to reduce carbon emissions. 

The table below displays Skanska´s policies that are aligned with the UNGC. As observed, Skanska 

did in 2016 add two new policies. 

 

Table 5: Skanska´s Sustainability Policies Aligned with UNGC  

Policy = UN Global Compact 2013  2014 2015 2016 2017 

Anti-Bribery Ethics Policy Yes Yes Yes Yes Yes 

Business Ethics Policy Yes Yes Yes Yes Yes 

Employee CSR Training No No No No No 

Employee Protection / Whistle 

Blower Policy Yes Yes Yes Yes Yes 

Equal Opportunity Policy Yes Yes Yes Yes Yes 

Fair Remuneration Policy No No No No No 

Health and Safety Policy Yes Yes Yes Yes Yes 

Human Rights Policy No No No Yes Yes 

Training Policy Yes Yes Yes Yes Yes 

Policy Against Child Labor No No No Yes Yes 

            

UN Global Compact Signatory Yes Yes Yes Yes Yes 

Source: Bloomberg (2018) 

 

Further, Skanska has introduced five sustainability topics that cover the following areas: Safety, 

Ethics, Green, Community Investments, as well as Diversity and Inclusion. These sustainability 

topics are determined to ensure an increasing ESG performance and to meet the UN Sustainable 
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Development Goals (SDG). The SDG came into effect in 2016 with the goal to end poverty, 

protecting the planet and ensuring peace and prosperity (UN, 2015). Further, the SDG goals are 

similar to the UNGC equivalents, but are targeting a wider audience. By committing to these two 

UN goals, Skanska assures to improve its ESG performance.  

 

Figure 15: UN Sustainability Development Goals 

 

Source: UN (2015), Skanska Sustainability Report (2017) 

 

Skanska’s five sustainability focus areas are connected to the UN Sustainable Development Goals 

(SDGs). The UN SDGs are in total 17, ranging from poverty alleviation to partnerships. The 

highlighted goals are those Skanska is having an impact on with its five sustainability topics. 

Particularly goal 11 is of utter importance for Skanska given its potentially high impact. Further, 

Skanska recognizes that construction creates, both during and after, negative effects and strives to 

minimize these. The five sustainability topics are presented below.  

 

3.2.2.2 Safety 

Safety relates to injury elimination and well-being support. Skanska created in 2017 a well-being 

strategy to ensure healthy workplaces, such as reducing noise and dust. These are long-term health 

hazards in a construction environment. This helps to ensure the caring culture created by Skanska. 

Safety performance is increased by doing safety training to demonstrate personnel’s safety 

commitment. Furthermore, Skanska has added additional safety standards to be implemented by 

2018. The reported statistics of fatalities at Skanska construction sites show a decreasing trend in 

fatalities during a 12-year time-period. 

 

 



43 
 

Figure 16: Skanska´s historical development in fatalities  

 

Source: Skanska sustainability report (2017) 

 

Safety standards at Skanska are significantly beyond the legal requirements. This ensures a safe 

environment and generates a positive signal externally for investors and the public.  

 

3.2.2.3 Ethics 

Ethics is about to act transparently and ethically to follow Skanska’s culture. Skanska has launched 

a program to train its employees to follow this way of working. New anti-corruption measures were 

implemented in 2016 after the scandals in South America. Skanska has also enforced a Code of 

Conduct for its employees to follow. Further, Skanska is one of the first companies in the 

construction industry to do auditing of its suppliers in order to determine whether they follow fair 

working conditions and equal treatment. This initiative aims to prevent human rights issues that are 

quite common in the construction industry (Skanska Sustainability Report, 2017). More 

specifically, some of the risk is embedded in the suppliers, since Skanska relies on these in different 

countries to fulfil projects. If suppliers cannot meet the standards, Skanska’s brand could be 

jeopardized. Furthermore, Skanska operates its own hotline to report anything that is not aligned 

with its Code of Conduct. 

 

3.2.2.4 Green 

Green is about the environmental impact of Skanska’s operations and processes. The new 

sustainability strategy aims to reduce the carbon footprint by 2030. This is aligned with Skanska’s 

commitment to the Paris climate agreement to reduce energy, material, carbon, and water 

consumption. The environmental policy is done by an environmental management system and 

reported through Green Strategic Indicators (GSI), which is also used to measure the performance. 

Also, ISO 14001 environmental management is conducted by Skanska.  
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Energy efficiency has increased since 2014 by cutting down fossil fuels by 26,8%. Further, the 

percentage of renewable energy is steadily increasing as a fraction of total energy consumption. 

Since 2016, Skanska has collected data of its water usage and strives to lower the total consumption 

during, and after, its construction projects. In 2017, Skanska scored A- from the Carbon Disclosure 

Project (Skanska Sustainability report, 2017).       

As with water, lowering material waste increases efficiency and is important both for the 

environment but also for better operational and cost performance.  

 

As mentioned, the energy efficiency has increased. This is observed from the table below by seeing 

the reduced MWh from year to year. The reductions in energy are aligned with the Paris Climate 

Agreement goals, as well EU energy and emission targets. Energy efficiency is further discussed in 

our ESG forecast and valuation.   

 

Table 6: Skanska´s Total Energy Usage 

Total energy usage (MWh)(thousands of megawatt hours) 

Non-renewable 2014 2015 2016 2017 

Diesel / gas oli 843,483 658,394 557,122 502,832 

Residual fuel oil 145,996 204,464 196,159 152,078 

Liquefied petroleum gas (LPG) 91,718 82,609 59,56 88,277 

Liquefied natural gas (LNG) 121,878 124,475 97,708 105,687 

Motor gasoline 83,312 108,876 112,032 84,258 

Pulverized coal 112,436 99,969 99,065 90,11 

          

Renewable 1,257 0,271 54,482 68,094 

Biogasoline 1,257 0,271 0,124 0,023 

Biodiesel 0 0 54,358 68,071 

          

Electricity usage 365,087 259,479 263,246 272,979 

Non-renewable 365,087 104,502 143,037 154,363 

Renewable 0 154,977 120,209 118,616 

          

District heating usage 3,851 0,573 3,721 11,74 

District cooling usage 0,195 0,196 2,597 1,499 
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Total energy usage (MWh) 1769,213 1539,306 1445,692 1377,554 

Source: Skanska Sustainability report (2017) 

 

Besides reducing energy usage, reducing CO2 emissions accounts as an ESG activity to improve 

ESG parameters and give a positive signal externally. The CO2 emissions have decreased rapidly 

since 2013. Table 7 displays two types of CO2 emissions, Scope 1 and Scope 2. Scope 1 includes 

direct emissions from sources owned by Skanska, while Scope 2 consist of indirect emission, such 

as from generation of electricity, and heating & cooling (Skanska Sustainability report, 2017).       

 

Table 7: Skanska´s CO2 Emissions 

Tonnes CO2 emissions 

  2013 2014 2015 2016 2017 

Scope 1 386,154 367,791 330,758 312,8 275,537 

Scope 2 51,305 60,494 49,207 52,704 55,464 

Source: Skanska Sustainability report, 2017 

 

One major green initiative by Skanska is the green loans and bonds done by Skanska Financial 

Services. This initiative established a credit line that is the first in the corporate sector and only 

invests in green commercial property development. Furthermore, as stated in the PESTLE analysis, 

urbanization is one of the continuing future trends and it is a driving factor for Skanska to be 

committed to create sustainable cities in collaboration with various stakeholders. 

 

3.2.2.5 Community Investments 

Community investments is about to seek solutions to local social challenges in collaboration with 

customers, partners and communities. The aim is to create shared value to all stakeholders in the 

long-term. Additionally, Skanska set a new guideline in 2017 to focus on educating youths, 

increasing employability and using design to help improve communities. The aim is to further 

integrate community investments with Skanska’s business. One particular example of this is the 

initiative Skanska made in Finland. Finland has an aging population like many other western 

countries. The lack of construction workers had become an issue in Finland and Skanska initiated a 
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solution by having a yearlong paid apprenticeship with the guidance of a senior. Through this 

initiative, the knowledge was passed forward to a new generation. Skanska later received an award 

from the Finnish Ministry of Economic Affairs and Employment and by 2017, all young adults that 

participated were employed by Skanska. Overall, the approach seeks to increase the local 

employment by supporting diverse groups. Further, Skanska has also taken initiatives to be a public 

influencer in Sweden by creating awareness of various social matters. 

 

3.2.2.6 Diversity and Inclusion 

Finally, diversity and inclusion is embedded in Skanska’s vision of mirroring society’s diversity at 

all levels. Skanska wants to welcome all types of people and enable them to reach their full 

potential. According to the Skanska wide employee survey, the diversity and inclusion were up to 6 

percentage higher than industry benchmark. 

 

3.2.2.7 Sustainability Risks 

Risks in this field can affect all five sustainability topics. The risk rises if Skanska does not live up 

to the expectations or what they promise, which may have severe consequences. Health and safety 

issues at construction sites can both lead to injuries and fatalities but also to severe consequences. 

There is always an investigation in the course of a fatality.  This procedure is time consuming and 

can end up in high fines and trials at court. 

Likewise, a major environmental incident can lead to similar procedures but also a damaged 

reputation, which mirrors badly on the brand. Additionally, this leads to increased costs. However, 

not all environmental risks can be mitigated, as for instance weather-related ones. Further, 

performing badly in diversity and inclusion can also damage the reputation and decrease 

employment attractiveness.  

The most severe penalty can come from not following human rights that will end up in criminal 

charges and law-suits. This is also linked to the supplier risk of Skanska. Being sure of having 

suppliers that act according to the law is of importance. Even if being indirectly linked to Skanska, 

the publicity will damage the reputation.  

Finally, anti-corruption and bribery matters are severe issues that can have damaging consequences 

for a business. This happened for Skanska while operating in South America. In 2007, Skanska was 

caught for bribery in Argentina. The company fired executives after being caught in an internal 
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audit of fake receipts in a natural gas project. The scandal was also closely connected to top 

officials in the Argentinian government. When the corruption allegations were published, the 

Argentine NGO CIPCE filed a complaint against Skanska. CIPCE argued that Skanska was 

unwilling to fight corruption by hiring the dismissed directors as consultants. Later CIPCE filed a 

second case by arguing for Skanska’s violations in terms of OECD rules. In the end, the National 

Contact Point (NCP) of OECD closed both cases without making a validity of the allegations due to 

Skanska’s lost confidence in CIPCE of breaching a non-disclosure agreement. The second 

corruption scandal occurred in Brazil in 2014 with having paid bribes to oil company executives 

who then passed the money forward to leading politicians, as discussed in the political section of 

the PESTLE analysis.  

3.2.2.8 ESG Disclosure Score  

The ESG Disclosure Score measures only the transparency in a company. It does not include any 

performance measures. The higher score, the better transparency. The maximum score is 100 and 

the minimum 0. The figure below displays the ESG Disclosure Score for Skanska and its peers. The 

Disclosure Score in the peer group is quite close to each other. Skanska and NCC share the second 

place, while Hochtief has a considerable higher score than the rest.   

Figure 17: ESG Disclosure Score 

 

Source: Bloomberg (2018) 

 

3.2.3 Creating Shared Value 

The Porter & Kramer (2011) concept of shared value is defined as policies and operating practices 

that enhance the firms’ competitiveness. The competitiveness is achieved by simultaneously 

advancing social and economic conditions in the surrounding communities (Porter & Kramer, 
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2011). By applying this concept, the ESG activities impact on society can be measured. Shared 

value can be divided into three levels. The first level is about rethinking the needs, products, and 

customers. This is mainly done by meeting societal needs through products that a company can 

offer or addressing unserved or underserved customers (Porter & Kramer, 2011). The second level 

is redefining productivity in the value chain by exanimating resources, suppliers, logistics, and 

employees. The third and last level is to improve the local business environment by improving 

skills, supplier base, regulatory environment and supporting institutions (Porter & Kramer, 2011).     

Skanska is participating in all three levels of shared value. The first level is reached through 

Skanska’s involvement in construction of buildings. More specifically, the energy efficiency and 

CO2 emissions are concerns where new approaches and solutions will generate a shared value for 

both Skanska and the community. 

 Further, a study by Andelin, Karhu and Junnila (2015) researched about shared value creation in a 

construction project conducted by Skanska in Helsinki, Finland. Referring to the two other share 

value levels it is observable from the study how Skanska used new approaches in designing, 

materials, technology and innovation to create a healthy working environment and to provide a long 

lifespan. The project was for Skanska itself, meaning the building would act as a testbed before 

offered to commercial customers. During the project the value chain was changed to use local 

services, materials, and supplies. This enabled Skanska to reduce the environmental impact of 

transportation. The same applied to the workforce during the project. Approximately 75% of the 

workforce were from the Helsinki area or close by. Furthermore, waste control was improved by 

recycling and returning excess materials to the supplier. The third level was reached by supporting 

the local business environment by using local businesses even if being a global company. The 

project received the LEED (Leadership in Energy and Environmental Design) certificate, meaning 

that buildings with this certificate save energy, water, and resources. Further, operating costs are 

lower and the buildings generate less waste.  

The construction projects at Boston Seaport, USA, account as another example of the use of new 

solutions and designs to construct sustainable buildings, with 15% energy savings. Moreover, the 

community investments by Skanska constitute a shared value activity by educating and supporting 

communities, while simultaneously securing workforce.  
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3.2.4 Chapter Conclusion 

Through conduction of the external strategic analysis, several macro-economic factors were 

identified. Brexit, trade policies, urbanization, and political uncertainty account as some of the most 

influential. Moreover, the average industry rivalry is assessed as moderate, where threat of new 

entrants is assessed as low and buyer power high. Further, a peer group was identified, consisting of 

Hochtief, PEAB and NCC. 

The internal analysis identified competitive advantages through a modified VRIO analysis. The 

strong reputation and expertise in form of R&D constitute competitive advantages for Skanska. The 

latter advantage, R&D, can be linked with Skanska´s aim for increased efficiency and sustainability. 

Furthermore, we analyzed the ESG activities conducted by Skanska to identify factors that may 

create additional value for the business. The analysis identified environmental actions by Skanska to 

reduce both energy consumption and CO2 emissions. Furthermore, Skanska is actively participating 

in social endeavors to promote education and community development. The ESG analysis was 

concluded with a shared value analysis to analyze whether the ESG activities resulted in shared 

value, where several examples of positive outcome were identified.  

4. Financial Analysis  

The financial analysis will play a key role in defining future expectations for Skanska in our 

forecast. The chapter is divided in to four sections, including reformulated financial statements, 

profitability analysis, risk analysis and growth analysis. Moreover, the most influential factors 

affecting Skanska´s future performance will be highlighted in the SWOT analysis.  

4.1 Reformulation of Income Statement and Balance Sheet 

Skanska and its peer group both use the International Financial Reporting Standards (IFRS) for their 

financial reports. Moreover, Petersen and Plenborg argue that a company´s major value adding 

source stems from its operating activities. Hence, as the IFRS do not distinguish between operating 

and financial activities, it is of high importance to reformulate the income statement and the balance 

sheet (Koller, Goedhart and Wessels, 2010).  

In this paper, Skanska´s and its peer group´s reported statements have been reformulated according 

to Koller, Goedhart and Wessels (2010) and Petersen and Plenborg (2012).   
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4.1.2 Accounting Quality  

The quality of earnings equals the degree of which current earnings can serve as an indicator of 

future earnings. Thus, the accounting quality is highly important in order to accurately forecast a 

company´s future development. However, assessing accounting quality is considered difficult as 

analysts commonly find it hard to obtain a consistent view of the profitability, risk and growth. 

Financial data is often insufficient, whereby several estimates and assumptions have to be 

undertaken. 

4.1.3 Analytical Income Statement 

In order to calculate the Net Operating Profit after Tax for the different years within the measured 

period, the income statement has to be rearranged. More specifically, through reorganizing the 

income statement, operating sources will be separated from financing sources, and the profit 

generated from Skanska´s core operations will be identified (Petersen and Plenborg, 2012).  

4.1.3.1 Income Tax 

Tax is an accounting item that applies to both operating and financing items in the reformulated 

income statement. Given that Skanska and its peers conduct business in different countries, an 

effective tax rate will be applied as the application of a domestic tax rate would alter the analysis.  

According to Petersen and Plenborg (2012), the effective tax rate is computed using the following 

formula:  

 

In case the net financial profit is negative, implying financial expenses outweigh financial income, a 

tax shield is created. This was the case for Skanska 2013-2016, which highlights the importance of 

distinguishing between financial and operational items.   

4.1.3.2 Equity in Earnings  

Equity in earnings includes revenues generated from investments in unconsolidated subsidiaries. 

More specifically, investments in subsidiaries are related to core business activities, and are thus 

classified as core operational activities. In correlation, the relevant balance sheet items will 

accordingly be classified as operational and included in the invested capital, as suggested by 

Petersen and Plenborg (2012). Skanska reported significant equity in earnings throughout the entire 

measured period. 
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Table 8: Skanska´s Analytical Income Statement

  

Source: Thomson ONE; Own production 

4.1.4 Analytical Balance Sheet 

In order to match the items from the analytical income statement with the corresponding items in 

the analytical balance sheet, items that are categorized as operating and financing activities in the 

analytical statement have to be classified accordingly in the analytical balance sheet (Petersen and 

Plenborg, 2012). More specifically, operating activities are divided in to current assets and current 

liabilities, while the financing side is divided into shareholder equity and net interest-bearing debt. 

The purpose of an analytical balance sheet is to generate the company´s invested capital, which 

further can be used in calculating the return on invested capital.  

4.1.4.1 Investment in Unconsolidated Subsidiaries  

As highlighted in the income section, investments in unconsolidated are related to Skanska´s core 

business activities. Accordingly, investments are allocated to operating assets.  
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4.1.4.2 Cash and Cash Equivalents 

When reformulating balance sheets, it is crucial to determine what fractions of the reported cash and 

cash equivalents that are used for operating versus financial activities. In case this analysis is 

overseen, the invested capital calculation will be distorted (Koller, Goedhart and Wessels, 2010). 

A well-documented rule-of-thumb method for calculating operating cash is to use assume a proxy 

of 2% of revenues. Accordingly, the reported cash that exceeds the estimated operating cash is 

classified as excess cash.  

A negative aspect of this rule-of-thumb method includes the fact that all companies are treated in 

the same way, without taking the size differences in to account (Damodaran, 2007). However, we 

will apply this proxy throughout the analysis, including on the peer group, in order to have a 

consistent approach.  

Table 9: Excess Cash Calculation  

  2013 2014 2015 2016 2017 

Revenue 136589 143325 153049 145365 157877 

Operating Working Cash (2%) 2731.78 2866.5 3060.98 2907.3 3157.54 

Reported Cash & Cash Equivalents 13258 14946 19336 14840 13083 

Excess Cash 10526.22 12079.5 16275.02 11932.7 9925.46 

Source: Own production 

4.1.4.3 Receivables and Accounts Payables 

In terms of receivables and account payables, it could be argued that they should be divided into 

financial and operating assets. However, we have decided to keep receivables and accounts 

payables in their reported form, based on the peer group´s annual reports, where these items are 

classified as non-interest bearing and part of the operating cycle.  

4.1.4.4 Operating Working Capital 

Operating Working Capital has been calculated in order to generate the invested capital, using the 

following formula:  

 

As already highlighted, excess cash has been excluded from the operating current assets, which 

implies avoidance of inaccurate invested capital calculations (Koller, Goedhart and Wessels, 2010). 
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Table 10: Skanska´s Analytical Balance Sheet 

  

Source: Thomson ONE; Own production 

4.2 Profitability Analysis 

Profitability analysis is an essential part of the total financial analysis. By measuring financial 

signals, it is possible to evaluate the economic strength (Petersen and Plenborg, 2012). In this 

section, we will analyze Skanska to determine its financial well-being. Moreover, a cross-sectional 

analysis of Skanska’s peer group is conducted to benchmark the different financial ratios.  
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4.2.1 COGS/Revenue 

As a starting point in the profitability analysis the authors put emphasis on cost of goods sold 

(COGS). Profitability in the chosen peer group is largely affected by COGS. More specifically, 

COGS constitutes the largest expense among all peers and has hence a major impact on 

profitability. Figure 18 illustrates the COGS percentage fractions of total revenue within the peer 

group. Further, given the significant effect of COGS on profitability, COGS will be thoroughly 

considered in the forecast.       

Figure 18: COGS/Revenues 

Source: Thomson ONE; Own production 

4.2.2 EBITDA Margin 

The EBITDA measure generates the raw operating income of a business, excluding taxes, 

depreciation and amortization. More specifically, as EBITDA does not include these items in the 

performance measure, different depreciation policies are eliminated between companies and across 

national borders (Petersen and Plenborg, 2012).  

Figure 19: EBITDA Margin  

Source: Thomson ONE; Own production 

As figure 19 displays, the EBITDA-margin level within the peer group stretches from 3.4% to 

6.1%. Moreover, given that Skanska, NCC and PEAB possess similar COGS/Revenue ratios, one 
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can conclude that Hochtief has larger other operating expenses, which explains why the EBITDA-

margin is not above the rest in the peer group.   

4.2.3 Return on Invested Capital 

The COGS and EBITDA analysis were a good starting point. However, they do not provide a 

sufficient indication of the profitability in the peer group. Hence, a more in-depth analysis is 

required. The overall profitability measure for operations is the return on invested capital ratio 

(ROIC). It measures the return on invested capital in the net operating assets (Petersen and 

Plenborg, 2012). According to Koller, Goedhart and Wessels (2010), the ROIC measure is a better 

measure to understand a company’s performance than assessing EBITDA margins and 

COGS/Revenue ratios. More specifically, from Skanska´s perspective, the ROIC ratio estimates to 

what extent each SEK invested generates earnings in return as a percentage. The ROIC is computed 

using the formula below (Petersen and Plenborg, 2012):   

 

Further, ROIC is an important ratio since it indicates that a higher rate of return will also provide a 

higher firm value estimation. Moreover, higher ROIC will enable cheaper financing and make it 

easier to obtain loans. The formula is calculated with average invested capital numbers, since 

NOPAT is measured over an entire year. Further, balance sheet items will be calculated using 

average figures throughout the entire profitability analysis. 

There are two ways to evaluate if the ROIC is on an acceptable level. The first approach is by 

benchmarking with competitors and the second is through an estimation of WACC. Below, we will 

apply the former method.   

Skanska has performed well compared to its competitors during the measured period, maintaining 

the highest ROIC between 2014 and 2016, as indicated by figure 20. 
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Figure 20: ROIC within the peer group 

 

Source: Thomson ONE; Own production 

More specifically, return on invested capital for Skanska in the measured period has been 21.8% on 

average, which accounts as the best performance in the peer group. However, 2017 turned out to be 

the worst performance in terms of ROIC, as the ratio fell from 26% to 15% between 2016 and 2017. 

The underlying reason behind the drop was a decreased NOPAT in 2017, which had to do with 

losses in Poland and with changes in the U.S. tax rate.  

Within the peer group, Hochtief exhibited a significant ROIC growth and outperformed the rest in 

2017 with a ROIC of 27%. Similarly, NCC has exhibited growth during the measured period and 

managed to reach above average in 2017. In contrast, PEAB has had the worst performance, 

continuously possessing a ROIC under the average level. However, one can conclude a slight 

upward trend.        

In order to understand the drivers behind profitability a decomposition of ROIC is necessary, since 

ROIC is not able to explain if profitability is driven by an increased revenue and expense 

relationship or by a better capital utilization (Petersen and Plenborg, 2012). More specifically, the 

ROIC ratio is decomposed into the following formulas:  

4.2.3.1 Operating Profit Margin 

The operating profit margin is the ratio between NOPAT and net revenues, which demonstrates the 

operating income of net revenue. In general, a high operating profit margin is attractive for 

investors (Petersen and Plenborg, 2012).  

 

As illustrated in figure 21, the operating profit margin is low in the peer group. The average within 

the group amounts to 2.7% during the measured period, as compared to Skanska, which exhibited 
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an average of 3.1%. Thus, from this perspective, Skanska has been performing on a stable level. 

More specifically, Skanska exhibited between 2014 and 2016 a slightly positive development in the 

operational profit margin. However, the development is rather marginal. Further, the mentioned 

losses in Poland and tax changes in the U.S. had a negative impact on the operational profit margin 

in 2017. In total, Skanska has possessed the highest operating profit margins within its peer group 

during the measured period, followed by NCC.   

Figure 21: Operating Profit Margin 

Source: Thomson ONE; Own production 

4.2.3.2 Turnover rate of invested capital 

The turnover rate expresses a firm’s ability to utilize invested capital (Petersen and Plenborg, 2012). 

The turnover rate of invested capital is calculated by dividing net revenue by invested capital. By 

dividing the number of days in a year (365) with the turnover rate, it is possible to determine how 

many days the invested capital is tied up. In general, it is attractive for a firm to have a high 

turnover rate of invested capital. 

 

Figure 22 below shows that Skanska has been above average in 2014-2016, while outperforming its 

peers in 2014 and 2015. The average turnover rate during the measured period for Skanska was 

6.67, which means that the invested capital was tied up on average 53.4 days.    

Post 2015, Skanska has experienced a declining turnover rate development, while peers have caught 

up or bypassed. Hochtief has been the best performer by constantly being above average, while 

exhibiting an increasing year-to-year rate. The turnover rate for Hochtief increased on average by 
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22.6%, ending at 10.14 in 2017, which converts to 36 days.  Likewise, NCC has improved its 

turnover rate from 3,80 to 10,80 throughout the measured period, and outcompeted therefore 

Skanska in 2017.  

One can conclude that Skanska used to be in a favorable position among its peers in terms of 

quicker utilization of capital. However, the situation has clearly changed during the measured 

period; implying that Skanska has lost its edge towards its peers to generate better returns of their 

invested capital.     

According to Petersen and Plenborg (2012) industries with large investments turn out to have low 

turnover rates. This is the case in the construction industry and it is clearly seen in the peer group, 

as peers possess low turnover rates. Large posts of current assets, such as inventories and 

receivables, could explain the low rates, where raw materials constitute the largest fraction of 

inventories.      

Figure 22: Turnover Rate of Invested Capital  

 

Source: Thomson ONE; Own production 

As Petersen and Plenborg (2012) describe, the analyzed ratios help to explain whether the ROIC 

stems from an above average capital utilization efficiency or operating profit margin. However, 

they do not give a sufficient answer to why the development has evolved in such a way. To address 

this, we have conducted a trend-analysis.  

4.2.4 Trend-Analysis    

A trend-analysis is an appropriate method to identify trends in income and balance sheet items by 

indexing. This method gives a more in depth insight of the capital utilization efficiency in the peer 

group and the relationship between revenue and costs.   
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4.2.4.1 Income Statement 

The trend-analysis below shows selected accounting items for all members in the peer group by 

using the analytical income statement. All items are indexed with 2013 as the start (2013 = 100) to 

generate a year-to-year change.  

Table 11: Trend Analysis - Analytical Income Statement Items 

 

Source: Thomson ONE; Own production 

Skanska has exhibited a modest revenue development throughout the measured period, amounting 

to an increase of 15.6%. Meanwhile, COGS has increased by 17.1%, which in correlation with 

increased administrative costs has fostered a negative EBITDA development. Moreover, 

depreciation has been kept at stable levels throughout the period.  

The highest degree of volatility has been seen in net financial profit/loss after tax. The volatility is 

mainly driven by significant changes in pre-tax equity earnings and other financial income.  
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Clearly, PEAB has exhibited the strongest development in profit to common shareholders. The 

increase has mainly been driven by decreased COGS, while other operating costs have been held 

constant.   

4.2.4.2 Balance Sheet 

The trend-analysis below shows selected accounting items for all members in the peer group by 

using the analytical balance sheet. All items are indexed with 2013 as the start (2013 = 100) to 

generate a year-to-year change.  

Table 12: Trend Analysis - Analytical Balance Sheet Items 

          

Source: Thomson ONE; Own production 

Given the table above, Skanska has increased its invested capital by 28.4% throughout the measured 

period. The increase stems mainly from current assets, which increased by 36% throughout the 

period, fostered by significant increases in receivables and raw materials. In addition, non-current 

assets increased by 6% within the measured period, while total non-interest bearing debt increased 

by 27%.       
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Compared to the peer group it is notable that Skanska is the only actor that has increased its 

invested capital during the analysed period, implying that Skanska possesses comparably better 

means to generate future return.  

4.2.5 Return on Equity 

In the previous section the return on invested capital was analysed. However, it does only take into 

account operating profitability. Return on equity (ROE) measures the impact of financial leverage 

on both operating and financial profitability. Furthermore, ROE measures the shareholders 

accounting return on their investment (Petersen and Plenborg, 2012). Koller, Goedhart and Wessels 

(2010) criticize the ROE measure for mixing operating performance with the capital structure. 

According to them, this makes the peer group analysis and trend analysis less useful. Despite the 

critique the authors have decided to use the common ROE formula as presented by Petersen and 

Plenborg (2012), given the wide acceptance.  

 

Figure 23: Return on Equity benchmarked to peers 

                          

 Source: Thomson ONE; Own production  

As exhibited in the figure above, Skanska´s drop in 2017 from an otherwise outstanding position 

throughout the measured period was due to the decreased profit margin.  
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4.3 Liquidity Risk Analysis  

Liquidity is a highly important aspect for all companies. Without liquidity, a company is not able to 

meet its financial obligations. More specifically, lack of liquidity may limit the management´s 

freedom of action, reduce the potential for profitable investment opportunities, and lead to 

suspension of payment and eventually bankruptcy (Petersen and Plenborg, 2010). Hence, it is 

important to analyze both short- and long-term liquidity risk.  

In the following section will Skanska´s ability to meet its financial obligations be analyzed, both 

short-term and long-term. Similar to the profitability analysis, analyzed ratios will be benchmarked 

against the equivalents of Skanska´s peer group. 

4.3.1 Short-term Analysis  

The current ratio determines the likelihood that current assets will cover the cost of current 

liabilities in case of liquidation. More specifically, it is defined as:  

 

The underlying theory of the current ratio includes a positive correlation between the size of the 

ratio and the probability that sales of the company´s current assets will cover the short-term 

obligations. In terms of assessing the current ratio, different rules of thumb exist. One includes the 

theory that a current ratio above 2 indicates low liquidity risk in the short-term. However, Petersen 

and Plenborg (2012) argue that it is difficult to apply one specific number across different industries 

and firms, and that the comparisons should be applied using industry averages.     

Given the analysis of Skanska´s current ratio, benchmarked to the industry average, one can 

conclude that Skanska´s current ratios on average have been below the industry average during the 

measured period, implying a slightly increased short-term liquidity risk.  
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Figure 24: Current Ratio Skanska vs. Peer Group 

                                       

Source: Thomson ONE; Own production  

Another short-term risk measure is the quick ratio, which extends the current ratio by deducting 

inventories from current assets. The underlying idea of the quick ratio is to only include the most 

liquid assets, which stems from the unlikelihood that liquidation of assets will be at book value in 

case of bankruptcy (Petersen and Plenborg 2012). The quick ratio is defined as: 

 

Given the properties of the quick ratio, it is a considerably more conservative short-term risk 

measure than the current ratio.  

Figure 25: Quick Ratio Skanska vs. Peer Group 

                                     

Source: Thomson ONE; Own production  

Comparing the quick ratio analysis to the current ratio analysis, one can conclude that PEAB, and 

NCC between 2013 and 2015, have possessed big fractions of inventories as part of their current 
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assets.  Moreover, Skanska´s quick ratio level during the measured period has on average been 

above the industry average, which mitigates its short-term liquidity risk.   

A third method of assessing short-term liquidity risk is the application of the liquidity cycle 

measure. The underlying idea of the liquidity cycle is that inventory and receivables absorb cash, 

while accounts payable generate cash. More specifically, the liquidity ratio determines how many 

days it takes a company to convert working capital to cash. The fewer days, the better the cash-

flow. Hence, all other things being equal, companies should aim to reduce the length of the liquidity 

cycle. Ways of doing so includes tight control of receivables and inventories, and further credit 

from suppliers (Petersen and Plenborg, 2012).  

The required formulas to arrive at a liquidity cycle number include: 

 

 

Given the liquidity cycle analysis of Skanska and its peer group, one can conclude that Skanska has 

kept a relatively stable liquidity cycle level of 40 days, whereas NCC has been extremely volatile. If 

focusing on merely the two most recent years, 2016 to 2017, Skanska stands out with the largest 

liquidity cycles for both years. In fact, in 2016 and 2017, Skanska´s liquidity cycles were 

respectively 54% and 45% greater than industry average.  

Figure 26: Liquidity Cycle Skanska vs. Peer Group   

                                      

Source: Thomson ONE; Own production 
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4.3.2 Long-term Analysis  

Financial leverage equals the degree to which a company uses debt financing in relation to equity 

financing. The more debt financing a company possesses, the higher financial leverage. Moreover, a 

high degree of financial leverage implies high interest payments, which in turn has a negative effect 

on the company´s earnings.   

Financial leverage is one of the most common measures of long-term liquidity risk. The financial 

leverage can be calculated in various ways, which all yield the same result (Petersen and Plenborg, 

2012). In this analysis, we have decided to apply the following formula:  

 

Skanska´s financial leverage has throughout the measured period amounted to 3.02, which is 

slightly below the industry average of 3.2. 

Figure 27: Financial Leverage, Book Value, Skanska vs. Peers 

                                      

Source: Thomson ONE; Own production   

However, Petersen and Plenborg (2012) argue that the market value of equity should be used if 

available, rather than the book value, as the market value is closer to the realizable value.  
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Figure 28: Financial Leverage, Market Value, Skanska vs. Peers 

 

Source: Thomson ONE; Own production 

According to the financial leverage analysis using market values of equity, Skanska´s financial 

leverage average amounts to 1.07 throughout the measured period, which is below the industry 

average of 1.36. Moreover, given the financial leverage analyses of both book- and market values, 

we can conclude that Skanska and its peers have held satisfactory levels of leverage throughout the 

measured period.  

A second long-term liquidity risk measure is the interest coverage ratio, abbreviated ICR, which is 

defined as:  

  

As argued by Petersen and Plenborg (2012), the ICR measures a company´s ability to meet net 

financial expenses. More specifically, the ratio determines how many times operating profit covers 

net financial expenses.   
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Figure 29: Interest Coverage Ration, Skanska vs. Peers 

                                      

Source: Thomson ONE; Own production 

Skanska´s financial incomes outweigh financial expenses throughout the entire measured period, 

except 2017. Accordingly, the ICR formula generates negative values between 2013-2016. Hence, 

Skanska´s risk associated with its financial leverage level is below industry average, as indicated by 

the analysis. 

A third long-term risk measure is the NIBD/EBITDA ratio. The ratio is widely applied in risk 

analysis, and determines the number of years it takes a company to repay its debt given constant 

levels of net debt and EBITDA.  More specifically, the ratio is calculated by subtracting cash and 

cash equivalents from the company´s interest-bearing liabilities, and divide it by the EBITDA. 

When assessing the NIBD/EBITDA ratio, there is no specific rule of thumb that applies to all 

industries. Hence, Skanska´s result is benchmarked to the figures of its peer group.  

As indicated by the analysis below, Skanska has exhibited modest ratios throughout the entire 

period, clearly below industry average. The negative ratios between 2014-2016 are generated as 

cash and cash equivalents have outweighed interest-bearing liabilities. Considering Skanska´s peer 

group, PEAB has been struggling the most throughout the measured period. However, all peers 

have gradually reduced the ratio. 
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Figure 30: NIBD/EBITDA, Skanska vs. Peers 

                                      

Source: Thomson ONE; Own production 

4.4 Growth Analysis 

In the following chapter will a historical growth analysis be conducted, which is a crucial tool when 

forecasting future revenue and growth development. More specifically, the revenue development 

will be analyzed, divided by revenue development in business areas and revenue development in 

geographical areas. In addition, we will analyze the historical development in order bookings. The 

growth analysis in combination with the strategic analysis will lay the foundation for the forecast of 

Skanska´s future revenue development.   

4.4.1 Revenue Development  

In the following section will Skanska´s revenue development during the measured period be 

analyzed. The analysis provides an understanding of important markets and business segments for 

the company´s revenue streams, and identifies where Skanska has experienced growth.  

Recovering from the global economic crisis, Skanska´s revenues grew significantly between 2013 

and 2015. The decline in revenue in 2016 was an effect of structural changes, as Skanska launched 

its new business plan, where several home markets were let off, including South America, as 

mentioned in the PESTLE analysis. In 2017, revenue rebounded, reaching its highest level within 

the 5-year period. The strong result correlated with strong global trends, as demographic changes 

and continuously increased urbanization led to higher demand for construction, including 

infrastructure, hospitals, schools, residences, and offices (Skanska, 2018b). 
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Figure 31: Revenue Growth  

            

Source: Thomson ONE; Own production 

4.4.1.1 Revenue Development in Business Streams  

In the following section is Skanska´s total revenue divided in to its four business streams, where 

trends in the revenue development will be analyzed.  

As mentioned in the company overview, construction constitutes Skanska´s main business stream, 

accounting for more than 80% of the company´s revenues throughout the period, while residential 

development, commercial property development and infrastructure development are contributing to 

a small fraction of Skanska´s total revenue. The highest revenue contribution that the construction 

stream has accounted for throughout the period occurred in 2013, where 89% of Skanska´s total 

revenue was generated through the construction segment. In contrast, the highest revenue 

contribution that the three other streams have accounted for throughout the period occurred in 2016, 

where 16% of the company´s total revenue was generated through residential development, 

commercial property development and infrastructure development.  
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Figure 32: Revenue from Business Streams 

            

Source: Thomson ONE; Own production  

Given the revenue development within the 5-year period, one can conclude that the construction 

contribution has exhibited a slightly falling trend, whereas an increasing trend in the three other 

streams can be identified. The increasing development trend in the minor business streams has been 

driven by increased contribution from the residential development stream, which has increased by 

27% within the measured period, and increased contribution from the commercial property 

development stream, which has increased by 62% during the period. The growth in the former 

stream correlates with an increased urbanization as well as the shortage of housing in Skanska´s 

home markets, where housing production has lagged population growth. In comparison, the growth 

in the latter stream has primarily been driven by economic growth, where increased recruitment 

needs among companies has enhanced the activity in the leasing market.  

Figure 33: Revenue Development Construction vs Other Streams  

                  

Source: Thomson ONE; Own production 
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4.4.1.2 Revenue Development in Geographical Areas  

In the following section are Skanska´s revenues divided in to its home markets in order to get an 

understanding of where the revenues derive from. More specifically, trends and potential changes in 

the geographical areas will be analyzed. In terms of classification, we have divided Skanska´s 

various home markets in to USA, Nordics and Europe. The Nordics include Sweden, Finland, 

Denmark and Norway, whereas Europe include the U.K., Poland, Czech Republic, Slovakia, 

Hungary and Romania.    

In the measured period, all home markets have exhibited steady revenue growth, where the USA, 

the Nordics and Europe have grown by 2%, 3% and 4%, respectively. In terms of absolute values, 

the Nordics has generated the highest figures throughout the entire period, where SEK 68 billion 

generated in 2017 constitutes all-time high.  

Figure 34: Revenue from Geographical Areas, Absolute Numbers 

          

Source: Thomson ONE; Own production 

In terms of percentage contribution, the levels have been relatively stable throughout the entire 

period, where the Nordics, the USA, and Europe contributed with 42%, 36%, and 22% in 2017, 

respectively. However, a minor trend can be identified in the European market, which in 2013 

accounted for 19% of total revenues in 2013, in comparison to the average of 23% throughout 2014 

to 2017.  In conclusion, one can identify the Nordics, followed by the USA and Europe as the most 

revenue generating market. 
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Figure 35: Revenue from Geographical Areas, Relative Numbers  

             

Source: Thomson ONE; Own production 

4.4.2 Development of Order Bookings 

In the following section, the development of Skanska´s order bookings will be analyzed. The 

development of order bookings is an important aspect of the revenue growth within the construction 

industry, and hence for Skanska as a construction company. In fact, order bookings can be used as 

an indicator of the overall economic health, as order bookings tend to decline during recessions, and 

accordingly increase during economic stable times (Ibison, 2008). Per definition, order bookings are 

orders that have been confirmed, financed and will start within one year (Skanska, 2018b).  

Throughout the measured period, Skanska has exhibited a relatively stable development in order 

bookings, where the all-time high figure in 2016 equals SEK 170 billion. Seen from a strategic 

point of view, Skanska launched its new business plan in 2016, which interpretably had a positive 

effect on order bookings. Moreover, Skanska experienced its lowest levels of order bookings in 

2013 and 2015, which equaled 120 BSEK and 122 BSEK, respectively.  

 

 

 

 

 

0%

10%

20%

30%

40%

50%

2013 2014 2015 2016 2017

% Revenue from Geographical Areas

Nordics Europe USA

Linear (Nordics) Linear (Europe) Linear (USA)



73 
 

Figure 36: Order Bookings 

            

Source: Thomson ONE; Own production 

The compounded annual growth rate over the measured period equals 5%, which implies an 

increasing overall trend during the measured period. Further, one can assume a high correlation 

between the future order booking trend and the economic growth in the forthcoming years.  

4.4.3 Free Cash Flow to Firm Development 

In the following section, the development of Skanska´s Free Cash Flow to Firm will be analyzed. 

The Free Cash Flow to Firm, abbreviated FCFF, represents the generated amount of cash from 

operations when depreciation expenses, taxes, working capital, and investments are deducted. In 

other words, FCFF equals the net operating profit after tax minus the change in invested capital. 

From an assessment point of view, the FCFF determines a company´s ability to repay its current 

debt and equity holders (Koller, Goedhart and Wessels, 2010). 

Given the historical development of Skanska´s FCFF, one can identify a distinct change in invested 

capital in relation to the implementation of its new business plan in 2016, where inventories and 

investments in unconsolidated subsidiaries increased by 22% and 54%, respectively, as compared to 

2015. In addition, an increase in receivables of 10% in 2016 as compared to 2015 further fueled the 

change in invested capital. In 2017, the change in invested capital fell significantly, which resulted 

in a positive FCFF, despite a lower net operating profit, as compared to 2016.  

Table 13: Free Cash Flow to Firm 

 

Source: Thomson ONE; Own production 
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4.5 Chapter Conclusion 

Given the financial analysis, one can conclude that Skanska has exhibited a falling trend in terms of 

utilization of invested capital, which can be seen as a lost edge towards its peers in terms of ROIC. 

However, compared to the peer group, Skanska is the only actor that has managed to increase its 

invested capital, which implies that Skanska possesses comparably better means to generate future 

returns.  

Moreover, Skanska does, according to the short- and long-term risk analysis, possess a sound 

financial risk profile, possessing lower risk than the peer group average overall.  

The analysis of Skanska´s order bookings concludes a relatively stable development, with an 

average of BSEK 142 throughout the measured period. Moreover, the largest amount of order 

bookings in the measured period was identified in 2016, equaling BSEK 170. This figure correlates 

with the large change in invested capital between 2015 and 2016, which partially was fueled by a 

significant increase in receivables.  

Further, the change in invested capital between 2015 and 2016 resulted in a negative free cash flow 

to firm, which correlates with the company´s launch of its new business plan, where investments 

arose.   
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5. SWOT Analysis  

Table 14: SWOT Analysis  

Strengths Weaknesses 

Reputation 

R&D 

Energy efficiency 

Strong financials 

GDP correlation 

Diversification of revenue streams 

 

Opportunities Threats 

US growth, ageing infrastructure 

Increased environmental focus 

Urbanization 

Technology 

Political instability 

Brexit 

Trade war 

Scandals 

Increased competition 

Increased COGS 

Source: Thomson ONE; Own production 

The SWOT analysis summarizes the most important findings from the strategic and financial 

analysis. Based on the external and internal analysis we are able to determine strategic components 

and based on the financial analysis we are able to determine the financial strength benchmarked 

against Skanska’s peers. 

5.1 Strengths  

The foremost important strength is Skanska’s reputation. Skanska has a well-established reputation 

and is among the most admired in the business. Furthermore, the focus on ESG activities, such as 

energy efficiency, which relates to its knowledge advantage in R&D, is a strength for Skanska and 

has the potential of leading to increased order bookings, given the surging interest for sustainable 

construction. Lastly, the strong financial position, including a sound risk profile and stable revenue 
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growth, composes a strength in a capital heavy business. Moreover, the large excess cash reserves 

provide a buffer for bad times in a recession environment.  

5.2 Weaknesses     

The weakness of the business is the high correlation with the respective GDP development in the 

home markets. The demand for Skanska’s products is therefore following the world economy and in 

a recession the demand can be low. Further, a weakness is the one-sided revenue stream. The lack 

of diversification in revenue streams puts a reliance on the construction business stream. This 

makes Skanska dependent on the GDP development as stated above. However, the remaining 

business streams are exhibiting an increasing contribution trend. 

5.3 Opportunities 

There are many opportunities for Skanska in the future. The highest potential market wise has been 

identified in the U.S. More specifically, the U.S. poses great opportunities, such as the ageing 

infrastructure worth several trillion USD. Furthermore, the increased environmental focus imposes 

opportunities for Skanska. The company´s focus on ESG factors is likely to increase the chances of 

landing environmentally friendly projects, while at the same time having a positive impact on 

Skanska´s already beneficial reputation. Further, technology advances will play a key role in the 

future construction industry, including AI, which could increase revenues significantly.  

5.4 Threats 

Political instability in the home markets accounts as a major threat, where the uncertainty regarding 

Brexit constitute a major concern. A negative outcome of Brexit will result in direct implications for 

Skanska. Similar to Brexit, the ongoing trade war is an issue that is likely to have an impact on 

material prices, which will increase the overall cost of goods sold. Further, increased competition 

accounts as a threat, which further is likely to occur due to the lucrative U.S. market. Finally, 

scandals in the past had a severe impact on the business. This is a threat in the future as well, as 

several home markets exhibit a high degree of corruption.      

6. Forecasting 

The chapters above discussed the strategic and financial performance. In this section the focus is to 

determine a forecast of future performance for Skanska, based on the strategic and financial 

analysis. The key value drivers analyzed are of utter importance in the next chapter, where we 

conduct a valuation of Skanska. 
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In order to start with a forecast, a pro forma statement is required (Petersen and Plenborg, 2012). 

The pro forma statement conducted follows a sales-driven forecasting approach, meaning that the 

sales revenue drives different accounting items. The growth or decline in sales revenue is then a 

deciding factor in the development of the accounting items. The forecast is divided into an explicit 

forecasting period and a terminal period. The explicit forecasting period does not assume the value 

drivers analyzed to be constant, while the terminal period assumes the value drivers to be constant 

(Petersen and Plenborg, 2012). The historical period is the foundation for the forecast.  

6.1 Forecasted Income Statement 

The strategic and financial analysis revealed important factors that are influencing the value drivers 

in the income statement. The emphasis is put on revenue development due to the sales-driven 

approach. Moreover, we have further put emphasis on cost of sales, given its large impact on 

NOPAT.  

6.1.2 Revenue growth 

This section elaborates on the predictions made of the growth development in the Nordics, Europe 

and USA. As a starting point in the forecast, GDP development is considered as an important aspect 

to look at, both in the home markets as well as globally. The global economy is expected to, by the 

end of 2018, grow by 3,9% in real GDP. The expected performance for 2019 imposes signs of a 

slowdown and beyond 2019 the global economy is likely to develop modestly. The GDP 

development in Skanska’s home markets is expected to continue growing but to slow down, similar 

to the global economy. Table 15 displays the GDP growth in the Nordics, Europe and USA. In the 

home markets, Europe is expected to experience the highest GDP growth, which to a large extent 

can be explained by the expected growth in the Eastern European countries. Both the Nordics and 

USA are expected to grow but to gradually slowdown. Based on these GDP predictions, it is 

notable that the trend is falling, which is taken in to account when forecasting the revenue 

development. 

Table 15: GDP Development, Home Markets 

    

Source: IMF (2018); own calculations 
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6.1.2.1 Adjustments & Assumptions 

The GDP growth is a good starting point to forecast the revenue growth. However, we do not 

consider only the overall GDP development as a sufficient growth explanation. Thus, we have 

conducted additional adjustments and assumptions. As concluded in the strategic analysis, several 

macro-economic factors could change the growth pattern. 

Firstly, the political turmoil in the United Kingdom due to Brexit and the economic implications of 

it is likely to put a strain on the growth. The IMF (2018) estimation for UK amounts to 1,60% 

growth in 2018, 1,50% in 2019 and 1,50% in 2020. Beyond 2020, the IMF (2018) estimates an 

annual GDP growth of 1,60%. We see this estimation to be too optimistic, since the GDP in 2018 

Q1 was only 0,1% and the economy is near stagnation (Business Insider, 2018). In Q2, up to first of 

June, the GDP growth ended up to be 0,4% and the estimate is to be 0,5% in Q3 (FXStreet, 2018). 

However, a recession could be a likely outcome of Brexit by 2020, while the construction industry 

in the United Kingdom has been cautious to start new projects by delaying decisions. Furthermore, 

many investors have withdrawn funding due to weak GBP performance. 

Based on these assumptions, we derived at a lower expected GDP growth for the United Kingdom, 

illustrated by the following estimates in table 16, which displays our expected base GDP 

development in the United Kingdom. 

Table 16: Adjusted Forecasted GDP Development, U.K.  

Q1 Q2 EQ3 EQ4 E2018 E2019 E2020 E2021 E2022 E2023 

0,10% 0,40% 0,50% 0,45% 1,45% 1,36% 1,36% 1,45% 1,45% 1,45% 

Source: IMF (2018); own calculations; fxstreet, 2018 

The estimate for 2018 ends up at a growth of 1,45%, which lays below the IMF estimation. Our 

estimation for 2019 is at 1,36%, which is just slightly below the IMF estimation.  

Further, we expect uncertainty to increase in 2019 with Brexit taking effect. The effect of Brexit is 

estimated to have an impact of £72 billion in lost economic activity annually (Business Insider, 

2017). This would imply a 3,46% reduction in GDP growth for 2020. While table 16 does not 

include the Brexit effect, table 17 below does. 
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Table 17: GDP Development, Brexit Adjusted 

GDP 2017 E2018 E2019 E2020 E2021 E2022 E2023 

Billion 1998,651 2027,631 2055,194 2083,132 2113,337 2143,981 2175,068 

Impact of brexit 
   

72 72 72 72 

GDP reduction 
   

-0,03456 -0,03407 -0,03358 -0,0331 

Real value 
   

2011,132 2041,337 2071,981 2103,068 

Source: Business Insider; own calculations; appendix 20 

The effect of £72 billion has an effect of reducing the GDP by 2,14%, which would lead into a 

recession in 2020. However, we expect the economy to recover after 2020 and reaching pre-Brexit 

GDP levels by 2022. 

Based on these events we have lowered the European market revenue growth for Skanska in 2018 

from 3,68% to 3,66%. Table 18 displays all adjustments for the European market. As the table 

describes, the adjustments are marginal and will likely have a small effect on Skanska´s 

performance. Overall, the European market will contribute the least to total revenue, following the 

same historical pattern as identified in the growth analysis. 

Table 18: Adjusted Revenue Growth Skanska´s European Market  

Revenue growth E2018 E2019 E2020 E2021 E2022 E2023 

Before adjustments 3,68% 3,12% 2,75% 2,68% 2,62% 2,60% 

After adjustments 3,66% 3,09% 2,73% 2,66% 2,59% 2,58% 

Source: own calculations 

Due to the expected effect of Brexit we lowered the revenue growth in the European market.  

Regarding the U.S. market, we consider it as the future growth engine for Skanska. As stated in the 

strategic analysis, the US market is expected to continue on a growth path. The figure below 

displays construction-industry growth estimates for 2018 in the country´s different states. 

 

 

 

 



80 
 

Figure 37: Estimated Construction Industry Growth per American State 

 

Source: Oldcastle North American Construction Forecast (2018) 

As observed, the majority of the U.S. states possess strong forecasted growth figures in 

construction. The Oldcastle North American Construction Forecast (2018) predicts the 2018 growth 

to be 4,67% for the U.S. in total. We assume this number to be aligned with the construction 

opportunities in the United States and to be a good indicator of growth. Such opportunities include 

the planned Trump infrastructure plan worth up to $1 trillion. The plan has not yet been finalized, 

but the aging US infrastructure poses an opportunity for construction companies. Furthermore, we 

believe Skanska will have good chances to increase their revenues in the U.S. market. The outcome 

of the ongoing mega-project at LaGuardia airport could enhance their track record and drive future 

growth. Moreover, Skanska has secured valuable office building contracts at Boston Seaport, which 

could indicate further future growth (Boston Business Journal, 2018). 

Based on the assumptions above, we will base our future growth at 4,67% for 2018. For the rest in 

the forecast period, we assume a decline in correlation with the GDP development as displayed in 

table 19. 
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Table 19: Estimated Growth American Construction Industry vs. American GDP Development 

Forecast E2018 E2019 E2020 E2021 E2022 E2023 

GDP Development 2,90% 2,70% 1,90% 1,70% 1,50% 1,40% 

Growth 4,67% 4,35% 3,06% 2,74% 2,42% 2,25% 

Source: Oldcastle North American Construction Forecast (2018); own calculations; appendix 16 and 17 

As illustrated, we assume the growth to outperform the national GDP development. Furthermore, 

one important indicator is the construction-spending amount. It represents about 20% of the total 

GDP, making it an important source of information (Bureau of the Census of the U.S. Department 

of Commerce, 2018). The forecast for the construction spending is increasing on an annual basis but 

also decreasing in growth, which makes the growth estimation reasonable.  

Table 20: Construction Spending, the U.S. Construction Industry  

Source: Own production; Statista (2017) 

In the Nordics, the GDP growth is expected to grow as presented below. As stated earlier, the 

growth is declining in all countries. The strongest decline is predicted in Finland and Sweden. The 

sharp decline in Finland is based on the fact that the construction boom has reached its peak 

(Finnish Government, 2017). Furthermore, the shrinking working-age population and high 

structural unemployment will drag the growth downwards (European Commission, 2018). In 

Sweden, the domestic demand has constituted a growth factor. However, it is expected to decline in 

the coming years with lower housing investments. The development in the construction industry is 

reflected in the overall economic sentiment (European Commission, 2018). Furthermore, the 

declining house prices are holding back the high growth. In Denmark the housing prices are still 

rising, which is an important driver for Danish growth (European Commission, 2018). For Norway 

the GDP growth is driven by rising oil prices. However, a slowdown in construction is holding back 

growth. According to Euroconstruct (2018) the medium-term construction performance is expected 
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to grow in Norway and Denmark, while expected to decrease in Finland and Sweden. The expected 

medium-term development is displayed in table 21. 

Table 21: Construction Growth, the Nordics 

Source: Euroconstruct, 2018; Own Construction 

Based on these estimations of GDP growth and construction development we see the GDP 

development to represent as a credible growth estimation for Skanska in the Nordics. 

Table 22: Adjusted Growth Estimation, the Nordics  

Forecast E2018 E2019 E2020 E2021 E2022 E2023 

Finland 2,60% 2,00% 1,50% 1,30% 1,20% 1,20% 

Sweden 2,60% 2,20% 2,10% 2,00% 1,90% 1,90% 

Norway 2,10% 2,10% 1,90% 1,90% 1,90% 1,90% 

Denmark 2,00% 1,90% 1,80% 1,80% 1,70% 1,70% 

Nordics 2,33% 2,05% 1,83% 1,75% 1,68% 1,68% 

Source: IMF data; Own Construction 

Based on the adjustments and assumptions above, we have derived at the expected revenue growth 

for Skanska, as exhibited in the table below. The revenue is expected to grow fastest in the United 

States and the significance of the US market is expected to grow in relation to the total revenue. The 

growth rate is expected to remain strong in the medium-term, while in the long-term, a more modest 

growth development is expected.  

 

 

    
Construction performance 

 
E2018 E2019 E2020 

Finland 3,32% -1,65% -1,94% 

Sweden 2,50% -0,16% -1,46% 

Norway 4,51% 3,62% 2,16% 

Denmark 2,46% 2,84% 2,33% 

Nordics 3,20% 1,16% 0,27% 
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Table 23: Estimated Revenue Figures from Skanska´s Home Markets  

Revenue from Geographical Areas 

SEK (billion) E2018 E2019 E2020 E2021 E2022 E2023 

Nordics 69.19 70.61 71.90 73.16 74.38 75.63 

Europe 36.72 37.85 38.88 39.92 40.95 42.01 

USA 60.67 63.30 65.24 67.03 68.65 70.19 

Total 166.57 171.77 176.02 180.10 183.98 187.83 

Growth 3,46% 3,12% 2,48% 2,32% 2,15% 2,09% 

Source: Own calculations based on adjustments and assumptions 

6.1.2.2 Terminal growth 

The terminal growth equals a stable growth that is sustained in perpetuity. The expected revenue 

growth in our terminal year 2023 is estimated at 2.09%, which is almost identical to the expected 

global GDP growth at 2.1% for the upcoming 50 years (Manyika et. al, 2015). Thus, we are using 

2.09% as terminal growth number. 

6.1.3 Cost of goods sold 

The costs in the construction industry are continuously increasing and constitute a current issue for 

the whole construction sector. As noted in the strategic analysis, the construction cost index 

displays the different costs associated with construction. From this, one can identify labor expenses 

and material costs as the major cost drivers, affecting COGS.   

In the United States, the material costs are expected to rise between 2-3% in 2018 (CHR Americas, 

2018). Labor on the other hand, is driving costs even more than materials. The labor expenses in the 

United States are expected to increase with 3-4%. The shortage of skilled labor will increase the 

salary costs in the whole forecasting period. These two factors are significant cost drivers. 

However, only forecasting these two cost drivers would not generate the true COGS. Thus, we have 

decided to use the 2018 construction cost index (CCI) by Turner Construction Company (2018) to 

forecast the development of COGS. In the historical period of 2013 to 2017 the CCI has increased 

on average with 4,75% annually. We assume this number to be a credible annual increase 

percentage for the remaining forecast period. In the figure below the forecasted CCI is illustrated.     
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Figure 38: Estimated COGS Development U.S. Market 

                                    

Sources: Own calculations based on Skanska annual reports and Turner Building Cost Index 

In the Nordics, the construction costs have on average not increased as much as in the US. The 

steepest annual increase has been seen in Norway with an average of 2,80%. Sweden has had the 

second highest with 2,09%, while Denmark and Finland have exhibited increases of 1,36% and 

0,75%, respectively. This results in an average cost increase of 1,75% over the historical period. We 

assume this development to be constant during the forecasted period.  

In the European market the increase has only been 1,22%. The highest increase has been in the 

United Kingdom with 2,64% on average, while the Eastern European markets have experienced 

very modest increases, or even declines, as in Poland with -0,23%. Here we assume a constant 

increase of 1,22% for the European market during the forecasting period.  

A challenge of forecasting COGS is that Skanska does not communicate the portion of COGS 

allocated to each geographical market in its financial reports. Our assumption is thus to use the 

weighted portion of revenue for each geographical market as a base to forecast the portion of 

COGS. The average weights over the forecasted period are 40,80% for the Nordic market, 22,16% 

for the European market and 37,04% for the U.S. market. By computing the yearly cost increases 

per market times the assumed COGS weight per market, we have derived at an increase in COGS of 

2,74% annually.      

By adjusting with this cost increase, we derive at the following COGS forecast for Skanska. 
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Table 24: Estimated COGS  

  E2018 E2019 E2020 E2021 E2022 E2023 

COGS 147757,0 151810,2 155974,7 160253,3 164649,4 169166,0 

Source: Own calculations; Eurostat 2018; Turner Building Cost Index 2018; appendix 23 

6.1.4 Operating Costs 

The main operating costs consist of expenses related to selling and administration among other 

general expenses. The range in the historical period has been between 5,5% to 6,1% of revenue. The 

forecasted percentage is based on the historical average of 5,8% and assumed to be constant.   

6.1.4.1 Depreciation, amortization and write-downs  

The depreciation, amortization and write-downs have been kept at stable levels in relation to 

revenues throughout the historical period, and are calculated as a portion of sales based on the 

historical average. 

6.1.4.2 Tax 

The assumed tax rate for the forecast period is the Swedish corporate tax rate of 22%. 

6.1.5 Net Operating Profit after Tax 

Based on the revenue growth and cost development we can determine a forecasted NOPAT for the 

period. Furthermore, we can determine a forecasted profit margin for Skanska. We expect NOPAT 

to increase in the short run and decrease in the long run. This is aligned with our assumptions about 

increasing costs and a decreasing growth rate. Likewise, profit margin is expected to follow the 

same pattern as NOPAT.   

Figure 39: Forecasted NOPAT and Profit Margin 

                                                        

Source: Own production; appendix 24 

2013 2014 2015 2016 2017 E2018 E2019 E2020 E2021 E2022 E2023

NOPAT 3,938.7 4,060.2 5,042.7 5,831.1 4,170.0 6,906.2 7,552.1 7,426.1 7,079.3 6,495.0 5,794.0

Profit Margin 2.88% 2.83% 3.29% 4.01% 2.64% 0.0 0.0 0.0 0.0 0.0 0.0
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6.1.6 Non-Core Operations 

As Skanska has experienced financial profit in the historical period on average, the forecasted net 

financial profit is expected to follow the same trend. Moreover, special items, such as extra-

ordinary charges, are forecasted based on the historical average proportion of revenues.  

6.2 Forecast of balance sheet 

In the analytical balance sheet all accounting items are calculated as an average percentage of the 

historical revenue. This average percentage is then multiplied with the revenue forecast to forecast 

the value of these accounting items (see Appendix 4).  

7. Cost of Capital 

In order for a company to become successful it must accept risk; successful organizations take on 

calculated risks to achieve their objectives. Risk is therefore undeniable in business (Petersen and 

Plenborg, 2012). 

A company´s investors are risk averse, and demand compensation for bearing risk; equity holders 

become compensated after debt holders and require thus a higher degree of risk compensation. 

Moreover, investors need to convert the underlying risk of their provided capital into a cost of 

capital measure. However, the cost of capital estimation is far from straight forward, as lenders and 

owners not always agree on a common standard approach of determining cost of capital (Petersen 

and Plenborg, 2012). 

In order to estimate the cost of capital, Petersen and Plenborg (2012) highlight the importance of 

choosing a suitable measure given the valuation model. Hence, as we later will conduct our 

valuation by applying the discounted cash flow model, accompanied by the economic value added 

model, we have decided to use weighted average cost of capital as cost of capital measure.   

7.1 WACC 

The weighted average cost of capital, abbreviated WACC, determines the weighted average of the 

required return for each type of investor. The formula of the measure, taking the value and required 

rate of return of both equity and net interest bearing debt in to account, is defined as: 
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7.1.1 Cost of Equity  

In order to apply the WACC measure, we need to determine the equity holders´ required rate of 

return. More specifically, Skanska´s cost of equity is derived from the risk-free rate, the market risk 

premium and the company´s systematic risk (beta). Consequently, we have chosen to use the capital 

asset pricing model to determine the required rate of return on equity, which takes all the mentioned 

factors into account:  

     

Below, the three different factors of the formula will be identified. 

7.1.1.1 Risk-free rate 

In order to estimate the risk-free rate, we have decided to make use of government bonds that are 

considered to be default-free. 

According to Koller, Goedhart and Wessels (2010), when the WACC estimation contains bond 

parameters, the maturity of the bond should equal the maturity of the predicted cash flow. However, 

given the limited availability of 6 year bonds, a 5 year government bond is assumed to equal 

Skanska´s risk-free rate.  

Moreover, given the historically low interest rate level in Sweden in June 2018, an average 

calculated based on the previous 5 years will be applied. On the first of June 2018, this average 

amounted to 0.36%. The average proxy is expected to provide a better estimation, as interest rates 

are expected to increase from the current low levels within the forecasted period (Riksbanken, 

2018). 

7.1.1.2 Beta 

Equity beta, also referred as systematic risk, is used to measure the covariance between the returns 

on a specific stock and the returns on the market portfolio.  As defined by Petersen and Plenborg 

(2012), the required rate of return on equity increases in correlation with an increase in systematic 

risk. Hence, the higher beta, the higher the company´s cost of equity.  

The beta is calculated using the following formula:  
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The main question when calculating the beta is what measurement period to apply. According to 

Koller, Goedhart and Wessels (2010), the optimal period is the 5 year monthly return, including 60 

observations. More specifically, Koller, Goedhart and Wessels (2010) argue that a more frequent 

return period will lead to systematic biases.  

In our beta estimation, we have used monthly returns over the last 5 years, and estimated the 

correlation between the Skanska stock and the Swedish OMXS30 index. 

Table 25: Beta Calculation 

Variance 

Skanska             0.00274251 

Variance 

OMXS30 0.001161676 

Covariance 0.001233603 

Beta 5-Year 1.061916923 

Source: own production; Bloomberg (2018); appendix 13 

7.1.1.3 Market Risk Premium  

The market risk premium equals the market return minus the risk-free rate. More specifically, the 

market risk premium is defined as the premium investors receive for being exposed to risk (Petersen 

and Plenborg, 2012).  

According to Petersen and Plenborg (2012), there are two common ways of determining the risk 

premium, the ex-post approach and the ex-ante approach. The former approach analyzes the market 

portfolio´s historical risk premiums, based on the assumption that historical figures constitute a 

good indicator of future figures. In contrast, the ex-ante approach includes consensus among 

analysts to determine the most accurate risk premium for the future.  

Various analysts all over the world provide extensive research on current risk premiums, including 

Fernandez and Damodaran, as indicated by Petersen and Plenborg (2012). Moreover, PWC Sweden 

provides annual data on the Swedish stock market risk premium, which in 2017 amounted to 6.5% 

(PWC, 2017). We believe that PWCs proximity to the market provides unique insights, and assume 

6.5% to be very close the real risk premium. 

Given the determined parameters above, we can conclude the following required return on equity 
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Table 26: Required Return on Equity 

Beta 1.06 

Rm 0.065 

Rf 0.0036 

Re 6.88% 

Source: own production; appendix 13 

7.1.2 Cost of Debt (After Tax) 

The cost of debt refers to the required return of debtholders and consist of the following three 

variables: the risk free rate, the credit spread and the corporate tax rate (Petersen and Plenborg, 

2012).  

In general terms, the cost of debt is calculated as:  

 

Where rs equals the credit spread. However, as Skanska is not credit rated it is not merely as simply 

as plugging in the numbers. Hence, according to Petersen and Plenborg (2012) and Damodaran 

(2012), one can conduct an internal credit analysis. Given our credit analysis (see appendix 14), 

Skanska possesses a BBB-rating, which is identical to the most recent available rating at BBB 

(SEB, 2015). According to Damodaran (2018), a BBB-rating translates to a credit spread of 0.0127 

(Appendix 14).  

Hence, the after tax cost of debt is calculated as indicated below: 

Table 27: After Tax Cost of Debt 

Rating BBB 

Credit Spread 0.0127 

Rf 0.0036 

Corporate Tax 0.22 

Rd 0.012678 

Source: own production; appendix 14 
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7.1.3 Capital Structure  

When weighting the cost of debt versus cost of equity, market values should be used (Koller, 

Goedhart and Wessels, 2010). 

In order to determine the market value of Skanska as of June 1st 2018, we multiplied the stock price 

by the amount of outstanding shares. The resulting market cap equaled SEK 65,407,786,500.00. 

In terms of Skanska´s debt, it is not publicly traded. Consequently, it is not possible to collect data 

about the market value of the debt. Hence, the book value of debt should be used as a proxy (Koller, 

Goedhart and Wessels, 2010). 

Thus, the book NIBD of 2017 is used as proxy in the capital structure, which amounts to SEK 

1,397,540,000. 

7.1.4 WACC Calculation  

Using the formula below, and the parameters above, we have estimated a WACC of 6.77%. 

 

Table 28: WACC Calculation 

Number of shares outstanding 436,000,000.00 
 

Share price on the 1st of June 163.45  

Market Value Equity 71,264,200,000.00  

Market Value NIBD 1,397,540,000.00  

Rd 0.012677501  

Re 0.068804596  

WACC 0.067671432  

Source: own production 

8. Valuation 

The following valuation will be based on the forecasted cash flows and the projected weighted 

average cost of capital in the previous chapter. The aim of the valuation is to estimate the fair value 

of one share of Skanska as of 1st of June 2018.  
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In order to find the fair value of Skanska, we will apply two different present value approaches: the 

discounted cash flow model and the economic value added model. The models are theoretically 

equivalent, and should hence generate identical estimates. Consequently, by using two different 

approaches that yield identical results, we ensure that the valuation is valid and does not contain any 

miscalculations.  

8.1 Discounted Cash Flow Valuation 

The Discounted Cash Flow Model is considered as the most popular present value approach. In 

terms of the accuracy of the valuation model, both pros and cons can be identified. The major 

determinant of the DCF model´s soundness equals the degree of confidence associated with the 

forecasted cash flows. Hence, given the proven strong correlation between Skanska´s performance 

and the GDP growth (Skanska, 2018b), we are confident in our projections, which accordingly are 

based on the expected GDP development. Furthermore, we consider the sensitivity of the model to 

constitute the major disadvantage; small changes in the assumed forecast may cause the valuation to 

vary significantly. Hence, we will after the valuation conduct a sensitivity analysis based on our 

major forecast assumptions: terminal growth, revenue and cost of goods sold.  

According to Petersen and Plenborg (2012), the Discounted Cash Flow Model can be specified in 

two ways: the estimation of the enterprise value of a company and the estimation of the equity value 

of a company. We have chosen the former model, which values the present value of the entire 

company, including equity and outstanding debt, through discounting the free cash flow to firm at 

the weighted average cost of capital.  

Following Penman (2013), the FCFF is calculated as net operating profit after tax minus the change 

in invested capital, which is calculated in the table below.  

Table 29: Estimated FCFF Development 

Source: Own production; Petersen and Plenborg (2012) 

The calculated FCFF is further used as input in a two-stage model, where the free cash flow to firm 

and the terminal value are discounted back to present value. The two fractions are together 

constituting the enterprise value.  
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The output generated through the model indicates if Skanska is over- or undervalued as compared 

to the cut-off date based on the analysis conducted throughout the thesis. 

Table 30: Discounted Cash Flow Model 

Source: Own Calculation; Petersen and Plenborg (2012) 

As illustrated in the valuation model above, Skanska was on the first of June 2018 undervalued by 

56%, given the market price of SEK 163.5.  

8.2 Economic Value Added Valuation 

The Economic Value Added model provides us with the difference between Skanska´s return and 

its cost of capital. In other words, the EVA model generates Skanska´s profit less its cost of capital. 

In terms of pros and cons, EVA is more suitable for asset rich companies, given its heavy reliability 

on invested capital, than for companies with a high degree of intangible assets (Damodaran, 2007). 

Thus, EVA is assessed to be suitable for Skanska.    

In comparison to the discounted cash flow model, which relies on cash flow data, does the 

economic value added model rely on accrual accounting data. However, despite the differences, the 

models are theoretically equivalent (Petersen and Plenborg, 2012). More specifically, EVA is 

calculated as:  
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Moreover, the EVA is used as input in the following two-stage model, which determines the 

company´s present enterprise value by adding the present value of all future EVAs to invested 

capital: 

 

Using the previously calculated NOPAT and change in invested capital, the EVA model generates a 

stock price of SEK 254.9, which is identical to the equivalent generated through the DCF, 

enhancing the validity of the calculated stock price.  

Table 31: The Economic Value Added Model 

Source: Own Calculations; Petersen and Plenborg (2012) 

8.3 Sensitivity Analysis  

The results from the fundamental valuation analysis in the Discounted Cash Flow model are 

influenced by subjective assessments and assumptions. In other words, the fundamental valuation 

analysis depends on the projected forecast, which is associated with uncertainty. Therefore, a 

valuation should, according to Petersen and Plenborg (2012) always be followed by a sensitivity 

analysis. More specifically, the sensitivity analysis is a helpful tool to stress the subjective 

assumptions and measures made in the analysis of the company. 

Given our strategic and financial analysis, and the assumptions made in the projected forecast, we 

will analyze how changes in the forecasted key drivers affect the estimated stock price. More 

specifically, we will start analyzing how changes in the terminal growth rate in relation to changes 
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in WACC affect the projected stock price. This is followed by an analysis of how changes in the 

revenue growth affects the stock price in relation to changes in EBITDA. Lastly, we will analyze 

how changes in cost of goods sold affect the stock price in relation to changes in WACC.    

8.3.1 Sensitivity of Terminal Growth Rate and WACC  

In the following section, we will analyze how Skanska´s stock price develops given changes in the 

terminal growth rate and the estimated WACC. The terminal growth rate of total revenue is 

estimated to be 2.09%, which is in line with McKinsey & Company´s projected global GDP growth 

of 2.1% for the period 2014-2064 (Manyika et al., 2015).  

Table 32: Sensitivity of Terminal Growth Rate and WACC    

 

Source: Own production 

As exhibited in the table above, fluctuations in the terminal growth rate do have a great impact on 

our estimated stock price. The stock price is significantly increasing when WACC decreases in 

correlation with an increase in the terminal growth rate. More specifically, an increase in the 

terminal growth by 1%, all other things being equal, implies an appreciation of 20% in comparison 

to our estimated stock price. Moreover, one can conclude that the marginal change in WACC has a 

larger impact on the stock price than the marginal change in the terminal growth rate. This 

difference is the result of WACC´s impact on all future free cash flows to firm, while the terminal 

growth rate merely affects the terminal value.  

8.3.2 Sensitivity of EBITDA Margin and Revenue Growth  

In the following section, we will analyze how changes in the EBITDA margin in relation to changes 

in the revenue growth affect the estimated stock price.  

As exhibited in the table below, a 1% increase in the EBITDA margin, all other things being equal, 

results in an estimated stock price of SEK 255.1. This equals an upside potential of 56% as 

compared to the market price of 163.5 on the 1st of June 2018. Moreover, changes in revenue 

growth, all other things being equal, have a smaller impact on the stock price compared with 

changes in the EBITDA Margin. 
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In conclusion, in all simulated outcomes, the stock does not underperform in relation to the market 

value on the 1st of June 2018.  

 

Table 33: Sensitivity of EBITDA Margin and Revenue Growth 

 

Source: Own production 

8.3.3 Sensitivity of WACC and COGS Growth 

In the upcoming section, we will analyze how changes in the estimated cost of goods sold in 

relation to changes in the WACC affect the stock forecasted stock price.  

Combining the revenue growth/EBITDA margin graph with the WACC/COGS Growth below, one 

can conclude that changes in COGS have a bigger impact on the stock price than changes in 

revenue.   

In conclusion, in all simulated outcomes, the stock does not underperform in relation to the market 

value on the 1st of June 2018. 

Table 34: Sensitivity of WACC and COGS Growth 

 

Source: Own production 

9. Forecast and Valuation with Environmental Social Governance 

ESG is an important factor when considering the future. In the previous chapter we did derive at a 

stock price of SEK 254.9 with the DCF model. However, we argue that by doing an ESG approach, 

we can forecast important ESG factors to make adjustments in the DCF model.  
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The ESG integration to our valuation is a Level 2 Integration according to Principles for 

Responsible Investment (PRI), Sloggett (2016). It is about to incorporate a qualitative and 

quantitative analysis of ESG parameters.   

The challenge is to make adjustments on the basis of ESG performance. As Bos (2014) argue, there 

are two approaches to do an adjustment to a DCF model. The first is by adjusting the discount rate. 

However, the challenge here is to determine how much the discount rate should be adjusted. The 

second approach is to adjust cash flows. We have chosen to adjust cash flows on the basis of our 

ESG analysis. According to Sloggett (2016) one way to integrate traditional drivers and ESG 

drivers is to increase or decrease variables affecting the DCF model.  

On the basis of our analysis and available data we have chosen to adjust operating costs for Skanska 

with ESG. The adjustment to operating expenses is calculated with energy efficiency and the 

portion of renewable energy of the total energy consumption. The reasoning behind choosing 

energy consumption as an ESG parameter is due to its direct link to NOPAT. Furthermore, the 

limited data available limited our options to make ESG adjustments, and we found it slightly 

challenging to find a meaningful measure.  

As presented in the strategic analysis the historical usage of energy has fallen since 2014. Of the 

total operating costs, energy is a huge expense, as exhibited in the table below. In 2014, the energy 

cost was 21,18% of total operating costs. By 2017 the percentage had fallen to 14,62%. We expect a 

continued focus on energy efficiency to meet decreasing emissions and energy saving agreements. 

The historical total energy cost for each year is based on an average of the energy price per MWh 

per year for all home markets.    

In the energy forecast, we have assumed a constant energy price over the forecasted period. The 

energy price is converted from USD and EUR to SEK per MWh and is based on an average of the 

home market prices. The estimated average price is 1024,12 SEK per MWh for the entire forecasted 

period. The assumption of keeping the price constant is based on stable historical energy prices with 

low volatility.     
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Table 35: Skanska´s Operating Costs and Energy Costs

Source: own calculations; Skanska (2018b); appendix 15 

Total energy costs are expected to decrease annually with 4,09%, which is based on the historical 

average. Notably, the energy efficiency at Skanska is not only achieved by using less fossil fuels. 

During the measured period, a significant part of the energy consumption was transferred into 

renewable sources. We expect this trend to continue in the forecasting period with decreasing fossil 

fuel usage by -4,69% from year to year. This reduction percentage is based on the historical year-to-

year reduction of fossil fuels.  

A drawback is the limited historical data available as it only stretches over three years. The first 

year (2015) had a reduction of -10,03%, which is easy to achieve when having only 0,07% 

renewable energy in the previous year. The reduction in 2016 decreased -2,28% and in 2017 the 

reduction decreased to -1,78%. However, we believe this reduction of -4,69% to be a realistic 

indicator since renewable energy is getting more efficient and new technologies are developed or 

under research to decrease costs, which rimes with Skanska´s focus on R&D to become more 

energy efficient (Stanford News, 2017). One particular interesting technology is to use windows as 

solar panels (World Economic Forum, 2018). Furthermore, wind energy is getting more efficient 

with an introduction of new technologies (Stanford News, 2017). This would imply that the 

reduction percentage of -4,69% from the previous year could be possible to achieve.      

It is stated in Skanska’s sustainability report that the change to renewable energy sources are taken 

if the economic conditions are favorable, implying a relatively higher green energy price (Skanska 

Sustainability Report, 2017). As the reduction of fossil fuels from the previous year is -4,69%, the 

actual yearly change to renewable energy is equal to the previous year fossil fuel consumption in 

percentage times 1 minus 4,69%.  
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The change to renewable energy is expected to slow down due to the economic condition statement 

and we expect it to be easier in the beginning to change energy sources, while it becomes a slower 

process in the future to replace. 

The figure below displays the percentage of fossil fuels and renewable energy of the total energy 

consumption. Furthermore, the increase to renewable energy sources of the total energy 

consumption is displayed. 

Figure 40: Estimated Renewable Energy Percentage of Total Energy Consumption 

 

Source: Skanska Sustainability Report (2017); own calculations  

For 2018, the change to renewable energy is expected to be 4,05%, which is equal to the reduction 

of fossil fuels from 2017 to 2018. Based on this forecast, the expectation is to consume 64,71% 

energy of total energy consumption generated from fossil fuels and 35,29% from renewable sources 

by the end of the forecasting period. Further, we expect Skanska gradually to become greener in 

energy as it is embedded in Skanska’s values and sustainability focus areas.   

The way to implement this in the valuation is to adjust the operating expenses as stated above. 

However, our view is that simply adjusting operating expenses by the annual decrease of -4,09% in 

energy efficiency is not sufficient enough, because it does not take into account the energy source. 

To take this into consideration, the adjustment of the operating expenses is based on a green factor, 

which is the consumption of renewable energy as discussed above. The green factor is equal to the 

fraction of energy efficiency that is generated through renewable energy usage. The effect is then 

determined by taking the portion of renewable energy times the total energy efficiency.  

2014 2015 2016 2017 E2018 E2019 E2020 E2021 E2022 E2023

Fossil fuels 99.93% 89.91% 87.86% 86.31% 82.27% 78.41% 74.74% 71.23% 67.89% 64.71%

Renewable 0.07% 10.09% 12.14% 13.69% 17.73% 21.59% 25.26% 28.77% 32.11% 35.29%

Change % 0% 10.02% 2.05% 1.55% 4.05% 3.86% 3.68% 3.50% 3.34% 3.18%

0%

2%

4%

6%

8%

10%

12%

0.00%

20.00%

40.00%

60.00%

80.00%

100.00%

120.00%

Fossil fuels Renewable Change %



99 
 

By taking this green factor into account, the entire energy efficiency is not subtracted from the 

energy cost savings as fossil fuels are partially used to achieve this efficiency. Thus, the entire 

energy efficiency of -4,09% to the energy costs could theoretically be reached if 100% of the 

energy would be generated with renewable energy sources. Table 36 below displays the calculated 

adjustments. 

Table 36:  ESG Adjustment Operating Costs 

  E2018 E2019 E2020 E2021 E2022 E2023 

Energy cost decrease, % -4.09% -4.09% -4.09% -4.09% -4.09% -4.09% 

Renewable energy, % 17.73% 21.59% 25.26% 28.77% 32.11% 35.29% 

ESG Adjustment, % -0.726% -0.883% -1.034% -1.177% -1.314% -1.444% 

Source: Own calculations; Appendix 15 

As the adjustment above only takes into account the green portion of energy, we assume this 

adjustment also to display the total reduction of operating costs.  

The argument is based on the fact that among many qualitative ESG activities conducted by 

Skanska, the majority are connected to operating costs.  

For instance, the UN Sustainable Development Goals, such as decent work and economic growth 

are linked to operating costs. Furthermore, responsible consumption and production is linked to 

operating costs. Lastly, Indirectly Diversity and Inclusion as well as community investments can 

both be linked to operating costs. 

In total, we argue that ESG activities have a positive effect on the company value and see this 

adjustment to be an indicator of future ESG performance.     

As argued by Koller and Bailey (2017), sustainability issues will have a growing impact on cash 

flows and eventually valuations. Based on our ESG-assessment, operating costs will decrease, 

which will increase the forecasted FCFF. Our sustainability adjustment is therefore an increase in 

the stock price from 254.9 to 260.02, equaling an increase of 2.06%.   
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Table 37: ESG Adjusted DCF Valuation 

Source: Own production; Petersen and Plenborg (2012) 

10. Thesis Conclusion 

The objective of this thesis was to determine the fair stock price of one Skanska B share on the 1st 

of June 2018 and to determine the effect of incorporating ESG factors in the valuation. By 

conducting a strategic and financial analysis, a valid result could be determined.  

The strategic analysis was conducted to identify strategic key elements in the business environment. 

By conducting a comprehensive macro analysis, it was possible to identify external factors affecting 

Skanska. The GDP development was identified as the most influential industry driver. Further, the 

analysis identified important macro events and trends, such as Brexit, the current trade war, 

urbanization, and political uncertainty. These bring both challenges and opportunities in the future. 

Moreover, the current shortage of labor will have an effect on the future growth opportunities in its 

current form.  Further, technological advances, such as AI, is shaping the construction industry 

through increasing efficiency.   

The macro-outlook is positive in terms of economic growth but the ongoing political instability, 

primarily, slightly mitigates the opportunistic view.  

Through conducting the industry analysis, we assessed the construction industry in Skanska’s home 

markets. Based on the analysis, we concluded the rivalry in Skanska´s home markets on aggregate 

as moderate, where the company´s strong position in the Nordics outsets stronger competition in 

Europe and the U.S.  Moreover, the threat of new entry is assessed as weak as reputation and track 

record are considered as major industry value drivers, meanwhile buyer power is assessed as strong 

given the industry specific tender process.  
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The internal analysis identified competitive advantages through the VRIO analysis. The strong 

reputation and know-how in form of R&D are assessed as competitive advantages. Furthermore, we 

analyzed the ESG activities conducted by Skanska to identify factors that could generate additional 

value for the business. The analysis identified environmental actions by Skanska to reduce both 

energy consumption and CO2 emissions. Furthermore, Skanska is actively participating in social 

endeavors to promote education and community development. The ESG analysis was concluded 

with a shared value analysis to identify if the ESG activities have a shared value outcome. The 

analysis found a positive impact of the ESG activities for the business and for the society.    

The financial analysis revealed Skanska’s profitability on average, in the measured period, as 

superior in terms of ROIC and ROE. However, a declining trend in turnover rate of invested capital 

indicates that Skanska has lost its edge towards its peers to generate better returns of their invested 

capital. 

Given the liquidity risk analysis, with interest coverage risk and net interest-bearing debt levels 

below industry average, no sign of financial distress can be identified 

The historical revenue growth has exhibited an upward trend, which has been aligned with global 

economic trends. Further, the construction business stream is identified as the main revenue source 

for Skanska in the measured period. The other business streams are, however, slowly contributing 

more to the total revenue.  

Based on the strategic and financial analysis, the most important items to assess were identified as 

revenues and COGS, where revenues are expected to increase in all Skanska´s home markets. 

Further, Brexit is expected to have a negative impact on the future growth in Europe. The U.S. 

market is expected to be the growth engine for Skanska given the ageing infrastructure. Further, 

COGS is expected to significantly increase due to increased material and labor costs.  

The valuation was conducted through application of the DCF model as well as the EVA model. The 

WACC for Skanska was assessed to be 6.77%, partially based on an internal BBB-rating. The two 

valuation models derived at a stock price of SEK 254.9, equaling a 56% upside in regards to the 1st 

June 2018 stock price of SEK 163.5. To test the assumed variables in the valuation models, a 

sensitivity analysis was conducted, where changes in WACC had a huge impact. Thus, one can 

conclude that increased interest-rates in Sweden, or any WACC component changes, would alter 

the estimated stock price rather dramatically.  
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Finally, we conducted an extensional analysis in order to determine how ESG factors affect our 

computed stock price. More specifically, the adjustment of operating costs using a green factor was 

conducted to set a value on Skanska´s green initiatives. From our calculations and assumptions, we 

concluded that the higher green factor the larger decrease in operating costs. The ESG adjusted 

DCF valuation generated a price of SEK 260.2, equaling an upswing of 2.06% to the pre-adjusted 

stock price.  

10.1 Thesis in Perspective  

After finishing our thesis, we have gained an in-depth knowledge of the construction industry. 

Moreover, we have got new perspectives on previously unfamiliar areas that would have been 

interesting to explore further.  

In the research, we identified the GDP development as the leading industry value driver, supported 

by various factors including the increasing area of sustainability. Further, we explored sustainability 

through the application of ESG and determined how it affects the valuation. Also, due to the 

declining efficiency of using accounting and financial reporting in valuations, the ESG approach let 

us capture a wider spectra of data.  

However, the challenge turned out to be the implementation of the ESG factors in the valuation 

model. Thus, we would like to further research different methods of incorporating ESG factors in a 

valuation.   

Moreover, another approach to this thesis could have been to investigate the different country 

specific ESG activities to understand the differences and similarities. Further, since Skanska is 

conducting projects, the ESG activities per project would have been an interesting approach in order 

to measure the effect of ESG. In addition to this approach, a WACC per project could have been 

suitable to determine as well.  
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Appendix 1. Income Statement, Skanska 

 

 

Appendix 2. Balance Sheet, Skanska 
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Appendix 3. Historical and Forecasted Analytical Income Statement Skanska 
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Appendix 4. Historical and Forecasted Analytical Balance Sheet Skanska 
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Appendix 5. Historical and Forecasted Analytical Income Statement Skanska, ESG Adjustment 

 

 

Appendix 6. Free Cash for the Firm, ESG Adjusted  
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Appendix 7. Analytical Income Statement, Hochtief 
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Appendix 8. Analytical Balance Sheet, Hochtief 
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Appendix 9. Analytical Income Statement, NCC 
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Appendix 10. Analytical Balance Sheet, NCC 
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Appendix 11. Analytical Income Statement PEAB 
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Appendix 12. Analytical Balance Sheet, PEAB 
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Appendix 13. Beta Calculation 

 

Variance 

Skanska             0.00274251 

Variance 

OMXS30 0.001161676 
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Covariance 0.001233603 

Beta 5-Year 1.061916923 

 

Appendix 14. Cost of Debt 
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Appendix 15. ESG Calculations 
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Appendix 16. IMF GDP Growth 

 

 

Appendix 17. Revenue Growth 

 

 

Appendix 18. Historical and Forecasted Geographical Revenue 
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Appendix 19. Market Adjustments 

 

 

 

Appendix 20. Brexit 

 

 

 

Appendix 21. Nordic Construction Performance 

Construction performance index, 

Euroconstruct 

  2017 E2018 E2019 E2020 

Finland 111.4 115.1 113.2 111 

Sweden 120.1 123.1 122.9 121.1 

Norway 110.9 115.9 120.1 122.7 

Denmark 109.9 112.6 115.8 118.5 
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Construction performance 

  E2018 E2019 E2020 

Finland 3.32% -1.65% -1.94% 

Sweden 2.50% -0.16% -1.46% 

Norway 4.51% 3.62% 2.16% 

Denmark 2.46% 2.84% 2.33% 

Nordics 3.20% 1.16% 0.27% 

 

 

Appendix 22. Construction Spending  

 

 

Appendix 23. Construction Cost Index 
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Increase 

per 

market 

AVG 

weight Increase 

Nordics 1.7484% 0.408012 0.007134 

Europe 1.2236% 0.221591 0.002711 

USA 4.75% 0.370397 0.017587 

   
2.74% 

 

 

 

USA Construction Cost Index 

2013 2014 2015 2016 2017 AVG 

105% 104% 105% 105% 105% 4.75% 
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  E2018 E2019 E2020 E2021 E2022 E2023 

COGS 147757,0 151810,2 155974,7 160253,3 164649,4 169166,0 

 

 

Appendix 24. NOPAT and Profit Margin 

Historical 

  2013 2014 2015 2016 2017 

Revenues 136,589.0 143,325.0 153,049.0 145,365.0 157,877.0 

NOPAT 3,938.7 4,060.2 5,042.7 5,831.1 4,170.0 

Profit Margin 2.88% 2.83% 3.29% 4.01% 2.64% 

 

Forecasted 

  E2018 E2019 E2020 E2021 E2022 E2023 

Revenues 166,574.7 171,766.6 176,024.2 180,102.1 183,981.1 187,829.1 

NOPAT 6,906.2 7,552.1 7,426.1 7,079.3 6,495.0 5,794.0 

Profit Margin 4.15% 4.40% 4.22% 3.93% 3.53% 3.08% 

 

 

 

 

 

 

 

 


