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    Executive Summary 

1. Executive Summary 
Opera Software er et norsk selskap grunnlagt i 1994, og senere børsnotert på Oslo Børs i 2004. Det er et 

selskap som har vært gjennom store forandringer, som følge av en teknologisk drevet industri, men også 

grunnet høy frekvens av oppkjøp som har influert Operas produktsammensetning. Dagens Opera leverer et 

økosystem av teknologiske løsninger innen nettlesere, datakompresjon og mobilreklame for forbrukere, 

operatører, annonsører og utgivere. Mobilreklame er den dominerende i form av inntjening, hvilket den 

har vært fra og med 2014. 

Industrien er preget av høy konkurranse blant mindre nisjeaktører, men også fra kjente navn som 

Facebook, Google, Yahoo med flere. Sammenlignet med peers har Opera historisk levert gode resultater, 

men fra og med 2014 har de opplevd en nedgang i avkastning på den investerte kapital. Mye av årsaken til 

denne nedgangen kan forklares med Operas satsning innen mobilreklame og oppkjøpet av blant annet 

AdColony i 2014. 

Operas aksjekurs har i senere tid også vært meget volatil. I perioden mellom februar og august 2015 har 

selskapet kommet med intet mindre enn to resultatvarsler, innløsninger av ledelsesopsjoner på tidspunkter 

som i beste fall kan karakteriseres som tvilsomme, samt at selskapet annonserte at de utforsker strategiske 

muligheter. Forfatterne er av den oppfatning at selskapet sliter med omdømmet ovenfor investorer, hvilket 

også gjenspeiles i den relative verdsettelsen. 

Målet med avhandlingen er å estimere en indre verdi av egenkapitalen i Opera. Forskjellige 

verdivurderingsmetoder har blitt benyttet, hvor hovedvekten av de fundamentale verdiestimatene er 

begrunnet i residualinntjenings-prinsippet. Metodene skiller seg fra hverandre i måten risikojusteringen er 

foretatt, hvor det ene verdiestimatet er beregnet ved en mer tradisjonell risikojustering i nevneren med en 

selskapsspesifikk risikojustering på 5.6% som tillegges den estimerte risikofrie rentestrukturen. Den andre 

metoden er mer utradisjonell og foretar risikojusteringen i telleren med kovariansen mellom en estimert 

konsumindeks og residualinntjeningen til Opera, samt i hvilken grad industriens residualinntjeningsavkast 

vedvarer over tid. Dette skal gi et lavere valuation error enn standard verdsettelsesmetoder. 

Den mer tradisjonelle risikojusteringsmetoden resulterer i et verdiestimat på egenkapitalen til Opera på 

NOK 34,5 per aksje mot den utradisjonelle på NOK 64,8. Ved å inndra den relative verdsettelse, både ved et 

handels- og oppkjøpsscenario og variasjoner i beregning av terminalverdi, finner forfatterne med stor 

sannsynlighet, at verdien av Operas egenkapital ligger mellom NOK 25,9 og NOK 92. Når det er sagt, 

tillegges den utradisjonelle metoden mest vekt, som gir et verdiestimat på NOK 64,8 per aksje. Per 9. 

februar 2016 handles Opera til NOK 48,8, hvilket implisitt betyr en feilprising i markedet på 25%, hvor 

markedet underpriser Opera sammenlignet med vårt estimat. 
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Introduction 

3. Introduction  
 

3.1 Context and Motivation 
The subject of this thesis is a valuation of the Norwegian Ad Tech company Opera Software ASA (“Opera” or 

the “Company”), and marks the end of five years at Copenhagen Business School (CBS). A valuation is a 

natural choice since both authors have been enrolled in the Cand.merc. Finance and Accounting program, 

and highly relevant with respect to future career paths and personal interests. 

With the goal of examining whether Opera is an attractive investment to current as well as future 

shareholders, there are several factors that must be taken into consideration. This is done in order to 

create a picture as fair as possible as an external analyst. In a static world it would be enough to analyze 

historical financial value drivers, but in a dynamic world strategical deliberations are also needed to 

connect past with future. This fundamental analysis is conducted to show how the Company got to where 

they are today, and to enlighten how the Company could generate future growth. 

Opera was listed on Oslo Stock Exchange in March 2004 and today their products enable more than 350 

million internet consumers to discover and connect with each other, no matter what device, network or 

location. Approximately 78% of users are through a mobile device, and Opera Mini, the mobile browser, is 

one of the main pillars which made Opera what it is today. It is the most popular mobile product within 

Opera’s Consumer portfolio with its more than 240 million unique users. However, the most important 

business today is Opera’s Mobile Advertisement business, which constitutes 68% of total revenue in 2015, 

growing at a CAGR of 97.6% during 2012-2015. 

Among the companies listed at Oslo Stock Exchange, no matter what industry, Opera is by the authors 

considered to be one of the most interesting companies to analyze. The Ad Tech industry is changing 

rapidly, and Opera is no exception. The Company is by no means the same as it was only a short period ago, 

much because of the increased frequency of merger and acquisitions. This trend is believed to be one of 

the main reasons why Opera has been able to cope with the rapid changes in the industry. Going from a 

small research project at Telenor in 1993 to being what the Company is today, coping with the changes the 

industry has seen in terms of technological progress, is challenging. 

Mergers and acquisitions are also one of the main reasons why the authors see this thesis as up to date and 

relevant, as the Company on the 7th of August 2015 stated that its Board of Directors had initiated a review 

of strategic alternatives in response to strategic interest in Opera from a number of parties, with the 

objective of further enhancing shareholder value. Therefore, it is highly relevant to estimate a value of the 
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Company in terms of both a trading-scenario, with a going concern assumption, and an acquisition 

scenario. 

The motivation for writing this thesis is also based on numerous personal factors, and one of them is 

previous work experience as research assistants in investment banks. A part of this experience is from the 

TMT-sector1 which gave genuine insight into the industry, and especially Opera since the above-mentioned 

announcement took place during the period of employment. 

Even though the authors are aware that some valuations are static and repetitive, we believe our approach 

to be differentiated and sheds light on different valuation methods. We have for instance incorporated a 

method proposed by Bach & Christensen [2016] where the risk-adjustments are conducted in the 

numerator rather than the denominator, and in theory yields a lower median valuation error than the 

standard valuation models. In addition we have performed an extensive quantitative industry analysis of 

typical fade patterns, persistence and long-run levels for financial ratios which gives the valuation a high 

degree of comfort in terms of forecasting. Lastly, we have recognized that interest rate curves are never 

flat, and have therefore incorporated a term-structure in order to reflect this. 

3.1.1 Cash offer to acquire 100% of Opera Software ASA 
During the work with this thesis, an actual bid to acquire 100% of the shares in Opera became a reality. At 

the time of writing a Chinese consortium, Golden Brick Silk Road Equity Investment, has offered NOK 71 per 

share, which is a 56% premium to volume weighted average share price for the past 30 trading days prior 

to the offer at February 9th 2016. The estimated value of Opera in this thesis will therefore critically 

challenge this specific cash offer and the market capitalization at Oslo Stock Exchange. 

3.2 Problem Statement 
Based on the above-mentioned context, the overall purpose of this thesis is to determine the intrinsic value 

of Opera by applying different valuation techniques. The thesis will result in a qualified estimate of Opera’s 

equity value as of February 9th 2016. 

The following problem statement has been formulated: 

 

 

 

1 Technology, Media and Telecom 

What is the intrinsic equity value for a marginal investor in Opera Software ASA as of February 9th 2016, 

compared to the market capitalization at Oslo Stock Exchange? 
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Introduction 

In order to answer this thoroughly, a number of sub-questions are desirable. The different main sections of 

the thesis will include different analysis in order to answer these, and these seek to answer the overall 

problem statement. 

Introduction to Opera and the Ad Tech industry 

To conduct a satisfactory valuation, a thorough understanding of both Opera and the industry is vital. 

Opera is a complex company and recent mergers and acquisitions requires an understanding of Opera's 

businesses and the markets where they are present, and where earnings originate. 

• What are the main characteristics of Opera? 

• How is the Ad Tech industry defined? 

• Who are the main competitors and comparable companies? 

Strategic analysis 

The degree to which value creation in Opera monetizes in a period is measured by the financial value 

drivers. However, they do not measure how the value creation arises, as this is measured by non-financial 

value drivers. Therefore, this section will analyze both the external and internal factors affecting Opera's 

ability to create value. The choice to have the strategic analysis first is because the authors want to analyze 

the industry at a strategic level, before trying to see how this affects the business in terms of numbers. 

Analysis covering the macroeconomic environment, the competitiveness in the industry and internal, 

company-specific resources and capabilities will be conducted. 

• Which macro-factors affect Opera's business? 

• How does the competitive landscape in the industry affect Opera's ability to create earnings? 

• To which extent does Opera possess internal resources or capabilities that give them a sustainable 

competitive advantage? 

Financial analysis 

The purpose of the financial analysis is to analyze the historical performance, and use this as a fundament 

for future projections. Future performance is not necessarily equal to historical results, but the latter can 

be used as a reference when forecasting. In addition to analyzing Opera and peers, an extensive industry 

analysis of historical performance will also provide inputs to future projections. 

• What are typical fade patterns, mean reversion and long-run levels of financial ratios in the 

industry? 

• How has the financial performance of Opera been historically compared to peers? 
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• What does the historical performance indicate about the future financial performance? 

Forecasting 

The purpose of the forecasting is to calculate Opera's future residual earnings and profitability. This is done 

by merging the findings from the strategic and financial analysis to form realistic projections for the future. 

• How will the macro-environment, industry competitiveness and company-specific resources and 

capabilities affect Opera's key value drivers and residual earnings? 

Risk-adjustments 

Different risk-adjustments will be needed for the different valuations conducted in this thesis. This section 

seeks to estimate these before being applied in the valuation section. 

• How is the term structure of interest rates going forward? 

• What is a proper company-specific risk-premium for a marginal investor in Opera? 

• What is a proper risk-adjustment based on the CCAPM-model? 

Valuation 

The main valuation method will be a present value approach, but with different risk-adjustments. In 

addition to traditional present value, a relative valuation will be conducted. 

• What is the estimated equity value of Opera in a trading scenario? 

• What is the estimated equity value of Opera in an acquisition scenario? 

• How is Opera priced compared to its peers? 

Sensitivity analysis 

A valuation is based on subjective assumptions, and it is important for the investor to understand how the 

estimated equity value is sensitive to changes in critical value drivers and its dependence on certain factors. 

• How sensitive is the estimated equity value to changes in key drivers and assumptions? 

Discussion 

The purpose of the discussion is to shed light upon the differences between Opera’s market capitalization 

and the estimated equity value in this thesis. Due to the cash offer, it is also natural to question why this 

differs from both the market capitalization and the estimated equity value. 

• What are the main reasons for the estimated market pricing errors? 

• What are possible reasons for the difference between the cash offer and market capitalization? 
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The overall research structure of this thesis is seen in Figure 1. 

Figure 1: Thesis research structure 

 

3.3 Methodology 
A broad range of theories have been put to use in order to estimate the intrinsic equity value of Opera. The 

amount of sources and different models which has been employed is also significant. With the stated goal 

of examining the different value drivers that affect the Company and its value, the thesis will be 

application-oriented with a practical problem-solving view, with the purpose of illuminating the 

attractiveness of Opera as an investment (Møller, 1990, p. 16). When writing the thesis, it is based on a 

Source: Authors’ own compilation
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neo-positivistic mindset, meaning that we are realists and confident that the reality exists. Hence, the 

epistemology is modified objective when searching for causal explanations and evidence of what is the 

intrinsic equity value for a marginal investor in Opera (Nygaard, 2008). This means that the authors 

acknowledge the fact that researchers have some biases, which should be corrected or minimized. 

Therefore, the authors seek to triangulate the broad range of data types and sources when estimating the 

intrinsic equity value of Opera. 

3.3.1 Theory 
The chosen theories and approaches will be presented in its own section in the thesis. When being 

presented, it is assumed that the reader of the thesis has basic knowledge of financial and economical 

terminology. Despite this, there is a glossary in Appendix 1 presenting a wide range of words and 

expressions used. The rationale behind choosing to present the theories in its own section is that this 

better suits the authors' need for presenting why or why not a theory has been chosen, instead of 

mentioning them briefly before they are applied in the respective sections. 

However, some theory is better explained when applied, because of the complexity and it is believed that 

the understanding will be higher when it is seen in the context of application. 

3.3.2 Data Collection and Validity 
The analysis conducted in order to calculate the equity value of Opera is solely based on publicly available 

information, written from an analyst's point of view. This includes both quantitative and qualitative 

information. The latter will largely be included in the strategic section, while the quantitative will be the 

basis for the analysis of historical numbers. The sources of data being used are Opera's own annual reports, 

market data from different databases such as Bloomberg, Statista, Thomson Reuters DataStream and 

COMPUSTAT, and different research from Norwegian investment banks covering Opera. In addition to this, 

the different theories applied are from academic books, articles and other financial literature. 

When using different sources of information, it is important to be critical towards how the quantitative 

information is gathered, and in terms of the qualitative information it is important to think of whether the 

authors have incentives to promote themselves or related parties. This has especially been in the minds of 

the authors when reading analytical reports from investment banks, which might have other corporate 

interests in addition to the coverage. 

Information published by Opera is mostly quarter- and annual reports, in addition to some other reports 

from investor days and the like. The validity of these documents is assumed to be high, and the degree of 
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possible manipulation is low. Even though the annual reports and other statements are documents 

published by the Company, they are assumed to be reliable. 

When conducting the quantitative industry analysis, the calculations are made by extracting accounting 

data from COMPUSTAT using North American Industry Classification System (NAICS-codes) and price and 

share information from Thomson Reuters DataStream. 

3.4 Assumptions and Limitations 

• Opera is a publicly traded company on Oslo Stock Exchange, and only publicly available information 

has been used in this thesis. 

• The cutoff date for valuation is set to 9th of February 2016, as this was the day of the Q4’15 report 

presentation in addition to the fact that Opera announced the cash offer. 

• Opera is a well-diversified company and this will be apparent for the reader in the Company 

description for the first time. This section will present parts of Opera’s businesses which will not be 

the main focus later in the thesis. This is due to the fact that an introduction of the whole Company 

has been desirable, and later focus will be more on what are the main sources of value creation. 

• The quantitative industry analysis is highly dependent on industry participants’ financial numbers, 

which is extracted from COMPUSTAT, and assumed credible. 

• With respect to the relative valuation, the values used in estimation of the relevant multiples are 

extracted from DataStream. This is done both for Opera and the peers, in order to get multiples 

calculated at the same basis. The variables used are explained in Appendix 3. 

• Revenues (growth) and sales (growth) will be used interchangeably. That is, when forecasting sales 

growth in section 9.1, we are forecasting revenues. 

• It is assumed that the reader has basic knowledge of financial and economical terminology 

throughout the thesis. 

• When referencing Opera’s three businesses, Mobile Advertising (3rd Party Publishers) will be 

labeled “Mobile Advertising”, Consumer (Owned and Operated Properties) will be labeled 

“Consumer” and Tech Licensing will be “Tech Licensing”. 

• Residual earnings and residual income are used interchangeably 
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4. Introduction to Opera 
In the following sections an introduction to Opera’s history and the most historical events will be 

presented. In section 4.3 an in-depth presentation of Opera’s different business segments is shown before 

the subsequent section explains the outline of Opera’s organization and shareholders. Lastly, a 

presentation of the Ad Tech industry can be seen in section 4.5. This will include a presentation of Opera’s 

peers, on the back of the theory introduced in section 5.2.3. 

4.1 Introduction to Opera Software’s History 
Opera was born as a research project in 1994, when Jon S. von Tetzchner and Geir Ivarsøy developed a 

prototype Web browser while working for Norwegian state telecom Telenor. As the business grew and 

became too big they acquired the rights to the browser solution and founded Opera Software ASA in Oslo, 

Norway, in 1995. Up until this time, the Opera Browser was an internal product with limited distribution 

(Opera, 2000, p. 3). Opera’s first public release took place in 1996, only one year after the release of 

Internet Explorer 1 and two years after Netscape Navigator, the undeniable leader back then. 

Already in 1998, Opera started to focus on the new emerging market, handheld internet devices, as people 

demanded more “on the go”-services. Opera therefore made a strategic decision to start development of 

the browser on several new platforms (Opera Prospectus, 2014, p. 35). 

The expansion was not limited to the new devices, with Opera changing the business model for its desktop 

browser from a shareware model to an ad-sponsored model. From the release of Opera version 5.0 for 

desktops in 2000, users could choose whether to download an ad-version of the browser or pay for one 

without advertisements. The browser reached more than 6 million downloads during the next 12 months 

(Opera Prospectus, 2014, p. 35). 

The Company was listed on Oslo Stock Exchange in March 2004 at a price of NOK 11.4 per share. At this 

point in time, between 1-2 million people a month downloaded the Opera browser on their desktops. 

Opera secured partnerships with companies such as IBM, Nokia, Motorola, Adobe, Sharp, BenQ, Sony 

Ericsson and many more. 

More than twenty years after the first development in 1994, Version 29 of the Opera browser was 

launched in April 2015 - a modern web browser completely different from what it was in the beginning. 

However, Opera is much more than a web browser today. Opera migrated to mobile in 2003 with a total 

user group of 350 million, and approximately 78% of users are through a mobile device (Opera, 2014, p. 3). 

Opera Mini, launched in 2006, made Opera what it is today and it is the most popular mobile product 

within Opera’s Consumer portfolio with its more than 240 million unique users. When consumers are more 
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“on the go” than before, Opera’s software developers created this mobile browser with cutting edge data 

compression technology, which runs on almost every mobile phone (Opera Prospectus, 2014, p. 35). 

In more recent time, Opera has gone through major changes. This is mostly accomplished through 

acquisitions, with those executed in 2014 and 2015 being the most important. The acquisition of AdColony, 

which can be seen in Figure 2, is one of the most recent transactions and had a significant impact on the 

share price. This acquisition together with the Bemobi-deal was the latest in a sequence of acquisitions in 

Opera’s journey towards becoming one of the greatest players with respect to video content on mobile 

devices. 

After the acquisition of AdColony in July 2014, Opera now runs one of the world’s most leading mobile 

advertising platforms with USD 417.7m in revenues through their Opera Mediaworks subsidiary. This 

transformation started already through the acquisition of AdMarvel in 2010, where the latter makes Opera 

Mediaworks the largest independent mobile ad-network, reaching over 1.3 billion consumers (Opera, 

Q4’15). 

4.2 Historical Events and Share Price Developments 
The major historical events can be observed and explained by the development of the share price, as 

illustrated in Figure 2. Since the IPO in 2004, the share price development has been volatile, due to 

potential deals, actual acquisitions and weaker performance resulting in multiple profit warnings. As of 

February 7th 2016, the share price trades at NOK 48.8, providing an annual return of 13% since the IPO. 

Figure 2: Historical events and share price developments 

 

The summer of 2015 was very important, and a period with great volatility in the stock price, as illustrated. 

More precisely, Friday the 7th of August, few days before Opera were to announce their results for the 

Source: Compiled by authors / Datastream / operasoftware.com
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second quarter of 2015, the Company issued preliminary results, downgraded guidance for 2015 and 

announced that they were reviewing strategic alternatives (Newsweb, 2015). The most critical voices 

among investors questioned the timing of this news, because all three announcements were published 

later than 8 p.m. on Friday the 7th. Also, it is questionable timing to announce a review of strategic 

alternatives at the same time as presenting weak quarter results and weak guiding going forward. 

A logical thought to an announcement of strategic review would be to expect an increase in the stock price. 

Opera alleged that a number of parties were interested in both a full or partial acquisition of the Company 

as well as potential mergers. This did not happen, and can probably be explained by the historical 

announcements from Opera not being accurate, and the profit warning was the second in only six months. 

4.3 Company Description  
More than 350 million internet consumers worldwide receive Opera´s products and services, and 

operations can be divided into three businesses: Mobile Advertising, Consumer and Tech Licensing. 

Figure 3: Historical segmented revenue and % of total revenue 

 

As seen in Figure 3, Mobile Advertising is the largest business with 68% of total revenue in 2015, and is the 

fastest growing business in terms of CAGR with 98% in the period 2012-2015, compared to 4% and 15% for 

Consumer and Tech Licensing, respectively (Opera, Q4’15). The following sections will explain each business 

and technology in depth. 

4.3.1 Mobile Advertising 
Under the brand Opera Mediaworks, Opera offers premium mobile advertisers the ability to build their 

brand and engage with consumers by offering creative services, sophisticated audience targeting 

capabilities, significant audience and publisher reach. 

Through AdMarvel, Opera enables publishers and operators to source, manage and track advertising from 

virtually any ad network in order to optimize advertising inventory and revenue. This makes Opera 

Source: Authors' own compilation/ Investor days 2015 / Q1-Q'15 reports
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Mediaworks the largest independent mobile ad network, reaching over 1.3 billion consumers through 

Opera´s owned and operated properties and third party publishers (Opera, Q4’15). 

Through AdColony and Opera MediaWorks, Opera offer publishers the ability to integrate video 

advertisements into the content of an application across smartphone and tablet applications. The video 

instantly starts, automatically, when the consumer “hovers” over the video. The video is TV-like and crystal-

clear since the technology eliminates latency and long load times. 

Opera Mediaworks Ad Exchange (OMAX) is a real-time bidding platform which functions like an auction 

house for mobile advertising (Programmatic Technology). Publishers offer advertisers access to inventory 

and advertisers bid on these. OMAX brings advertisers, ad networks and agencies together with mobile 

publishers and application developers for an automated efficient media transaction experience. 

4.3.2 Consumer 
Search and mobile advertising is the primary driver of revenue in Opera’s Consumer business. In 2015 

Opera launched a new strategy where two new focus areas were established, “Apps and Games” and 

“Performance and Privacy Apps”. The consumer business is now broken into Mobile Browser, Apps and 

Games, Performance and Privacy Apps, Operator Co-branded Solutions, and Desktop browser. 

4.3.2.1  Mobile Browser 
The mobile browser segment is driven by Opera Mini and Opera for Android both organically and through 

OEM (Original Equipment Manufacturer) distribution with for example Micromax, the largest Indian mobile 

manufacturer. 

Opera Mini is a free internet browser designed for mobile units, and Opera's flagship mobile browser. 

Opera Mini's cloud-based infrastructure enables Opera's servers to pre-process webpages before they are 

sent to mobile devices. This feature compresses web content by up to 90% which inevitably increases 

download speed and saves consumers data expenses. 

Opera for Android is Opera's high-end browser for Android phones, with 144 million users, making it one of 

the largest third-party browsers on Android (Opera, Q4’15). 

4.3.2.2  Apps and Games 
Opera Mobile Store is the third largest app discovery service in the world, and is available through Opera's 

own webpages or Opera Mini. In 2014, Opera together with MTS, TIM and Telkomsel launched Opera 

Mobile Subscription Store which enables end-users to download applications for a weekly fee. 
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Early 2015 Opera launched Opera Gaming Network (OGN) which is a mobile consumer strategic initiative 

which enables Opera to increase its participation in the mobile games ecosystem. Opera will create a 

gaming community called “GameInsidr” which will work as a forum for active gamers. 

Opera announced the acquisition of Bemobi in third quarter 2015, which is a similar service as Opera 

Subscription Store, located in Latin America. The fact that payment is managed together with the users´ 

operator billing system is effective for markets with low credit card penetration. 

4.3.2.3  Performance and Privacy Apps 
Opera Max is similar to Opera Mini, but utilizes the compression technology on all internet browsers, not 

only Opera Mini. In addition, Opera Max can be used with almost any app. Opera has shown that Opera 

Max can save up to 50% data, and can be downloaded on Google Play, but not on iPhones. Opera Max has 

also received attention from OEM partners, for example Xiaomi in China, Symphony in Bangladesh, as well 

as MediaTek smart devices. 

Surf Easy is a VPN service which will increase consumer privacy. The service creates an encrypted 

connection between the device and the internet and can be used to guard Wi-Fi network, work remotely 

within a corporate network, etc. The service is free for a specific amount of bandwidth, but unlimited 

bandwidth comes with a subscription fee. 

4.3.2.4  Operator Co-brand Solutions 
Opera offers co-branded versions of Opera Mini, Opera Web Pass and Opera Sponsored Web Pass. Co-

branded revenue is driven by active users on mobile operator's network and can also include revenue share 

on data, advertising and m-Commerce. Opera has agreements with 30 (80+ in total when including all 

subsidiaries) operators (Opera, Q4’15). 

Opera Web Pass enables consumers to get online for a specific time, for a specific action, etc. Opera 

Sponsored Web Pass is the possibility for operators to team up with brands, and essentially make the 

brands pay for consumers’ web pass. Examples for Web Passes can be an hour of Facebook for USD 0.5. If a 

sponsored solution is chosen the consumer receives one hour of Facebook if they watch an advertisement. 

4.3.2.5  Desktop Browser 
Desktop browser is the traditional Opera browser, used by 59 million users, mostly located in emerging 

markets and Russia (Opera, Q4’15). Revenue is generated from search through partners like Yandex, 

Google, etc. 

  Page 17 of 171 

 



Introduction to Opera 

4.3.3 Tech Licensing 
The primary drivers of Opera’s technology licensing revenues have been customers in Connected TV, 

Operator and Consumer Internet markets. In the latter two, Opera has been able to license technology that 

it embeds in its own consumer products and services, such as the rocket optimizer technology, which 

powers Opera Max and video optimization for Opera Mini. The technology increases operators’ capacity on 

crowded cell towers with up to 60%, and offers cloud computing to optimize and compress video and other 

multi-media traffic in order to provide better stability and services. Opera also licenses various other 

products and technology; previously these have been Opera Max, Web and video compression 

technologies, the Opera Mobile Store, and the desktop browser. 

With a Software Developer Kit (SDK) device manufactures can control their system and develop systems 

themselves. Operators can provide their consumers with web browsing and Opera TV store. Opera's 

revenue is generated by selling display ads to publishers and content to providers. 

4.4 Organization  
Opera is organized into four subsidiaries, as seen in Appendix 2. Hern Labs AS performs technical 

engineering services, marketing support and customer liaison services. The primary focus is developing 

cross platform solutions. Netview Technology AS is a Norwegian company Opera acquired in May 2012 

which possessed technology that registered network bandwidth and adjusted the video quality as a 

response to the bandwidth. Opera Software International AS is a holding company which owns multiple 

foreign subsidiaries and where the actual core operations are located. 

Opera´s shareholders are fairly concentrated among the top 20, constituting approximately 55% of the 

share capital. A further introduction to company shareholders can be found in Appendix 2. 

4.5 Ad Tech Industry 
When defining the industry which Opera operates within today the outcome is quite different than what it 

was only few years ago, resulting from a fast changing business model. In 2015, Opera celebrated its 20th 

birthday and the Company came into the world as a Norwegian browser company, while exiting their 

teenage years as a fully-grown global mobile consumer internet company.  As of today, the focus of Opera 

is on a well-rounded mobile ecosystem comprising browsers, data compression and latterly a mobile 

advertising offer for consumers, operators, advertisers and publishers. We have chosen to label the 

industry as an Ad Tech industry; a highly competitive industry including some of the largest technology, 

advertisement and telecommunications companies in the world. These companies have large financial 

resources, headcount and established distribution channels (Opera Prospectus, 2014, p. 11). 
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The mobile advertising part of the industry can be divided into a premium and non-premium market, and 

there are essentially two types of customers; advertisers and publishers. Opera resides in the premium 

segment, and this is what most of the analysis in this thesis will focus on. There is no clear definition of a 

premium advertisement segment, but the authors believe premium advertisers can be characterized as 

“big” companies with a relatively larger marketing budget than smaller, more unknown companies. These 

companies will be similar to Coca-Cola, Procter & Gamble, McDonald, Ford, Nike, and so forth. Premium 

publishers should have quality inventory, meaning visible and attractive advertisement on renowned sites, 

and these are publishers like Bloomberg, CBS, Wired, etc. The whole essence of a premium advertisement 

network is to match premium advertisers with premium publishers in order to create an efficient and 

seamless advertisement experience that grabs attention and engages the target audience. David Staas, 

president of mobile audience intelligence company Ninth Decimal, explains premium advertisement: “I 

want to reach tech enthusiasts who recently shopped at Best Buy and serve them an ad only when they are 

near a specific store. That’s more premium!” (eMarketer, 2015a). 

The mobile advertising part of the industry will be the main focus, much due to the transformation Opera 

has seen in more recent years, generating far the most revenues from their Mobile Advertising business. 

Regardless of this, the Consumer and Tech Licensing businesses are not to be ignored, and as mentioned in 

the Company introduction, see section 4.3, especially the Consumer business is of great importance to 

Opera. This is where Opera Mini has had great success and the industry comprises participants like Google 

and Safari both with respect to mobile- and desktop browsers. 

The consumer and tech licensing part of the industry is important with respect to the increasing amount of 

data consumed among the world’s population. Industry participants can choose to invest more in order to 

increase network capacity through optimizing and tuning the existing networks, or they can choose to 

develop compression technology and make networks more efficient this way. The competition is fierce 

within this area, even though compression technology especially, has not seen its biggest breakthrough so 

far. This will be examined more thoroughly later in the thesis, in order to conclude whether this is a 

business where Opera is outperforming the industry or not through their performance and privacy apps. 

4.5.1 Defining Comparable Companies 
The purpose of defining a peer group is to make sure Opera’s performance is benchmarked against an 

appropriate group of companies both with respect to analysis of relative historical performance and for 

relative valuation purposes. The authors have chosen to include some very recent work of Knudsen, Kold & 

Plenborg [2016], which will be further explained in the theory section, see section 5.2.3. This is done in 

addition to the more traditional selection methods. The resulting peers are presented in the following. 
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4.5.1.1 Different Peers for Different Matters 
Before defining the respective peers, it is important to emphasize that different peers will be used for 

different purposes. The auto regressions in the quantitative industry analysis will use the “selected peers”, 

which is 16 carefully selected companies out of the industry defined with NAICS-code 519130, seen in 

Figure 4. The selected peers are further divided into “Ad Tech peers” and “other diversified peers”. By 

applying the work of Knudsen, Kold & Plenborg [2016] additional comparable companies are labeled 

“SARD-peers”, used in the first part of the relative valuation. It is important to stress that even though the 

SARD method argues that industry alone is not necessarily the best criteria when identifying comparable 

companies for multiple valuation purposes, this does not directly transfer to the “selected peers” used in 

the quantitative analysis. Unlike the multiple valuation, the quantitative industry analysis is a time series 

analysis and therefore the two methods use different selection methods. 

Figure 4: Selected Peers 

 

The second part of the relative valuation will include both a trading and an acquisition scenario, where the 

above-mentioned “selected peers” are applied. Some additional companies have been included in the 

trading and acquisition scenario, and are not included in the quantitative industry analysis because of the 

different selection criteria for that specific analysis. Since SARD-multiples are found using relatively new 

methods, the method is explained more thoroughly. We will present the resulting SARD-peers below, 

before introducing the peers used in the trading and acquisition scenario. 

4.5.1.2 Results – Opera’s SARD-peers for Multiple Valuation 
The ten companies with the lowest SARD-value constitute Opera’s peers in the first part of the relative 

valuation. The data used in defining the SARD-peers and an explanation of the calculations can be seen in 

Appendix 3. It is important to remember that these companies can operate in totally different industries 

than Opera, as the whole idea is that this is not the best criterion when choosing appropriate peers. As 

Selected Peers
Millenial Media Inc Ad Tech Yahoo Inc More Diversified
Rocket Fuel Inc Ad Tech IAC/Interactive Corp More Diversified
Brightcove Inc Ad Tech Twitter Inc More Diversified
Oniva Online Group Europe Ad Tech Facebook Inc More Diversified
Blinkx Plc Ad Tech Web.com Group Inc More Diversified
Marin Software Inc Ad Tech Techtargeting Inc More Diversified
Yandex N.V More Diversified AOL Inc More Diversified
Alphabet Inc More Diversified XL Media PLC More Diversified
Source:  Authors' own compilation
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argued, instead of the industry one should focus on the five variables highlighted in section 5.2.3.1. The 

peers with the lowest SARD can be seen in Figure 5. 

Figure 5: SARD-Peers 

 

4.5.1.3 Peers for Trading and Acquisition Scenario 
This section seeks to briefly shed light upon how the peers used for trading and acquisition scenarios are 

identified. 

In short, the Ad Tech peers are companies compared to Opera with respect to the Mobile Advertising 

business. Ten Ad Tech peers are identified, slightly more than consensus peers. The additional peers have 

been identified as a result from thorough research of industry participants with NAICS-code 519130. These 

peers are applied when estimating a share value on the Mobile Advertising business in the trading scenario 

(going concern), based on the median EV/EBITDA multiple. 

The remaining other diversified peers are identified in accordance with the above-mentioned identification. 

These are not pure Ad Tech peers, but more diversified, as the name also suggests. These peers are applied 

when estimating an equity value on the Consumer and Tech Licensing businesses, using EV/EBITDA. 

The acquisition scenario is calculated using EV/sales multiples on the Mobile Advertising business, based on 

a sample of transactions in the Ad Tech space since 2014. This is due to the fact that when Opera on the 7th 

of August 2015 announced that they initiated a review of strategic alternatives in response to strategic 

interest from a number of parties, this was the most likely scenario; selling the Mobile Advertising business 

only and not the whole company. The explanation is the weakening momentum within parts of Opera’s 

Mobile Advertising business, which formed the basis for the lowered 2015 guidance announced this same 

day. As mentioned, the Consumer and Tech Licensing businesses are valued using trading multiples in the 

acquisition scenario as well. These transactions and associated multiples can be found in Appendix 4 

together with the trading multiples.  

SARD-peers
XL Group Plc. Property & Casualty Insurance
Baker Hughes Inc. Oil & Gas Equipment & Services
Cree Inc. Semiconductor Equipment & Materials
National Oilwell Varco Inc. Oil & Gas Equipment & Services
Impax Laboratories Inc. Drug Manufacturers
Mosaic Co Agricultural Chemicals
Martin Marietta Materials Industrial Goods
3D Systems Corp. Computer Peripherals
Loews Corp. Property & Casualty Insurance
Quanta Services Inc. General Contractors
Source: Authors' own compilation
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5. Theory 
This section seeks to present the chosen theories applied in this thesis. The focus will be on the main 

theories, and estimations being part of a bigger strategic or financial section, such as estimating the term 

structure of interest rates, will be explained in respective sections when applied. The purpose is to 

introduce the reader to the different theories but also to some extent argue why or why not the theories 

have been applied. As mentioned in section 3.3.1, it is assumed that the reader of this thesis has basic 

knowledge of financial and economical terminology. 

5.1 Strategic Frameworks 
The financial value drivers measure the degree to which value creation in Opera monetizes in a given 

period, while the non-financial, strategic, value drivers measure how the value creation arises. The strategic 

analysis has been divided in order to analyze the external and internal factors separately. The models used 

for the strategic analysis are all well-known, and hence the presentation will be simpler in its construction, 

whereas the presentation regarding the financial analysis will be more thorough, due to more untraditional 

choices. 

In short, the strategic analysis contains the STEEPLE-framework, Porter’s Five Forces, and the VRIO-

framework, all summarized in a SWOT-matrix together with findings from the financial analysis. The 

economic literature contains a great amount of different models and frameworks relevant for this section, 

and these are assessed as being the most relevant and useful. In addition to this, they have been an 

important part of the curriculum over the past five years at CBS, which substantiate the important role they 

play within the world of strategic analysis. 

5.1.1 STEEPLE 
The macro-environment is the highest-level layer of the business environment. The environment is what 

gives organizations their means of survival, and the STEEPLE-framework is used to identify key drivers of 

change. These key drivers can be used to construct scenarios of alternative possible futures, and hence it is 

very important in order to understand Opera and future key drivers of residual earnings. (Johnson et al., 

2014, p. 33). The framework is also used in order to explain historical performance. STEEPLE is based on the 

more common PESTEL-framework with the only difference being the addition of the ethical factor. The 

reason for this choice of adding an ethical factor is the relevance with respect to Opera and the technology 

industry in general, which is explained further in section 6.1.6. 

Seven environmental factors are highlighted in total: Social, technological, economic, environmental, 

political, legal and ethical. The idea within the model is that these factors underlines that the environment 
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is not just about economic forces, there is an important non-market environment too (Johnson et al., 2014, 

p. 34). 

Figure 6: STEEPLE 

 

Social: Examples of social influences are changing cultures and demographics. For instance, the status of 

demographics is important in order to analyze technological adoption within the population. 

Technological: Technological factors refer to influences such as the internet and nanotechnology, which is 

of great importance to Opera. The Ad Tech industry is highly dependent on technology, and new 

technology can make or break industry participants. 

Economic: Economic factors affect how business is conducted and may have a long-run impact on the 

industry. Examples of macro-economic factors are exchange rates, economic growth rates and business 

cycles. These are important for a business to understand in order to understand how its markets are 

affected by the prosperity of the economy as a whole (Johnson et al., 2014, p. 36). 

Ecological: Traditionally these are factors such as pollution, waste and climate change. As will be seen in 

the analysis in 6.1.4, these can be of great importance to Opera even though they are not obvious at first. 

Political and Legal: Politics highlights the role of the state and other political forces, while the legal 

embraces legislative and regulatory constraints or changes. As an example, the state is an important direct 

economic actor, as a potential customer, supplier or owner of businesses. Legal changes can include 

restrictions on company mergers and acquisitions, but also be an opportunity in terms of possible 

liberalization of foreign investments. 

Ethical: Defined as rules of behavior based on ideas about what is morally good and bad, ethics can include 

an analysis of the behavior of the management, use of child labor and protection of users’ right to privacy.  

Source: Authors’ own compilation
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The framework can result in a long and rather complex list of factors, and it is important to keep in mind 

that the goal is to identify the key drivers for change. And these key drivers are the macro-environmental 

factors likely to have an impact on the future success or failure of strategy for Opera (Johnson et al., 2014, 

p. 36). Critics of the STEEPLE-framework emphasize that it puts too much weight on the past in addition 

that it does not say how to cope with the factors revealed. However, the authors argue that the best way of 

forecasting the future is to also consider what happened in the past, and even though the framework does 

not say how to cope with the different factors, it opens for discussion and what Opera should account for. 

5.1.2 Porter’s Five Forces 
According to a variety of authors [Porter, Kotler & Lynch] the external environment should be accompanied 

with competition analysis. In 1979 Michael E. Porter suggested in his article “The Five Competitive Forces 

That Shape Strategy” that industry competition and profits are embedded in the industry’s underlying 

structure, and especially five competitive forces and the collective strength of these forces. 

The Five Forces framework is a thorough review of the competition in the market, and therefore the 

attractiveness in the market. According to Porter, the awareness of these forces can help a company stake 

out a position in its industry that is less vulnerable to attack (Porter, 2008, p. 80). 

Figure 7: Porter’s Five Forces 

 

The outside-in perspective in Porter’s framework is criticized as being old and outdated. The model has 

attracted criticism which results from the historical context in which it was developed, now more than 35 

years ago. Especially because of the developing Internet economy, and the fact that the “New Economy” is 

not comparable with the “Old Economy”, which Porter used as his basis. The framework is relatively static 

and this is hardly the case in today’s dynamic markets where Information Technology is one of the most 

important drivers for change, and not important just due to its importance for the implementation of 

change. 

Rivalry Among Existing 
Competitors
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Suppliers
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Source: Authors’ own compilation
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However, consensus is that Porter’s Five Forces framework is still applicable today. It is not considered to 

be outdated, and the basic idea that all companies operate in a marked with buyers, suppliers, substitutes, 

new entrants and competitors is still valid. Despite the critics, it is considered to be highly useable in this 

thesis in order to assess the intensity of the rivalry in the Ad Tech industry. 

5.1.3 VRIO 
The primary tool for analyzing the different resources and capabilities a company might possess and the 

potential each of these has to generate competitive advantage is the VRIO framework (Barney and 

Hesterly, 2006, pp. 78-79). If a company possesses valuable resources and capabilities that few other 

companies possess, and if it is too costly for other companies to imitate these, it is a foundation for 

sustained competitive advantage (Barney and Hesterly, 2006, p. 78). 

The VRIO-framework is based on the resource-based view (RBV) of the company. Resources are defined as 

the tangible and intangible assets that a company controls, and capabilities are defined as tangible and 

intangible assets that enable a company to take full advantage of other resources it controls. The four 

broad categories of capabilities and resources being analyzed with respect to Opera are: financial 

resources, physical resources, individual resources and organizational resources (Barney and Hesterly, 

2006, p. 76). 

Two fundamental assumptions are of great importance in the RBV. The first assumption is company 

resource heterogeneity, which allows companies competing in the same industry to possess different 

bundles of resources and capabilities (Barney and Hesterly, 2006, p. 77). Second, some of the resource and 

capability differences among companies may be long lasting, and is the assumption of resource immobility. 

The reason for this is that it may be very costly for other companies to develop or acquire these (Barney 

and Hesterly, 2006, p. 77). 

By Barney and Hesterly’s definition, four questions need to be answered about a resource or capability to 

determine whether it is a potential for sustainable competitive advantage (Barney and Hesterly, 2006, p. 

79): 

• The question of Value: Is the company exploiting an external opportunity or neutralizing an 

external threat with the resource/capability? 

• The question of Rarity: Is the resource/capability controlled by relatively few competing 

companies? 

• The question of Imitability: Do firms without the resource/capability face a cost disadvantage in 

obtaining or developing it? 
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• The question of Organization: Is the company organized to exploit the full competitive potential of 

its valuable, rare and costly-to-imitate resources/capabilities? 

Barney’s VRIO has been victim to criticism and the most notably from Priem and Butler [2001a] raised many 

key points, one of them the fact that the RBV may be tautological, or self-verifying. The argument was that 

if a resource is both rare and valuable, it must be a source of competitive advantage. Barney decided to 

provide counter-argument saying that any theory can be rephrased in order to be tautological. Later he 

admitted that his theory has little potential for applicability to the real world, but it still provides a good 

way for managers to understand their resource base. As a result, the framework is used to analyze the 

resources and capabilities of Opera. 

Figure 8: Structure and connection of the different strategic analysis 

 

5.1.4 SWOT 
The SWOT-framework will serve as a summary of the key issues arising from the external and internal 

strategic analysis to gain an overall picture of an organization’s strategic position. Furthermore, it will 

include some of the findings from the financial analysis. The SWOT matrix in Figure 42 on page 83 shows 

the strength and weaknesses explored in the internal analyses, and the opportunities and threats revealed 

in the external analysis of the environment. 

One of two common pitfalls when applying the SWOT-matrix is listing the apparent strengths, weaknesses, 

opportunities and threats without distinguishing with respect to the degree of importance (Johnson et al., 

2014, p. 92). Therefore, prioritization of issue matters, and this has been done in the SWOT-matrix in 

section 8. The key is to keep in mind what strengths and weaknesses make Opera differ in relative terms 

compared to their competitors, and not what makes them at par with competitors. In terms of 

opportunities and strengths, these are directly relevant for Opera and the industry, and not just general 

and broad factors. 

Macro Industry Company

Macro-environment Industry Structure Company characteristics 
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Source: Authors’ own compilation
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The second pitfall is to use the SWOT as a substitute for the other analysis conducted in the internal and 

external analysis. The SWOT-matrix is to function as a summary, not a solitary analysis. 

5.2 Valuation Methods 

5.2.1 Residual Operating Income Model – ReOI with APV 
The first valuation model used in this thesis is the Residual Operating Income Model (ReOI-model). 

Adjustment for risk will be conducted with the Adjusted Present Value-method and Capital Asset Pricing 

Model (CAPM), with time varying interest rates. The ReOI-model can be derived from the residual earnings 

model (Re-model), where value of equity is equal to book value of common shareholder equity plus the 

present value of future expected residual earnings (Penman 2013, pp. 438-440):  

 
𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉 𝑜𝑜𝑜𝑜 𝑐𝑐𝑜𝑜𝑐𝑐𝑐𝑐𝑜𝑜𝑐𝑐 𝑉𝑉𝑒𝑒𝑉𝑉𝑒𝑒𝑒𝑒𝑒𝑒 (𝑉𝑉0𝐸𝐸) = 𝐶𝐶𝐶𝐶𝐸𝐸0 + �

𝑅𝑅𝑉𝑉𝜏𝜏
𝜌𝜌𝐸𝐸𝜏𝜏−𝑡𝑡

∞

𝜏𝜏=𝑡𝑡+1

 5.1 

Where Re is residual earnings on common shareholder equity, 𝑅𝑅𝑉𝑉𝜏𝜏 = 𝐸𝐸𝑉𝑉𝐸𝐸𝑐𝑐𝑒𝑒𝑐𝑐𝑖𝑖𝑖𝑖𝜏𝜏 − (𝜌𝜌𝐸𝐸 − 1)𝐶𝐶𝐶𝐶𝐸𝐸𝜏𝜏−1 and 

𝜌𝜌𝐸𝐸 is the required cost of equity plus one. This means that residual earning is comprehensive income less 

the capital charge on common shareholder equity one period earlier. 

Residual earnings is a term used when assets earns more than required rate of return, and therefore equal 

to positive net present value (NPV). If there are no future expected residual earnings generated from an 

asset, the asset is valued at book value. Similarly if an asset is recorded at market value, there should be no 

future expected residual earnings, and therefore only assets and liabilities not recorded at market value 

needs to be forecasted. The assumption that financial activities are zero NPV-projects (Christensen & 

Feltham, 2009, p.3) means that there are zero residual earnings in the future, which emphasize that 

financial assets and liabilities are marked-to-market and earns a fair return. This means that there is no 

need to examine and investigate the financial situation of the company, other than the tax shield which is a 

result of debt financing. Residual operating income is determined as: 

 𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝜏𝜏 = 𝑅𝑅𝐼𝐼𝜏𝜏 − �𝜌𝜌𝐹𝐹,𝜏𝜏−1
𝑓𝑓 − 1�𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏−1 5.2 

This is essentially the same equation as 𝑅𝑅𝑉𝑉𝜏𝜏 in the previous paragraph, but residual operating earnings from 

operations are comprehensive operating income less the capital charge on Net Operating Assets (NOA) one 

period earlier. Time varying interest rates will be used in the risk-adjustment, and the capital charge is 

therefore the risk-adjusted forward interest rate 𝜌𝜌𝐹𝐹,𝜏𝜏−1
𝑓𝑓 . The value of NOA is equal to book value of NOA 

plus the future residual income on operations: 
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𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉 𝑜𝑜𝑜𝑜 𝑁𝑁𝑅𝑅𝐴𝐴 �𝑉𝑉0𝑁𝑁𝑁𝑁𝑁𝑁� = 𝑁𝑁𝑅𝑅𝐴𝐴0 + �

𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝜏𝜏
𝜌𝜌𝐹𝐹𝜏𝜏−𝑡𝑡

∞

𝜏𝜏=𝑡𝑡+1

 5.3 

The enterprise value of a company is equal to the value of its operations, and the equity value can be 

described as 𝑉𝑉0𝐸𝐸 = 𝑉𝑉0𝑁𝑁𝑁𝑁𝑁𝑁 − 𝑉𝑉0𝑁𝑁𝐹𝐹𝑁𝑁. Since Net Financial Obligations (NFO) are recorded at fair value 

and 𝐶𝐶𝐶𝐶𝐸𝐸 = 𝑁𝑁𝑅𝑅𝐴𝐴 − 𝑁𝑁𝑁𝑁𝑅𝑅, the ReOI-model is therefore: 

 
𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉 𝑜𝑜𝑜𝑜 𝑐𝑐𝑜𝑜𝑐𝑐𝑐𝑐𝑜𝑜𝑐𝑐 𝑉𝑉𝑒𝑒𝑉𝑉𝑒𝑒𝑒𝑒𝑒𝑒 (𝑉𝑉0𝐸𝐸) = 𝐶𝐶𝐶𝐶𝐸𝐸0 + �

𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝜏𝜏
𝜌𝜌𝐹𝐹𝜏𝜏−𝑡𝑡

∞

𝜏𝜏=𝑡𝑡+1

 5.4 

Opera’s future residual earnings need to be risk-adjusted in order to reflect the apparent risk and time-

value of money. There are two approaches commonly used; the weighted average cost of capital (WACC) 

and the adjusted present value (APV), where both methods adjust future residual earnings in the 

denominator, in contrast to the consumption based risk-adjustment explained in section 5.2.2. 

When using APV the tax shield is treated as part of operations and therefore the risk-adjustment is done 

with a before-tax cost of capital. The APV and WACC methods yield identical results under optimal 

scenarios, but APV is more flexible and conceptually consistent with the distinction between value creating 

operating activities and zero-NPV financial activities (Christensen & Feltham, 2009, p. 3). The WACC method 

uses a relatively narrower definition of corporate tax savings compared to APV method where there is a 

comprehensive definition of operating income and operating assets. Opera’s future residual earnings will 

be risk-adjusted using the APV method, which states that the value of equity equals the combined 

operating assets subtracted debt: 

 𝐸𝐸𝜏𝜏 = (𝑈𝑈𝐴𝐴𝜏𝜏 + 𝑇𝑇𝐶𝐶𝜏𝜏 + 𝐵𝐵𝐶𝐶𝜏𝜏 + ⋯ ) − 𝐷𝐷𝜏𝜏 5.5 

Where 𝑈𝑈𝐴𝐴𝜏𝜏 is the value of all unlevered assets, 𝑇𝑇𝐶𝐶𝜏𝜏 is the value of the tax shield, 𝐵𝐵𝐶𝐶𝜏𝜏 is bankruptcy cost 

and 𝐷𝐷𝜏𝜏 is the value of debt. When combining the APV method with the residual operating income model; 

 
𝑉𝑉𝑡𝑡 = 𝑁𝑁𝑅𝑅𝐴𝐴𝑡𝑡 + �

𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝜏𝜏
𝜌𝜌𝐹𝐹𝜏𝜏−𝑡𝑡

∞

𝜏𝜏=𝑡𝑡+1

+ 𝑃𝑃𝑉𝑉𝑡𝑡(𝑇𝑇𝐶𝐶) + 𝑃𝑃𝑉𝑉𝑡𝑡(𝐵𝐵𝐶𝐶) + 𝑃𝑃𝑉𝑉(… ) 5.6 

Where 𝜌𝜌𝐹𝐹 is one plus the company cost of capital and 𝑃𝑃𝑉𝑉𝑡𝑡(𝑇𝑇𝐶𝐶) = ∑ 𝑇𝑇𝑇𝑇𝜏𝜏
𝜌𝜌𝑇𝑇𝑇𝑇
𝜏𝜏−𝑡𝑡

∞
𝜏𝜏=𝑡𝑡+1 , where 𝜌𝜌𝑇𝑇𝑇𝑇 is one plus the 

required rate of return on the company tax shield. For simplicity, no bankruptcy costs is assumed. Since the 

APV method has the flexibility of tax shield assumptions to be made independently, the assumption 

proposed by Miles & Ezzel [1980] suggesting that tax shields are continuously rebalanced and therefore 
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proportional to free cash flows from operations will be used. This means that the risk associated with the 

tax shield is similar to the risk associated with operations (Christensen & Feltham, 2009, pp. 31-32). 

Because 𝜌𝜌𝐹𝐹 = 𝜌𝜌𝑇𝑇𝑇𝑇 , the original residual operating model is valid since the taxes are value creating and part 

of the operations: 

 
𝑉𝑉𝑡𝑡 = 𝑁𝑁𝑅𝑅𝐴𝐴𝑡𝑡 + �

𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝜏𝜏
𝜌𝜌𝐹𝐹𝜏𝜏−𝑡𝑡

∞

𝜏𝜏=𝑡𝑡+1

 5.7 

Where 𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝜏𝜏 is the residual operating income including the tax shield. Since fluctuating interest rates are 

allowed, the required return for the company can be calculated as: 

 𝜌𝜌𝐹𝐹 = (1 + 𝑒𝑒𝜏𝜏𝑡𝑡)�1 + 𝜌𝜌𝑅𝑅𝑃𝑃𝐹𝐹� 5.8 

Where 𝑒𝑒𝜏𝜏𝑡𝑡 is the zero-coupon rate estimated in section 10.1 and 𝜌𝜌𝑅𝑅𝑃𝑃𝐹𝐹  is the company-specific risk premium, 

estimated in section 10.2, and assumed to be constant as postulated by Brennan [2003]. 

Instead of estimating future residual income earnings indefinitely, it is customary to forecast until input 

factors become relatively steady. After “steady state” two methods of estimating the terminal value will be 

used; Gordon Growth formula (GG) and a fair market-to-operating income multiple (MOI). 

This means when the company becomes stable an estimated long-run growth, 𝑖𝑖, and a cost of capital at 

that point will be the cost of capital to infinity. The second approach will be estimated in section 7.2.6, and 

represent the fair market-to-operating income multiple comparable companies have been traded at 

historically. 

The standard model has been criticized since future residual returns are discounted by a constant cost of 

capital. Christensen & Feltham [2009] show that future residual earnings will be risk adjusted exponentially 

more when using a constant return risk premium, and this growth is amplified by growth in the expected 

residual earnings. In addition they demonstrate that the standard model require unreasonably high growth 

rates in order to counterbalance the upward bias in the risk-adjustments. This is why another risk-

adjustment is incorporated. 

5.2.2 Residual Operating Income Returns Model – ReOIR with CCAPM 
In order to enlighten the problems or limitations with the standard valuation risk-adjustment, there will be 

a valuation using Residual Operating Income Returns with consumption based CAPM risk-adjustments, as 

proposed by Bach & Christensen [2015]. The main difference between the standard APV and consumption 

based CAPM is that residual operating income are risk-adjusted in the numerator instead of the 
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denominator, and then time-adjusted with the time varying risk-free rate, as estimated in section 10, in the 

denominator. 

The residual operating income model, as described above, will be slightly adjusted to use residual operating 

income returns (ReOIR) instead. The actual risk-adjustment is done with the covariance between ReOIR and 

a consumption index. The CCAPM valuation model can be written as: 

 𝑉𝑉𝑡𝑡
𝑁𝑁𝑅𝑅𝐴𝐴𝑡𝑡

= 1 + �
𝐸𝐸𝑡𝑡�𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝑡𝑡,𝑡𝑡+𝜏𝜏� − 𝐶𝐶𝑅𝑅𝑉𝑉�𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝑡𝑡,𝑡𝑡+𝜏𝜏, 𝑐𝑐𝑒𝑒𝑡𝑡+𝜏𝜏�

1 + 𝑒𝑒𝑡𝑡,𝜏𝜏
𝜏𝜏

∞

𝜏𝜏=1

 5.9 

Where 𝑉𝑉 is enterprise value, 𝑐𝑐𝑒𝑒 is an estimated consumption index and 𝑒𝑒 is the risk-free rate at time 𝜏𝜏. The 

consumption index is estimated using data from National Income and Product Accounts tables (NIPA). The 

index is calculated as: 

 𝑐𝑐𝑒𝑒𝑡𝑡+𝜏𝜏 = 𝛾𝛾 ln(𝑐𝑐𝑡𝑡+𝜏𝜏) + ln(𝑝𝑝𝑡𝑡+𝜏𝜏) 5.10 

Where 𝐶𝐶 =
�𝑐𝑐
𝑁𝑁

𝑝𝑝𝑁𝑁
+𝑐𝑐𝑇𝑇

𝑝𝑝𝑇𝑇
�

𝐼𝐼
, N and S denote nondurable goods and services, respectively, and I are the size of the 

population. P is the weighted price index, 𝑝𝑝 = 𝑐𝑐𝑁𝑁

𝑐𝑐𝑁𝑁+𝑐𝑐𝑇𝑇
𝑝𝑝𝑁𝑁 + 𝑐𝑐𝑇𝑇

𝑐𝑐𝑇𝑇+𝑐𝑐𝑁𝑁
𝑝𝑝𝑇𝑇. The risk aversion parameter, 𝛾𝛾, will be 

assumed equal to 2 and growth in the consumption index is assumed constant, both suggested by Bach and 

Christensen [2015]. Consumption data from 2000-2015 is used to estimate the index: 

 𝑐𝑐𝑒𝑒𝑡𝑡,𝜏𝜏 − 𝑐𝑐𝑒𝑒𝑡𝑡+𝜏𝜏−1 = 𝑣𝑣 + 𝛿𝛿𝑡𝑡+𝜏𝜏,   𝜏𝜏 = −15,−14, … ,0 5.11 

This returns a time series of estimated innovations, 𝛿𝛿. The risk-adjustment also requires a persistence (𝜔𝜔) 

and long-run level (𝛼𝛼) with respect to ReOIR, which will be estimated in section 7.2.7. American 

consumption data, the above-mentioned NIPA-tables, and interest rates have been used in the risk-

adjustment because of the need for consistency with the calculated persistence and long-run level, as well 

as most of Opera’s revenues are generated in the Americas. The following first-order autoregressive 

equation is then estimated: 

 𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝑡𝑡,𝑡𝑡+𝜏𝜏 = 𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝑡𝑡0 + 𝜔𝜔�𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝑡𝑡,𝑡𝑡+𝜏𝜏−1 − 𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝑡𝑡0�+ 𝜀𝜀𝑡𝑡+𝜏𝜏,   𝜏𝜏 = −15,−14, … ,0 5.12 

The contemporaneous covariance between the ReOIR and consumption index, 𝜎𝜎𝑟𝑟𝑟𝑟, can now be calculated 

as the simple historical covariance between the two time series of innovations, 𝜀𝜀 and 𝛿𝛿. Then the risk-

adjustment of ReOIR at every valuation date is calculated as: 
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𝐶𝐶𝑜𝑜𝑣𝑣𝑡𝑡�𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝑡𝑡,𝑡𝑡+𝜏𝜏, 𝑐𝑐𝑒𝑒𝑡𝑡+𝜏𝜏� = 𝜎𝜎𝑟𝑟𝑟𝑟

(1 −𝜔𝜔𝜏𝜏)
1 −𝜔𝜔

 5.13 

The forward rate will be used when calculating ReOIR: 

 
𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝑡𝑡+𝜏𝜏 =

𝑅𝑅𝐼𝐼𝑡𝑡+𝜏𝜏 − 𝑒𝑒𝑡𝑡+𝜏𝜏−1
𝑓𝑓 ∗ 𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏−1
𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏

 5.14 

The risk-adjustment for long-term expected residual incomes is larger than for short term, but the risk-

adjustment is also higher with higher persistence. This means that operating income returns with a high 

mean reversion will be risk-adjusted less, since they will return to their structural level relatively faster, and 

therefore possible mistakes will be relatively lower, and therefore need lower risk-adjustment. 

5.2.3 Relative Valuation 
One of the most basic concepts within economics is that perfect substitutes should have the same value, 

which means that it is enough to observe the price of one asset in order to determine the price of the 

other. Multiple valuations are based on this idea, and often used because of its simplicity once the correct 

peers are determined. Therefore, it is not surprising that the most difficult part of the multiple valuation is 

to identify appropriate peers for Opera to be benchmarked against. 

Most analysts and investors tend to use industry classification when selecting peers, which is argued by 

Petersen & Plenborg [2012] among others. This means Opera should be compared with other Ad Tech 

companies, and not with companies from other industries. Another common perspective is that companies 

should have the same accounting policies and that non-reoccurring items must be treated uniformly across 

companies. It is also important that the associated risk is as similar as possible, and this might not be the 

case even within the same industry. For instance, if companies operate on different markets they 

experience different market forces and risks, and for that reason they should not be traded at the same 

multiple. 

Penman [2013] on the other side proposes three steps in order to use multiples for valuation purposes, 

where the first one is to identify comparable companies with similar operations. In order to calculate valid 

multiples for valuation purposes, Koller et al. [2010] propose that only companies whose underlying 

characteristics lead to similar growth prospects and ROIC should be chosen. Other typical criteria are 

companies with the same structure (market capitalization) and asset composition. 

This confirms that there are a lot of different opinions on how to determine the most appropriate 

comparable companies. Multiples are widely used and a part of most valuations, but there is limited 
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knowledge to which method actually yields the most appropriate peers. Below we will present the theory 

used to identify the SARD-peers mentioned in section 4.5.1. 

5.2.3.1 Introducing SARD-peers 
Knudsen et al. [2015] challenge the use of industry affiliation as a method to choose comparable companies 

when using multiples for valuation. They question four different methods of selection and are driven by the 

idea that selection processes based on fundamental economical characteristics such as growth, risk and 

earnings can be used to identify comparable companies. They expanded this idea and developed the Sum 

of Absolute Rank Difference (SARD) in order to more accurately define peers. The approach is able to cater 

for an infinite number of proxies for profitability, growth and risk, and their results show that the SARD 

approach yields significantly more accurate valuation estimates than the industry classification approach 

(Knudsen et al., 2016, p. 16). 

If a potential peer has a low SARD value, the approach suggests that the potential peer and target company 

share similarities with respect to the chosen variables. The chosen values are fundamentals and the SARD-

method allow for more than just one or two fundamental value drivers, which typically has been industry 

and ROE. If the chosen values are useful proxies of the drivers of the multiple, then the identified peers and 

the target company should also be traded at similar prices (Knudsen et al., 2016). 

The choice of selection variables is done in conformity with what Knudsen et al. mentions being the most 

relevant. They also argue mathematically that the level of multiples is a function of profitability, future 

growth and risk. The analysis includes the following variables, with the parenthesis stating what they proxy 

for: ROE (profitability), Net debt/EBIT (risk), Size (risk and different levels of multiples), Forecasted EPS 

growth (growth) and EBIT-margin. The latter is included as an alternative proxy for profitability, as 

Damodaran (2006, p. 307) demonstrates that this is a significant determinant of the EV/Sales multiple. Net 

Debt/EBIT is included due to its ability to measure the payback ability of a company and its importance 

within credit analysis. The growth-proxy mentioned is calculated as the growth in earnings between the 

first and second forecast year; E[EPSt+2]/E[EPSt+1]-1, as the level of future growth is not possible to observe 

directly. 

The resulting SARD-peers together with both the Ad Tech and other diversified peers were presented in 

section 4.5.1, as a part of the industry introduction. 

5.3 Estimation of Term Structure 
In order to discount future residual earnings with an interest rate appropriate for the time horizon under 

consideration, the term-structure of interest rates must be considered using either a static or dynamic 
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interest rate model. There are several distinct methods to do this, and we have chosen to implement the 

Nelson-Siegel method as proposed by Bliss [1996]. The theory behind the Nelson-Siegel model will be 

explained in the following section, and the estimation and associated results can be seen in section 10.1. 

5.3.1 The Nelson-Siegel Model 
The following asymptotically flat approximating function is applied in the estimation of term-structure, 

developed by Nelson and Siegel [1987]: 

 
𝐸𝐸(𝑐𝑐) =  𝛽𝛽0 + 𝛽𝛽1 �

1 − 𝑉𝑉−𝑚𝑚/𝜏𝜏1

𝑐𝑐/𝜏𝜏1
� + 𝛽𝛽2 �

1 − 𝑉𝑉−𝑚𝑚/𝜏𝜏2

𝑐𝑐/𝜏𝜏2
− 𝑉𝑉−𝑚𝑚/𝜏𝜏2� 5.15 

Where m is time to maturity and the parameters,𝜙𝜙 ≡ [𝛽𝛽0, 𝛽𝛽1,  𝛽𝛽2, 𝜏𝜏1, 𝜏𝜏2],  are estimated by minimizing the 

(weighted) sum of squared errors. From equation 5.15 it can be seen that 𝛽𝛽0 can be interpreted as the long-

run rate of interest. This is because the last two terms drop out as the maturity increases, i.e. 

lim𝑚𝑚→∞ 𝐸𝐸(𝑐𝑐) = 𝛽𝛽0. In addition to this, 𝛽𝛽0 + 𝛽𝛽1 can be interpreted as the short-run rate of interest since 

 lim𝑚𝑚→0 𝐸𝐸(𝑐𝑐) = 𝛽𝛽0 + 𝛽𝛽1. The (weighted) sum of squared errors; 

 𝑐𝑐𝑒𝑒𝑐𝑐
𝜙𝜙

�(𝑤𝑤𝑖𝑖

𝑁𝑁𝑡𝑡

𝑖𝑖=1

𝜖𝜖𝑖𝑖)2 5.16 

Where wi is weights, can be applied if necessary and 𝜖𝜖𝑖𝑖 is the difference between the predicted dirty price2 

and the actual market price. The weights, wi, are defined in terms of Macaulay duration, di, measured in 

days; 

 𝑤𝑤𝑖𝑖 =
1/𝑑𝑑𝑖𝑖

∑ 1/𝑑𝑑𝑗𝑗
𝑁𝑁𝑡𝑡
𝑗𝑗=1

 5.17 

These weights can be applied in order to reflect that long-term bond prices are more sensitive to yield 

changes than short-term bonds. This definition of weights would put more weight to bonds with shorter 

maturity, as a smaller duration would make equation 5.17 larger. 

Since zero-coupon bonds are not traded directly and, thus, we cannot directly observe the zero-coupon 

yields of different maturities, we estimate the zero-coupon yields from actively traded default-free coupon 

bonds. If 𝑍𝑍𝑡𝑡(𝜏𝜏) denotes the price at date t of a zero coupon bond maturing at date 𝜏𝜏 , then the continuously 

compounded zero-coupon yield at date t for maturity 𝜏𝜏, 𝐸𝐸𝜏𝜏𝑡𝑡, is thus given as: 

2 Dirty Price = Clean Price + Accrued Interest 
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𝑍𝑍𝑡𝑡(𝜏𝜏) = 𝑉𝑉−𝑟𝑟𝑡𝑡𝜏𝜏(𝜏𝜏−𝑡𝑡) ⇔ 𝐸𝐸𝑡𝑡𝜏𝜏 = −

𝑉𝑉𝑐𝑐�𝑍𝑍𝑡𝑡(𝜏𝜏)�
(𝜏𝜏 − 𝑒𝑒)

 5.18 

The usual conversion to discretely compounded zero-coupon yield at date t for maturity 𝜏𝜏, 𝑉𝑉𝑡𝑡𝜏𝜏, applies: 

 1 + 𝑉𝑉𝑡𝑡𝜏𝜏 = 𝑉𝑉𝑟𝑟𝑡𝑡𝜏𝜏 ⟺ 𝑉𝑉𝑡𝑡𝜏𝜏 = 𝑉𝑉𝑟𝑟𝑡𝑡𝜏𝜏 − 1 5.19 

These discretely compounded zero-coupon yields are used when estimating the forward rates. Nelson and 

Siegel [1987] stated that the instantaneous forward rate at maturity m is given by the solution to a second-

order differential equation with real and unequal roots (Bliss, 1996, p. 12). Their forward rate function can 

be written as: 

 𝑜𝑜(𝑐𝑐) = 𝛽𝛽0 + 𝛽𝛽1 × exp �−
𝑐𝑐
𝜏𝜏1
� + 𝛽𝛽2 × exp �−

𝑐𝑐
𝜏𝜏2
� 5.20 

Where 𝛽𝛽0,𝛽𝛽1,𝛽𝛽2, 𝜏𝜏 are four constant parameters and m is maturity. The discretely compounded forward 

rates between date 𝜏𝜏 and 𝜏𝜏 + 1 is: 

 
1 + 𝑜𝑜𝑡𝑡𝜏𝜏𝜏𝜏+1 =

𝑍𝑍𝑡𝑡𝑁𝑁𝑇𝑇(𝜏𝜏)
𝑍𝑍𝑡𝑡𝑁𝑁𝑇𝑇(𝜏𝜏 + 1)

=
(1 + 𝑉𝑉𝑡𝑡𝜏𝜏+1)𝜏𝜏+1

(1 + 𝑉𝑉𝑡𝑡𝜏𝜏)𝜏𝜏  5.21 

The zero-coupon yields p.a. are used for discounting, possibly risk-adjusted, while the discretely 

compounded forward rates between date 𝜏𝜏 and 𝜏𝜏 + 1 are used for calculating residual income in period 

𝜏𝜏 + 1, possibly risk-adjusted, which will be done in the valuation section. 

5.3.2 Theoretical Bond Pricing 
The Fundamental Theorem of Asset Pricing implies that the values of the bonds used in the estimation can 

be computed as the sum of the present values of the promised cash flows at each payment date. Hence, 

the price of bond j follows the linear relation: 

 
𝑃𝑃𝑗𝑗 = � 𝑐𝑐𝑗𝑗𝑚𝑚𝑉𝑉−𝑟𝑟(𝑚𝑚)𝑚𝑚

𝑀𝑀𝑗𝑗

𝑚𝑚=1

 5.22 

Where cjm is the cash flow of bond j at time m and r(m) is the appropriate continuous rate of interest at 

time m. The bond prices are therefore calculated as the present values of the cash flows, after the latter 

has been mapped out for all the respective bonds used in the estimation in section 10.1.1.  
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6. Strategic Analysis 
The external factors will be analyzed using the Porter’s Five Forces and STEEPLE-framework before moving 

to the internal analysis where we apply the VRIO-framework. This is in order to reveal how the value 

creation arises, before conducting the financial analysis. 

6.1 STEEPLE 
The STEEPLE-framework is one of two analyses chosen to shed a light on various macroeconomic factors 

affecting the Ad Tech industry. The political and legal factors affecting the industry will be examined 

together as we believe they intertwine and are correlated, and an efficient analysis will be a combination of 

the two. It would be optimal to analyze each factor with respect to each business described in section 4.3, 

but since the businesses are in essence affected by the same factors this proved less attractive. 

6.1.1 Social 

6.1.1.1 Population and Demographic 
The major social factor affecting the industry is population and how it ages. The World Bank forecasts an 

increase in population, but at a slower pace than previously. Long-run population growth is expected in 

some regions, but the majority expects a decline (The World Bank, 2016), as seen in Figure 9. The industry 

is highly affected by a decreasing population since their revenue is dependent on audience and reachability. 

A possible counter effect may be if the future population is more technical and reachable than previously. 

During the most recent years we observe a larger percentage of the population in the age group 0-14 

compared to 65 and above3. This is an indication of a growing portion of the population entering what we 

define as “technological prime age”, but a turning point is present in 2036-‘37, where the population of 65 

and above is growing relatively more. At the same time, the age group 15-64 is declining. These two 

observations may be an indication of a negative trend that will affect the industry going forward. At the 

same time we believe an important factor will be the level of technological abilities the soon to be 65 and 

above possesses. Technology moves fast and young consumers are early adapters. The mentioned shift in 

2036-‘37 means that the future “old” consumers are currently 46 years old and younger, and might possess 

higher abilities than the current 65 and above. 

 

 

3 The age distribution is calculated as an average of population distribution in the following regions: Central Europe 
and the Baltics, East Asia & Pacific, Europe & Central Asia, Latin America & Caribbean, Middle East & North Africa. 
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Figure 9: Population growth (lhs) & age distribution (rhs) 

 

6.1.1.2  Safe and Private Internet 
As further discussed in section 6.1.5, we observe a change in how people perceive the internet. It is our 

understanding that internet users are becoming increasingly aware of what they share and what 

information companies like Opera collect from them. For example, "Safer Internet Day” has become a 

yearly awareness campaign. It started out as an initiative of EU Safeborders project in 2004 

(Saferinternetday.org) and is taking place in more than 100 countries. The movement shows how important 

a safe internet experience is. The global security technology & services revenue is expected to be USD 86bn 

in 2016, which implies a CAGR of 9% during the period 2011-2016 (Gartner, 2013). These are clearly 

indicators of a social emerging factor in terms of security, and can be expensive for companies if not taken 

seriously. 

6.1.1.3  Results and Expectations about Social Factors 

The social factors have a neutral effect on the Ad Tech industry. 

The world population is growing at a slower rate, but we believe the population 

will become more technical and partly offset this effect. The fact that consumers 

are becoming more aware of internet security will not affect the industry that 

much, but if companies do not respond to the changing environment it can be 

harmful. 

 

6.1.2 Technological 

6.1.2.1 Ad-blocker 
An increasingly used technology is ad-blocking, which means to filter out advertisement from webpages or 

applications. Some ad-blockers also remove background trackers which log user activity during the session. 

As seen in Appendix 9, the majority of browsers have the possibility of ad-blocking. This user activity data is 

Source: Authors' own compilation / Databank
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valuable for the industry either to be sold or used to more efficient target their audience. Even though in-

app ad-blocking is seen in very few occasions, the number of active ad-block plugins has grown almost at a 

factor of ten from January 2010 until June 2015 (PageFair, 2015). But as shown in Figure 11, time spent in-

app is very high compared to browser, which lessens the impact of ad-blockers in the short term. 

Moreover, Deloitte Global (2016) expects 0.3% of all mobile device owners to use ad-blocker by end of 

2016, which will put USD 100m of the USD 70bn mobile advertisement market at risk. In addition to the 

increased privacy and less irritation, the ad-block plugin has a positive effect on download time. Deloitte 

[2016] hypothesizes that a web page which traditionally would have taken 10 seconds to load, will take 2-3 

seconds. In addition to faster download, an ad-block will reduce the amount of data needed to download. 

This is because advertisement are “unneeded” data, and not all users have unlimited data solutions on 

their mobile devices. Especially in emerging markets where connection and bandwidth are already 

challenging, ad-block plugins may be very efficient, and a threat to the industry. 

6.1.2.2  Mobile Video Advertisement 
Mobile advertising has historically been more difficult to monetize in comparison to traditionally media 

such as news, radio, TV etc. because of the smaller screen size. As a response to better technology there 

has been a move towards video advertisement which increases the possibility of being more space efficient 

and the possibility for monetizing activities. It is expected that video advertisement will experience a CAGR 

of 22% in the period 2014-2020 in global revenue and expected to be USD 19bn in 2016 (Statista, 2015). 

6.1.2.3  Results and Expectations about Technological Factors 

The technological factors have a neutral effect on the Ad Tech industry. 

The shift towards video is valued positive since it may introduce new ways of 

monetizing. The effect of ad-blocking has a very negative effect on the industry, 

but in the short term it is mostly ad-blocks for browsers and not in-app. But the 

threat of ad-blocking may shift the industry from selling user data, and try to find 

other ways to monetize operations. 

 

6.1.3 Economic Factors 

6.1.3.1 Real GDP 
Opera is a global company, and their products are essentially offered everywhere since they only require an 

internet connection. Historically there have been some differences in GDP growth in different regions, and 
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especially the CIS4 region took a massive hit during the financial crises in 2008-2009, seen in Figure 10. All 

of the economies have since then regained traction, but we observe a declining trend. The CIS region is 

again an underperformer which can be traced to the declining Russian market, being the largest country in 

the region. Russia has had a relatively steep decline due to low oil prices, which the country is highly 

dependent on, as well as impacts from economic sanctions. 

IMF anticipates the world GDP to grow on average with 3.8% in the period of 2015-2020 (IMF, 2015). The 

highest growth is expected in the ASEAN-5 region, which constitutes of the countries Indonesia, Malaysia, 

Philippines, Singapore and Thailand. Especially Indonesia is of interest to Opera since there is a high 

concentration of Opera Mini users in the region. In addition, they have signed deals with Evercross in 

Indonesia and signed their first celebrity ambassador (Opera, 2014). 

According to consensus, a GDP growth in the range of 2.5-3.5% is optimal in the long run. This will both 

create economic profit and jobs, without resulting in high inflation (Khan, Yahya, Naumann, & Farooq, 

2013, p. 904). 

Figure 10: Historical & forecasted GDP 

 

6.1.3.2 Internet Penetration 
A necessity for the Ad Tech industry is internet and internet access. Since the internet was first introduced 

to the public in the late 1980s there has been an explosion in internet users. Europe has an internet 

penetration of 78% as of 2015 (ITU, 2015), which means that 78% of the population during twelve months 

have used the internet in some form or another. Africa on the other hand has the lowest penetration of 

only 21%, as seen in Figure 11. The growth in internet penetration5 is slowing down, from a CAGR of 9% in 

the period 2009-2015, to a yearly growth of 6% the last two years. 

Opera’s main revenue is generated from mobile devices, which globally have an internet penetration of 

53% in 2015 and is expected to be 63% in 2019 (eMarketer, 2015c). This will of course have a positive effect 

4 Commonwealth of Independent States 
5 Related to average of the displayed regions  

Source: Authors' own compilation / IMF WEO April 2015
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on the industry, and it is also likely that the increased pressure on data traffic will have an increasingly 

positive correlation with compression technology. 

Another key factor for the industry is whether the improved internet penetration is going to positively 

affect mobile advertisement. In the US, most of the time spent in applications is in the Facebook app 

(Flurry, 2015), which is in essence untouchable for others than Facebook. As a result, Facebook might 

capture most of the positive change with respect to internet penetration, and therefore represents a big 

threat to other industry participants. An example is the implication of Facebook’s Instant Articles, see 

section 6.2.3.2. 

Figure 11: Historical internet penetration (lhs) & Time spent in each app (rhs) 

 

6.1.3.3  Digital Advertising Spending 
As seen in Figure 12, total digital advertising spending in 2014 was USD 146.4bn with an expected CAGR of 

15% from 2014 to 2018 (eMarketer, 2014a). Digital advertising spending is comprised of advertising that 

appears on desktop and laptop computers, as well as mobile phones and tablets. Mobile advertisement is 

leading the way, and the market for smartphones is expected to grow substantially. In comparison, Opera´s 

revenues from the segment have grown with a CAGR of 98%6 from 2012 to 2015. 

Mobile internet ad spending, which includes display and search on mobile devices, is expected to see a 

CAGR with approximately 36% worldwide in the period from 2014 to 2019, while the largest growth is Latin 

America & Middle East and Africa, with CAGR of 66% and 61%, respectively (eMarketer, 2015b). 

 

 

 

 

6 Not organic, much revenue originates from the acquisition of AdMarvel and AdColony. 

Source: Authors' own compilation / ITU /Flurry. Note: Time spent is US as of Jun'15
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Figure 12: Mobile internet ad spending per region (lhs) & Digital advertising spending (rhs) 

 

In Figure 13 we can see that Opera has managed to grow its smartphone user base with approximately 50% 

from primo 2013 to ultimo 2014, while the desktop user base has been fairly stable. Luckily, most of 

Opera´s revenue is generated from smartphones, and not desktops. If we examine the global smartphone 

and desktop market, we see similar tendencies. 

Figure 13: Opera´s historical users (lhs) & Global shipment of smartphone and PC (rhs) 

 

6.1.3.4 Currency, Interest and Inflation Effects 
The Ad Tech industry is a global industry and affected by fluctuations in currency. As seen in Figure 14, most 

of Opera’s revenue is generated in USD, which is the same as the accounting currency, and therefore not 

currency sensitive. Opera had 12% of revenue denominated in RUB in 2014, and due to the collapse of this 

currency the 2014 revenue was negatively affected with 6%. This is a good indication of the effect FX has on 

the industry. 

Interest effects might significantly affect industries which are reliant on debt. Opera has had no significant 

debt historically, and therefore have had minimum exposure to interest rate fluctuations. As seen in section 

10.2, Opera turned their net cash position to net debt, and in June 2014 Opera entered a USD 150m 

revolving secured loan for three years with an interest rate of LIBOR + 1,75% p.a. (Opera, 2014, p. 75). 

Opera currently has 21% debt in terms of enterprise value and interest rate fluctuations will therefore 

affect the Company, and it is assumed that similar cases are applicable on the industry. 

Source:  Authors' own compilation / eMarketer Dec 2014 & Sep 2015
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Inflation fluctuations may affect industry CAPEX and cost of goods sold. Some of the companies in the 

industry, like Opera, have historically had net cash, and therefore inflation will be a factor which can 

deteriorate these assets. FED aims for an inflation rate equal to 2% to create price stability and maximum 

amount of jobs (FED, 2015). 

Figure 14: Historical interest rate and inflation (lhs) & currency in terms of revenue (rhs) 

 

6.1.3.5 Results and Expectations about Economic Factors  

The effects of economic factors are expected to have a very positive effect on the Ad Tech industry. 

We expect a stable growth in GDP in most regions, but have some reservations 

regarding the CIS region. A 36% yearly increase is expected in the medium term 

for the mobile advertisement spending. The increase in internet penetration is 

valued to be positive, especially in emerging markets. In addition, we believe 

currency, interest and inflation volatility might have an impact, but forecasting of 

those factors lie outside our scope, while estimation of the term structure of 

interest rates can be found in section 10.1. 

 

6.1.4 Environment 
Since the industry consists of mostly intangibles, the traditional environmental factors such as climate 

change, terrorist attacks etc. do not have a clear significant impact on the industry. Moreover, consumers 

of the industry’s services are highly globalized and potential environmental impacts are assessed to be low 

because of a diversified effect at an aggregated level. 

Nevertheless, Opera and companies like Apple, Facebook and Google have major operations in California 

and Silicon Valley. There are some environmental factors to be considered, especially earthquakes. 

California is located on the San Andreas Fault and earthquakes are relatively more common, and have the 

possibility to severely affect the industry. According to USGS (2014), during the next 30 years California is 

Source: Authors' own compilation / Thomson /  Bureau of Labor Statistics / Investor days 2015
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almost certain to experience an earthquake similar to the 1994 Northridge Earthquake, which had a 

magnitude of 6.7 on the Richter scale. In addition, there is an increased possibility for mega-earthquakes, 

meaning earthquakes with a magnitude of 8 or more. 

Most of the industry IT-systems and operations require power, and environmental factors like the weather 

may influence the supply and demand for power. In some parts, power is generated from water basins, and 

if they run out the price of power would increase. The operators will seek to place this possible increased 

cost on the individual consumer in terms of higher prices or more conservative data packages. This will 

have a double negative effect on the industry, especially in emerging markets where we believe consumers 

to be more price sensitive. 

6.1.4.1 Results and Expectations about Environmental Factors 

The environmental factors have a negative effect on the Ad Tech industry.  

We see no positive effect from environmental factors on the industry. The fact 

that most of the software and technology is designed in one area, where there is 

expected to be significant earthquakes in years to come, is a major risk. In 

addition to this, environmentally factors such as the weather, in our view, would 

have more negative effect than positive on the industry. These factors are 

difficult to quantify and their effect is more philosophical than the others. 

 

6.1.5 Political & Legal 

6.1.5.1  Marketing Regulations 
The mobile advertising business is dependent on the ability for mobile advertisers to effectively convey and 

communicate their message. If political regulators stress marketing laws and empower common believes of 

what should or should not be allowed to advertise, the industry may be significantly changed. 

There are different political regulations in different countries, and an example is the continual political 

campaign both against and for the regulation of advertisement related to alcohol and tobacco. In 2010 

WHO published “The global Strategy to reduce the harmful use of alcohol” where several policy options 

and interventions were proposed, such as regulation of content and volume of marketing, sponsorship 

activities that promote alcoholic beverages and restriction or ban of promotions in connection with 

activities targeting young people (WHO, 2010, p. 15). Political pressures, like the one mentioned, have a 

possible influence on many markets and most definitely have a ripple effect on the industry. 
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6.1.5.2  Privacy 
Opera uses sophisticated audience targeting which entitles some implication on data handling and privacy 

protection. The Ad Tech industry has a responsibility when handling private and sensitive information. 

There are several advocates for data privacy and the possibility to restrict companies like Opera when they 

gather and store information about their users. On the other hand, some consumers are more satisfied 

when advertisement is more effective and targeted, and are willing to acknowledge that there is a trade-

off. Political pressures from FTC have resulted in more focus on these matters, and they urge 

implementation of best practices and that consumers should receive more control over the process of 

collection and distribution of their own data (FTC, 2012). 

The increased focus on sensitive information and privacy in general can also be positive for more diversified 

companies. As an example, Opera can benefit through their focus on performance and privacy apps in their 

Consumer business. 

6.1.5.3  Regulation of Search Engines 
Opera and companies alike have agreements with operators such as Google and Yandex, and these 

agreements are monetizing if Opera direct searches through their search engines. Epstein & Robertson 

[2015] postulates that search engines have the possibility to affect outcomes of elections, and manipulate 

people’s perception. This unregulated market therefore proposes a relatively large risk to the modern 

democracy. If government implements regulations on search operators, it will probably have a negative 

effect on the industry. Operations are likely to become more expensive, and operators will try to move the 

cost over to either consumers or companies like Opera. 

6.1.5.4  Internet Regulation 
A prerequisite for the Ad Tech industry is a free or a partly free internet, with little intervention from 

government in form of censorship. Restrictions on internet freedom are becoming worse. An example of 

this can be seen when the Ecuadorian government hired two companies to increase online monitoring and 

remove content deemed unfavorable to the government (Freedom House, 2015). Another market is Russia, 

where the internet has become more regulated than ever after the election of Putin in 2012, where they 

recently passed a law that forces tech companies with Russian customers to operate local servers to handle 

Russian personal data. In theory, Russia´s intelligence services need a court order to access any data, but 

observers say that they are rarely turned down (Solon, 2015). 
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6.1.5.5  Intellectual Property 
The Ad Tech industry is extremely dependent on technology and relies on patents, trade secrets, etc. in 

order to stay competitive. Especially when companies license their technology, the risk associated with 

these internal know-how increases. These laws govern the industry and are highly relevant going forward. 

Any future relaxation of the laws may cause industry shifts, for example we might observe a shift toward 

low wage countries, which historically does not possess the technological expertise needed. We are 

uncertain about future trends, and believe intellectual property will be protected at least to the same 

degree as today. 

6.1.5.6  Results and Expectations about Political and Legal Factors 

The political and legal factors have a negative effect on the Ad Tech industry. 

We believe political regulations of advertisement will increase, and regulation of 

alcohol and tobacco is merely the start, and this will inevitably have a negative 

effect. The fact that large players such as Google and Yandex have a monopoly-

like effect on search engines may induce regulations and negatively affect the 

industry. In some regions there is an increased trend of internet censorship, 

which we believe may become a hurdle. Furthermore, companies must be aware 

of the increasingly important privacy matters, which may both have a negative and a positive effect on the 

industry, depending on the degree of diversification across companies. 

 

6.1.6 Ethical 
Ethical factors are found highly relevant when analyzing the actions of management in a company. When 

dealing with a listed company, the actions of management is of high value to shareholders. The signal effect 

of what management decides to do is not to be underestimated, and the reason is that a lot of investors 

duplicate executives’ and directors’ actions. They have the most up-to-date information on their 

companies’ prospects. 

Damodaran [2006] shows that option grants are more typical in technology companies, and that 

management contracts at these companies are relatively more weighted towards options (Damodaran, 

2006, p. 372). The reason for this is often scarcity of cash, and therefore not only does top management 

receive options, but employees all through the organization, effectively making the total options granted 

larger. Damodaran also shows that options issued by companies have an important effect on value per 

share, explained by the fact that they can be exercised. He illustrates that the effect on net income when 
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considering share-based employee compensation as an expense in the information technology sector is by 

far the most negative across sectors (Damodaran, 2006, p. 381). 

A specific example with respect to Opera is when management decided to exercise stock options in January 

2015, just prior to the Company announced weaker earnings and weaker guiding. On 11th of February 2015, 

Opera plummeted 44% due to these announcements, and the exercised options supposedly gave CEO 

Boilesen a gain of approximately NOK 28m (Bakken, 2015). When exercising these options it seems very 

unlikely that management did not know what was to come regarding the weak fourth quarter and weaker 

guiding. Opera’s own ethical code of conduct state that trading in Opera securities based on insider 

information is illegal, but Oslo Stock Exchange found it unlikely that this was the case, even though as much 

as eleven employees sold stocks at the same time. 

As a result, we believe shareholders do not trust the company to the same degree as before. Previous to 

this event, Opera had a hit ratio of approximately 87.5% with respect to guided revenue the last 16 

quarters. With respect to adjusted EBITDA Opera was in line 75% of the time over the last 12 quarters. Up 

until the time of announcement of the Q4'14 results, Opera was actually in line with what they had been 

guiding five out of the last seven quarters with respect to revenues, and four out of the last five on adjusted 

EBITDA. Further information on hit-ratio can be seen in Appendix 5. 

Figure 15: Company guidance – hit ratio 

 

Ethical issues can also be the usage of child labor, but is not seen as critical in the Ad Tech industry. This is 

more typical in cheap labor industries when producing components and devices, however, Opera and the 

industry in general is dependent on highly skilled labor. Opera view their employees as the most valuable 

resource (Ethical Code of Conduct, 2016, p. 5), which emphasizes that this is not a big issue for Opera and 

the Ad Tech industry in total. 

Other ethical issues can be the privacy of users, for example when dealing with sensitive information. As an 

example, five million Google-passwords were revealed in September 2014 (NTB, 2014). Since mentioned 

earlier, it will not be elaborated upon further in this section. 

Source: Authors' own compilation / Opera
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6.1.6.1 Results and Expectations about Ethical Factors 

The ethical factors have a negative effect on the Ad Tech industry. 

We believe actions from management as described are a threat towards the trust 

companies earns from shareholders. When promoting your own interest as CEO 

at the cost of shareholders, making the latter take the hit and getting away with 

it yourself, you lose trust. Also, it is shown that expensing share-based employee 

compensation has the greatest negative effect in the information technology 

sector. The privacy issue is not a part of the total grading in this section, but has 

been accounted for in previous sections as mentioned. 

6.1.7 Summary of STEEPLE 
In Figure 16 we see how the overall effects of macro-economic factors derived from the STEEPLE-analysis 

have on the Ad Tech industry. The economic factors have a very positive impact on the industry, but we 

observe that political and legal, ecological as well as ethical have the possibility to negatively affect the 

industry environment. Overall effects on the industry are slightly negative since the social and technological 

factors are considered to be neutral. 

Figure 16: Expected effect from macroeconomic factors on the Ad Tech industry 

 

 

6.2 Porter’s Five Forces 
The Porter’s Five Forces-framework was originally intended as a ground work for strategic agenda of action 

(Porter, 1979), but we will use it to assess the potential profit and industry performance. These results will 

later be incorporated in the forecast in order to get more reliable estimates. Each force is addressed from 

the perspective of Opera’s different businesses, except for bargaining power of suppliers where the 

suppliers are essentially the same. 
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6.2.1 Threat of entry 

6.2.1.1  Mobile Advertising 
Economies of scale in the Ad Tech industry are considered to be crucial. In order to monetize on mobile 

advertisement it is essential to be a large player in the sense of audience reachability and have a good 

track-record. A company with a high reachability and good track-record would be preferred over newly 

started companies. Even though new companies are not necessarily assessed to be a big threat, because of 

the general lack of financial resources, audience reach and track-record, the threat becomes eminent when 

big companies like Google and Facebook acquire these possible new entrants. One of the most recent 

acquisitions are the AOL acquisition of Millenial Media for USD 238m in order to expand into mobile ads in 

September 2015 (Lunden, 2015). More transactions can be found in Appendix 4. 

Opera operates mainly in the premium mobile advertising business, which have fewer customers and rely 

on relatively more advanced technology, and therefore relatively more difficult for new entrants to enter 

into non-premium advertising. Lastly, the industry has depicted enormous growth; on average median sales 

growth have been 15% in the period of 2001-2015 and after 2005 the industry has shown positive RNOA, as 

later seen in 7.3. This of course will entice new entrants. 

Even though the industry does not have any large financial entry barriers, financial resources, good 

reputation and reachability are needed, but this is a growing market and is attractive for possible entrants. 

The threat of entry is assessed to be high. 

6.2.1.2  Consumer 
The desktop browser market is relatively concentrated, and the top five browsers combined have a 96% 

market share (Global StatCounter, January 2016). A highly concentrated market is likely to be relatively less 

threatened by new entries. However, analyzing the entry of Google Chrome in September 2008, the level of 

threat becomes significant. Chrome has experienced an unprecedented growth, seen in Figure 17, and is 

currently the market leader in both mobile and desktop browser market, with 58% and 35% share 

respectively. This shows the possibility for new entrants to enter concentrated markets, and still be market 

leader within few years, typical for the rapidly changing industry. 

There are essentially two methods of achieving browser market share; pre-installation or downloads. Pre-

installation is derived from an agreement between device manufacturers, operators and browser 

developers. As an example, all of Apple’s products come pre-installed with Safari as standard browser. 

Windows phones and computers came with Internet Explorer and then later Microsoft Edge for Windows 
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10. Opera has no desktop pre-installation agreements, but they have pre-installation for the Opera Mini 

and Opera Max with Nokia X and Nokia X2 (Opera, 2014, p. 18). 

Traditionally, users rarely switched browser, but in line with an increasingly competitive market and a 

relatively more observant and technological gifted user, this is changing. This means small browser 

developers, with a niche idea, can earn market share from the larger browsers. We observe that top five 

browsers are losing their combined market share (Globale StatCounter, 2015). 

Figure 17: Internet browser share for desktop (lhs) and mobile (rhs) 

 

The third largest desktop browser Internet Explorer (IE), as seen in Figure 17, has lost market share 

significantly since the entry of Google Chrome. Microsoft, the owner of IE, has decided they will not 

continue to develop IE and instead introduced Microsoft Edge, a response to a tough competitive 

environment (Techradar, 2015). 

Jon Stephenson von Tetzchner, the founder of Opera, may be a potential threat to the desktop market 

through his new browser called Vivaldi, currently in beta testing. We are under the impression that von 

Tetzchener is actively taking on Opera, and claims that with their new browser they will go back to serving 

the community of users (Vivaldi, 2016). This might be a threat to the industry since he has a good track 

record and especially for Opera’s users if they are loyal to the developer and not the brand. 

An important factor in the monetizing process of internet browsers is search and in 2015, 90% of searches 

were conducted through Google (StatCounter, 2015). Companies like Google make payments to affiliates 

and online companies, like Opera, to direct consumers through their site. This payment is referred to as 

TAC7. In Q3’13 Google TAC was 23.5% of their advertisement revenue, and in Q3´15 it was 21.3% (Google, 

2015).  This means that the potential for browser monetizing is becoming weaker and the threat of entries 

is therefore decreasing since the market is becoming less attractive. 

7 Traffic Acquisition Cost 

 
 

Source: Authors' own compilation / Globale StatCounter (January 2016)
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Opera operates in both the application store business and application development, and 3.3% of Opera’s 

revenue stems from Apps & Games and Performance & privacy apps in 2015 (Opera, Q4’15). The market 

for applications has increased drastically over the last years, and it is forecasted that during 2017, 269 

billion applications will be downloaded, as seen in Figure 18 (Gartner, 2013). Furthermore, the most 

popular categories of apps are currently games, which hold 22.5% of the application share in popularity. 

The market trend is likely to attract new entrants, and the barriers are low. Basically, anyone with 

technological capabilities can manage to create an application or application store. 

Figure 18: Number of mobile application downloads & application popularity in Apple app store  

 

An important factor when it comes to threat of entries is whether the company has economies of scale in 

terms of reachability. The app store needs to be accessible and be used by many consumers in order to be 

monetizing. There are some niche app stores which target specific segments, but the large app stores are 

varied in content. The large app stores are also similar, and hard to differentiate. Some of the app stores 

are currently only targeting some specific mobile devices and regions, as seen in the app store mapping in 

Appendix 6. 

The threat of new entry is assessed to be high, and even though one needs high reachability we have seen 

that markets can change rapidly. 

6.2.1.3  Tech Licensing 
With data compression technology like Rocket Optimizer and other technology like SDK there are no 

significant entry barriers, other than knowledge. But in order to monetize, financial resources are needed 

to roll out the technology, or integrate it with other solutions. 

The threat of entry is also directly linked to the demand for these services. Some might think that data 

compression technology will become obsolete because of the evolution in bandwidth and infrastructure. 

On the other hand, compression technology might be a cheaper solution than the alternative, and this will 

be elaborated upon further in section 6.2.3.3. Nevertheless, the amount of data consumed is increasing, 

and mobile data traffic has grown 4,000-fold over the past 10 years; in 2015 3.7 exabytes of mobile data 

Source: Authors' own compilation /Garnter (Sep. 2013) / PocketGamer (Dec. 2015)
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traffic was recorded each month and is expected to increase to 30.6 in 2020 (Cisco Systems, February 

2016). 

The threat of new entrants regarding tech licensing is assessed to be high, due to the high expected 

demand for these services which will attract competition, and without high entry barriers the market face 

pressure. 

6.2.1.4 Results and Expectations about the Threat of New Entry 

Figure 19: Strength of new entries on the industry 

 

The overall threat on new entrants on the industry is assessed to be high. 

6.2.2 Bargaining Power of Customers 

6.2.2.1 Mobile Advertising 
The premium mobile advertisement market is somewhat concentrated. Procter & Gamble was the largest 

US national advertiser in 2014 with spending of USD 4.6bn, and the top 10 advertisers spent USD 27.9bn 

combined (Advertising Age, 2015). In contrast, total US advertisement spending was USD 180bn at the 

same time (eMarketer, 2014b). This means that the large advertisers have some bargaining power, 

especially if they are aware of their presence as a premium brand. Companies that are aware of their value 

for the mobile advertisement companies can leverage their position and affect industry profit. 

The market flourishes with publishers, including premium publishers like Bloomberg, Vogue, TMZ and EA 

Games, among others. Publishers have other incentives than advertisers as they want to sell ad inventory 

while advertisers want to sell their product. Advertisement is therefore a cost for advertisers, but revenue 

for publishers, which also means that they have different bargaining powers. Publishers have an indirect 

impact or bargaining power through a network effect; if publishers do not use the ad network, why should 

advertisers? Therefore, large publishers have high bargaining power, relatively to small. This also means 

that larger ad networks will be better positioned against customer bargaining power. 

The bargaining power of customers is assessed to be very high. 
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6.2.2.2  Consumer 
In the consumer segment there are in principal two types of customers; the individual consumer and 

operator or manufacturer. 

As mentioned, individually consumers have historically seldom switched browser, but lately this has 

changed. In order to switch browser, either on a desktop or a mobile device, consumers only need to 

investigate the existing alternatives and download. Browsers are typically free of charge and consumers are 

not bound by financial restrictions. Application stores are often a bit more difficult to change since some 

products are “locked” to one application store, as with iPhone which by default uses iTunes app store. 

However, the possibility for “jailbreaking” the iPhone and access other stores removes this restriction. That 

being said, jailbreaking is a “gray area” within the smartphone industry and can impose other complications 

for the consumer. 

Lately we have observed an increasing amount of subscription fee services, i.e. Netflix, HBO Nordic, Spotify, 

etc. This is also an emerging method to structure app stores. When a customer is charged a subscription 

fee, and in return have unlimited number of app downloads, the switching cost is increased, which in turn 

reduces customer bargaining power. 

Even though there are low barriers for individual customers to switch products, they have a small effect on 

overall industry profit. Operators or manufacturers have greater impact on the industry through special 

agreements because they buy in bulk, which means they have higher bargaining power than the individual 

customer. 

The bargaining power of customers is assessed to be high. 

6.2.2.3  Tech licensing 
Mobile operators have recently felt pressure on their average revenue per subscriber and data is 

increasingly more important. In order to differentiate themselves some use licensed data compression 

technology to increase network performance and quality. Operators are likely to be less price sensitive if 

this technology can be clearly monetizing and represent cost savings or revenue increase. 

However, there are multiple solutions to the network performance and quality issue, and hence the 

customer bargaining power has two forces offsetting one another. This will be elaborated upon further in 

section 6.2.3.3. 

The customer bargaining power in tech licensing is assessed to be neutral. 
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6.2.2.4 Results and Expectations about the Bargaining Power of Customers   

Figure 20: Strength of customer bargaining power on the industry  

 

The overall threat of bargaining powers of customers on the industry is assessed to be high. 

6.2.3 Threat of Substitutes  

6.2.3.1 Mobile Advertising 
A substitute to digital advertisement can be found in other media, such as newspapers and radio, but we 

believe these are poor substitutes. A possible switch from digital advertisement to these forms of media 

can be classified as a technological relapse. The reason why mobile advertisement has become popular is 

because of the increasingly better technology, higher audience reach and the better advertisement this 

media offers, in comparison to the more outdated forms. 

Another substitute to mobile advertisement is TV-advertisement. As seen in Figure 21, in 2015 it is 

estimated that people spend 180 minutes in front of the TV and 122 minutes online on a daily basis 

(ZenithOptimedia, 2015). Even though the internet has increased rapidly, it is estimated that people will 

continue to prefer time spent in front of the TV relative to the internet. However, it is clear that mobile 

advertising is growing faster, which may reduce the strength of TV as a threat of substitute. The amount of 

time spent watching TV has seen a negative CAGR of 2% in the period 2010-2017, compared to a positive 

CAGR of 14% for internet. 

Figure 21: Distribution of media time per capita (lhs) & Distribution of ad spending (rhs) 
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We do not believe mobile advertisement to be the new TV-advertisement, but rather a complementary 

good, especially in the medium-term. Mobile advertising enables small companies to advertise quick and 

cheap compared to traditional TV advertising. The premium segment on the other hand may be more 

threatened by TV commercials, but we observe that big companies usually are present in both media, as 

exemplified by AT&T in the VRIO-analysis, see section 6.3.2.1. In 2018 there is estimated that 32% of ad 

spending will originate from TV, a 1%-point increase from 2013, compared to 33% ad spending with an 8%-

point increase (PWC, 2014). This indicates that the digital advertisement is increasing, not at the cost of 

television, but other medias such as magazines, newspapers, and the like. 

The threat of substitutes is assessed to be low. 

6.2.3.2  Consumer 
It is challenging to find potential substitutes to the internet browser, applications, and other parts of the 

Consumer segment. The internet browser can be seen as a substitute to the cookbook, encyclopedia, etc. 

We are uncertain if there are currently any substitutes, but the mere idea of possible future substitutes is 

very high as the technological industry is a fast pacing machine. 

A possible substitute is already established applications. For example Facebook has a technology called 

Instant Articles which is a technology that increases download speed of articles and creates a seamless 

transition between the Newsfeed and articles (Facebook, 2015), and in essence removes the need for the 

consumer to use the traditional browser. The actual in-app experience of apps like Facebook is therefore a 

substitute to the traditional way a browser would be used, to search for news, read articles, and so on. 

These technologies are expected to increase, and put pressure on industry profit. 

The threat of substitutes is assessed to be high. 

6.2.3.3  Tech licensing 
There are several solutions that can be seen as a substitute to data compression technology. Data 

compression’s main objective is to compress data in order to make networks more efficient. The demand 

for data compression technology is a response to the increasing use of data with mobile devices, and the 

effect this shift has on cellular networks. There are several substitutes, i.e. solutions, to deal with the 

increased data consumption. The most obvious solution is to expand and develop existing cell tower 

capacity (Amdocs, 2012). Optimizing and tuning the networks, increase baseband processors and 

sectorization are others. In some regions operators can invest in more spectrums in order to increase 

network capacity without decreasing the existing network. Operators can encourage the use of Wi-Fi, and 

therefore lessen the traffic on cellular networks. They can also change the available data plans in order to 
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effectively change consumers’ data habits. For example, operators can have different plans with different 

download speed and download amount. 

We believe these solutions or substitutes may impact the industry significantly, and therefore we assess the 

threat of these substitutes to be high. 

6.2.3.4 Results and Expectations about Substitutes on the Industry   

Figure 22: Strength of threat of substitutes on the industry  

 

The overall threat of substitutes on the industry is assessed to be high to neutral. 

6.2.4 Bargaining Power of Suppliers 

6.2.4.1 Mobile Advertising, Consumer & Tech Licensing 
The Ad Tech industry does not have traditional suppliers of raw material as for example aluminum and 

wood. The industry is technological and most of the services are rooted in technological know-how, i.e. 

intellectual development and intangibles, namely human capital. As mentioned in section 6.1.1, the 

population is growing, and we are not aware of any lack of technological capabilities. 

Another factor that may influence bargaining power is the use of servers. Some companies either lease or 

buy their servers which can be a major cost for the company. The server market is highly concentrated, and 

the top five players amounts to 69% of USD 13,500bn in revenues in Q3’15 (Gartner, 2015).  We are not 

aware of any problems or lack of server availability, and companies unfortunately do not disclose this 

information. 
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6.2.4.2 Results and Expectations about the Bargaining Power of Suppliers   

Figure 23: Strength of suppliers bargaining power 

 

The overall bargaining power of suppliers is assessed to be neutral for all three segments and hence the 

industry in total. 

6.2.5 Intensity of Industry Rivalry 

6.2.5.1 Mobile Advertising 
The mobile advertising industry has experienced rapid growth and market forecasts are beneficial, as seen 

in the STEEPLE-analysis in section 6.1, which both are reasons why there are many participants. Opera 

operates within the premium segment where there are fewer participants because of the higher entry 

barriers with respect to reachability and the financial resources needed to roll out the technology. 

The mobile advertising industry has low transparency, and competition is not always clear. In Appendix 7 

we have mapped out what we believe to be the major players in the industry. It is important to remember 

that the list is not exhaustive. Of the participants mapped out there are of course differentiations. Video 

advertisement is the main focus most reoccurring, in 11 out of 31 companies. Another observation made is 

that companies with app focus often only specialize in the monetization process for application developers 

through advertisement. 

In addition to offer advertising solutions, the majority offers premium advertising networks, where 

publisher and advertiser meet. And out of the 23 who offers an ad network platform, 17 offers 

programmatic technology and real time bidding which mean that there are few differentiations between 

the mobile advertising companies like Opera. 

The industry is global, and we see that most of the companies are targeting the entire world. In addition 

there are relatively low exit barriers as it is fairly easy to shut down, except for labor costs etc. which will 

still be present. 

The mobile advertising market is assessed to have a high intensity of rivalry. 
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6.2.5.2  Consumer 
The desktop browser market is highly concentrated and the top five browsers control 96% of total users 

(Global StatCounter, 2016). Browsers have evolved tremendously since the internet was introduced which 

have resulted in low differentiation. Both Google and Mozilla offer their source code to the public, which 

means anyone can use their codes and make their own similar browser, as for Opera which uses the Google 

Chromium source code. We see a clear tendency that people move towards mobile devices, which makes 

desktop browsers jockey for market share and increases the rivalry. In addition there are few capital 

requirements when developing an internet browser, and no exit barriers. 

In Appendix 9 we have mapped out the five most used desktop browsers. They all display a relatively 

similar design, and they all offer some kind of similar services just under different names. Even though a 

benchmark test shows some differentiations between browsers, the actual effect on everyday life for the 

normal user is close to zero. The main difference in the browser market is what operative system the 

browser is compatible with. The intensity of rivalry within the desktop browser market is assessed to be 

high. 

In a similar way, the mobile browser market, as seen in Appendix 8, is concentrated with few product 

differences. They all offer the same features more or less. One distinction between the biggest players is 

the fact that Safari does not offer data compression, but both Chrome, Opera Mini and the UC browser 

does. The main rivalry comes from agreements with operators. As a result, the intensity is high across the 

suppliers of browsers. 

There are several app stores available for consumers and app developers. App store operators generate 

revenue as a percentage of application downloads; either as a fraction of the download price or part of 

advertisement revenue generated in-app. There are no significant entry barriers in the mobile app store 

market or within application development. Even though there are many app stores available, we see a 

concentration around the most common or out of the box application stores. The leading app stores in 

terms of number of apps are Google Play, Apple app store and Amazon app store (Android, Apple et al., 

2015). There are small differences between app stores, and which app store used is defined from the 

device, which can be seen in Appendix 6. This means that the competition revolves around agreements 

with operators and whether an app store is native for that platform or not. The competition is assessed to 

be high, even though this is a growing market and one would expect the intensity of rivalry to be low. 

The industry rivalry for consumer in total is assessed to be high. 
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6.2.5.3  Tech Licensing 
There are few companies delivering data compression technology for mobile devices. The largest and most 

influential companies are Opera, Onavo Extended (Facebook) and Google. Because of the high 

concentration of companies, customers do not have the possibility to shop around. We believe this will be a 

market developing significantly in the years to come, which means increased competition, but currently it is 

low rivalry between the companies. This technology is also implemented in other services, and therefore 

differentiated through these. 

The industry rivalry is assessed to be neutral within tech licensing. 

6.2.5.4 Results and Expectations about the Intensity of Industry Rivalry  

Figure 24: Strength of the intensity of industry rivalry  

 

The overall industry rivalry is assessed to be high. 

6.2.6 Expected Effects from Porter’s Five Forces Analysis 
In Figure 25 we observe that the effect on industry profit is negatively affected by the five analyzed forces. 

We observe that the threat of entry, bargaining power of customer and the intensity of rivalry is assessed 

to be high, while the bargaining power of suppliers are neutral. The threat of substitutes on the other hand 

is assessed to be high to neutral. 

Figure 25: Expected effect from Five Forces on the Ad Tech industry 
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6.3 VRIO 
Based on the VRIO-framework presented in the theory section, see section 5.1.3, we have chosen to limit 

the analysis to the most relevant resources and capabilities. This does not mean that no other alternatives 

have been up for discussion, but the below-mentioned are the most relevant. In order to confirm our 

beliefs about the relevant resources, a discussion with research analyst Christer Roth from DNB Markets 

has been conducted. Mr. Roth has analyzed Opera at DNB Markets since 2006, and followed the Company 

from 1999 when working buy-side, and has vital in-depth knowledge about the Company. These 

interactions were done both through phone calls from Copenhagen but also during a short meeting at 

DNB’s headquarter in Bjørvika, Oslo. This resulted in mainly three resources and capabilities which were 

analyzed more thoroughly. 

6.3.1 M&A Experience 
As described in section 4.2, Opera has been very active in terms of mergers and acquisitions. This has 

played a significant part in Opera becoming the company they are today. In addition to this, it has made 

Opera experienced in conducting transactions and the Company has grown significantly as a result.  

The degree to which Opera has grown as a result of M&A’s can be seen in the way they have created top-

line growth, illustrated in Figure 26. The acquisition of AdColony in July 2014 had the greatest impact, and 

revenue grew 60% from 2013 to 2014. Overall from 2011 to 2015 Opera experienced a CAGR of 40.1%. 

Figure 26: Revenue development and important M&A transactions 
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Whether the acquisitions can be categorized as successful or not is questionable. The acquisition of Skyfire 

Labs Inc., in February 2013, is an example of an acquisition that has been up for discussion. The rationale 

behind the deal was Skyfire´s NFV (Network Function Virtualization) and cloud based compression 

technology towards operators. As previously mentioned, there had been a rapid increase in data 

consumption on mobile devices, and many thought that operators were worried how to monetize with 

crowded and slow bandwidth, and if operators used Skyfire’s technology they would differentiate 

themselves. Operators have still not engaged Opera to the degree the deal was constructed on, see section 

7.4.1 regarding the impairment of goodwill related to this transaction. Instead, the Skyfire’s Rocket 

Optimizer software has become important to Opera, which will be elaborated further upon below. 

AdColony on the other hand is an example of a huge success both in terms of sales and as a strategic fit. By 

paying USD 75m cash and a potential additional USD 275m in earn-outs, Opera got a leading mobile video 

advertising platform, complimentary to its existing mobile advertising business. When looking at the 

revenue breakdown in Figure 26, there is no doubt that AdColony is the main driver of revenue, as Mobile 

Advertising more than doubled from 2012 to 2014. The shift towards more mobile advertisement and its 

growing importance is an opportunity AdColony has made Opera exploit to the fullest. In light of the VRIO-

theory presented, growth in revenue shows that M&A experience is valuable, because a company that uses 

their resources and capabilities to exploit opportunities should see an increase in net revenue. 

Opera has built their M&A experience over time, which satisfies the criterion of making a resource or 

capability imperfectly imitable (Barney, 1991, p. 109). However, compared to other competing companies, 

Opera is probably not superior with their experience. On the other hand, trying to imitate M&A experience 

will be costly in terms of having to attract other people with similar experience. Erik C. Harrell is Chief 

Strategy Officer (CSO) and CFO of Opera, and his responsibilities include corporate development and 

M&A’s. Mr. Harrell is experienced through different positions in global software companies, and has also 

been Vice President of Mergers & Acquisitions at JP Morgan for six years. He is also an MBA graduate from 

Harvard, and an investment banker and former entrepreneur. 

On the back of this combination of experience and education, we assess the knowledge and experience 

Harrell possesses to be rare, and it will be time consuming for a company to locate and hire a candidate 

with similar qualities.  

In order to analyze if Opera is organizationally prepared, we investigate whether they are capable of 

dealing with transactions internationally. Opera has a dedicated team within the organization to look at 

possible M&A’s, and it is crucial for a technology company to develop or acquire assets in order to survive. 
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Opera is still a major player in the industry which proves that the organization is prepared and ready to 

exploit the potential. 

As a result, we conclude that Opera´s M&A experience is rare but not imperfectly imitable in the long-run. 

In the short-run it would be difficult to duplicate this resource, and therefore we believe it represents a 

short term competitive advantage. 

6.3.2 Technology  
Opera’s technology is undoubtedly of great importance for future success. In the analysis of whether it may 

be a sustainable competitive advantage, technologies within two different businesses will be presented; 

digital advertising and data compression.  

6.3.2.1  Technology Related to Digital Advertising 
In Opera’s own words, the Company is “at the forefront of innovation with market-leading instant-Play HD 

video” (CEO presentation, 2015). The browser technology itself is not necessarily better than what their 

competitors use, and Opera for example use the same source code as Google. The two companies have 

shared the same Blink engine since 2013, and consequently they both load web pages in the same way. 

However, with respect to digital advertisement specifically, Opera took a significant step in enhancing its 

mobile video advertising platform through the acquisition of AdColony. 

The acquisition of AdMarvel in 2010 was also a good strategic fit. AdMarvel is an intelligent interface 

between the publisher and advertisers. The publisher makes ad requests directly to AdMarvel and in turn 

they prioritize and routes the request to the most relevant Ad Network based on a range of business 

prioritization criteria. Opera describes this technology as market leading and if we bring this together with 

AdColony we would asses this to be a rare resource for the Company, and in the hands of relatively few. 

The important concept is to visualize Opera’s technology as a strong portfolio of services, and this is what 

makes it special. Opera Mediaworks delivers a strongly differentiated value proposition into the mobile 

advertising ecosystem. Opera’s share of the top 100 AdAge8 global advertisers is as high as 90% and this is 

what makes it so unique and very few can show something even close to this in the US (Mobile Advertising 

presentation, 2015). The technology has made Opera able to exploit the shift towards mobile advertising. 

The result is massive growth in revenue and the technological portfolio is of great value to the Company. 

 

8 Leading National Advertisers Index 
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This uniqueness of Opera’s portfolio was also verified by Mike Welch, Head of Strategy, Product and 

Business Development at AT&T AdWorks, through an interview with Fireside in February 2016. He said that 

inventory is their biggest challenge, and therefore not a digital publisher at scale today. And “to get out of 

the gate at scale we needed a partner, and this is where we teamed up with Opera Mediaworks” 

(Operative, 2016). AT&T delivered integrated campaigns on the back of this cooperation and as a result 

they saw an increase in purchases when consumers were exposed to both television and mobile separately, 

but an incremental lift when exposed to both at the same time (Operative, 2016). This is a good example of 

the value of Opera’s portfolio regarding digital advertisement. 

The digital advertising technology is complex, and it is difficult to conclude if other companies possess the 

skill to easily imitate Opera. Opera is not the only company which can use this kind of technology, but at 

the same time it is not easy for other companies to adopt it. Either they have to acquire companies with 

similar technology, like Opera did, or they will have to invent substitutes. It is also important to remember 

that technology like this is protected through intellectual property rights. Still, the conclusion is that the 

resource is imperfectly imitable only on a short term basis, and not in the long-run. 

Through Opera Mediaworks, Opera offers AdMarvel, Mobile Theory and 4th Screen Advertising Ltd. 

AdMarvel is as mentioned the ad-serving platform and the two latter are premium ad networks in the 

United States and the United Kingdom respectively. These were all acquired before AdColony, as shown in 

Figure 26, and therefore we conclude that Opera was very much organized, ready and able to exploit the 

digital advertising technology to the fullest. 

6.3.2.2 Technology Related to Data Compression 
Opera Mini is an important part of Opera, as mentioned earlier. This is much due to the data compression 

technology, which makes Opera able to deliver higher speed to users and therefore differentiate 

themselves. In Opera’s own words this technology is world-leading and Opera Mini offers up to 90% 

compression compared to full web browsers. This of course saves money for end users, in addition to 

increasing the speed. Opera uses this technology to exploit the fact that users are interested in low costs, 

as a result from lower data usage, without sacrificing high speed and performance. Opera has experienced 

a net increase in users from the time of feature phones to the smartphones we see today, and some 350 

million people use Opera’s cloud-based consumer products and services in total, and there are more than 

240 million unique users of Opera Mini. Users must make a conscious choice and actively download the 

browser, which means that there must be some characteristics making it more attractive compared to 

competitors. 
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This technology is also used in Opera Max, which saves data across all apps on mobile phones. The number 

of users is not very impressive today, but CEO Boilesen is firm in the belief that this will increase. He 

recently stated that he believes Opera Max is the new Opera Mini with 40-50 million users in the nearest 

future (Opera webcast 4Q’15, 2016). Nonetheless, it is still at a very early stage, and when removing 

Chinese users there are only approximately five million users of Opera Max. 

The compression technology itself is not directly rare, and for instance Google also offer similar services in 

their browser. Moreover, there are other apps offering data compression in order to save usage across 

apps and mobile devices. Still, it is concluded that the technology used in Opera Max is in the hands of 

relatively few, as Opera Max is superior in terms of the scale of data compression across apps. Onavo is an 

Israeli company which Facebook acquired in 2013, but it can only compress about half as much as what 

Opera Max can. So the question is; why have Facebook not extended their services in order to compress 

data across all apps? This must be because it is not feasible over-night. This makes Opera Max rare when 

being the only one that can compress across all apps on users’ devices. 

In terms of being imitable it will be costly, if not impossible. If this was possible for other companies, they 

will definitely develop it themselves, and therefore we conclude that this is imperfectly imitable for the 

time being. In order to get to the same level of compression as Opera Max, Facebook face a cost 

disadvantage in obtaining it, if possible at all.  

Today, Opera as an organization is ready to exploit the data compression as a resource. An important factor 

is the acquisition of Skyfire Labs in February 2013, which is known for its Rocket Optimizer software. This is 

the technology which on average provides mobile networks a 60% boost in capacity by reducing the size of 

video and other multimedia content. The acquisition itself, as mentioned with respect to M&A experience, 

was not the most successful, but the technology made Opera as an organization ready to exploit the 

opportunity regarding data compression and data savings. As a result, we conclude that the compression 

technology is both a short term competitive advantage and a sustainable competitive advantage in the 

long-run. 

Opera Max is currently only available to Android users, which is a disadvantage for Opera, and clearly puts 

pressure on Opera´s goal of increasing its users. There’s a potential problem with Apple’s AppStore and 

their terms and conditions, and therefore only a beta version for employees of Opera is available on iOS. 

The possible solution to these issues should not be highly emphasized though, as 82% of all smartphones 

that were in use in 2015 were Android devices, and 16% was iOS. (IDC & Gartner, 2016) These market 

shares transforms to approximately 1.5 billion users and 297 million users respectively (eMarketer, 2015d). 
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6.3.3 Summary of VRIO analysis 
As Opera is part of a relatively asset-light Ad Tech industry they do not possess any obvious tangible 

resources that could induce a potential competitive advantage. As a result, their intangible resources in 

terms of M&A experience was a natural starting point for the analysis. However, through the analysis it was 

identified that the tangible resource in terms of compression technology had the biggest potential for a 

competitive advantage. We argue that Opera has had success with their M&A activity, but it is somewhat a 

prerequisite in order to be able to grow, in addition to other competing companies being at least as 

experienced as Opera. 

This is in line with the fact that the advertising technology is not a competitive advantage in the long-run, as 

competitors can acquire this technology over time, proven by the high frequency of M&A’s within this 

business. However, the compression technology is argued to be a potential competitive advantage also in 

the long-run. This is explained by the fact that no other company is even close to offer compression at the 

same scale as Opera Max. In order to provide this, competitors face a clear cost disadvantage in obtaining it 

or developing it. Hence, the compression technology is the best possible competitive advantage in the long-

run and should be in focus when Opera seeks to form a winning strategy. As shown, this is also a stated 

focus area, as CEO Boilesen wants Opera Max to be the new Opera Mini in terms of monetizing. 

 

Figure 27: Summary of VRIO-analysis 

 

  

Source: Authors' own compilation based on Barney and Hesterly's framwork
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7. Financial Analysis  
The financial analysis of Opera is divided into three parts; an industry time-series analysis, cross-sectional 

industry analysis and an analysis of Opera´s own financials with respect to selected peers and the industry 

as a whole during the period 2010-2015. 

The industry time-series analysis will be quantified through fade diagrams and auto regressions, with the 

goal of trying to identify typical fade patterns and mean reversion to long-run industry levels. The cross-

sectional industry analysis aims to provide insight into typical levels of the chosen value drives and the 

distribution of these. Lastly, the analyses of Opera´s own financials will try to explain how Opera has 

performed historically. These parts with the addition of the strategic analysis will then provide the needed 

information in order to make meaningful forecasts in section 9. 

7.1 Reclassification of Financial Statements 
In the following, the main steps in the reclassification of Opera’s equity statement, balance sheet and 

income statement will be presented. The reclassification is based on Penman [2013]. The purpose of a 

reclassification of the financial statements is to separate operating and investment activities from financing 

activities in the financial statements, as it is the operating and investing activities that generate value 

(Penman, 2013, p. 235). In addition, we have determined whether something is transitorily by nature, or 

whether it is recurring and part of operating activities. The financing activities is not the primary driving 

force behind value creation, they convey how operations are financed (Petersen & Plenborg, 2012, p. 68). 

In accordance with the chosen theories, we will therefore not focus on financing activities, as they do not 

provide any future residual earnings. When conducting the reclassification, it is important that the clean 

surplus relation for shareholders equity is satisfied. This is a requirement when using the ReOI- and ReOIR-

models to value Opera’s equity. The relation is given by: 

 𝐶𝐶𝐶𝐶𝐸𝐸𝜏𝜏 = 𝐶𝐶𝐶𝐶𝐸𝐸𝜏𝜏−1 + 𝑅𝑅𝐼𝐼𝜏𝜏 − 𝑁𝑁𝑁𝑁𝐸𝐸𝜏𝜏 − 𝑑𝑑𝜏𝜏 7.1 

That is, 𝑅𝑅𝐼𝐼𝜏𝜏 represents operating income at time 𝜏𝜏, 𝑁𝑁𝑁𝑁𝐸𝐸𝜏𝜏 represents net financial expense at time 𝜏𝜏 and 𝑑𝑑𝜏𝜏 

represents net transactions with shareholders at time 𝜏𝜏. Reclassified equity statement, balance sheet and 

income statement are presented in Appendix 10, together with a common-size and trend analysis. 

7.1.1 Dirty Surplus and Hidden Dirty Surplus 
Reporting income items as part of equity rather than in the income statement is known as dirty-surplus 

accounting (Penman, 2013, p. 263). If the income seen in the income statement is not the only income, it is 

not “clean”, meaning it is not complete. Typical examples of dirty-surplus items are unrealized gains and 
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losses on securities, unrealized gains and losses on certain derivatives and foreign currency translation 

gains and losses. The latter is the only case in Opera’s equity statement, and is therefore a part of the 

reported income statement as other comprehensive income, and will negatively affect net income. The 

reclassified statement of common equity can be seen in Appendix 10. 

Hidden dirty surplus are items not adequately shown on company accounts. The most regular item is 

employee stock options. Opera is a regular issuer of employee stock options and is obligated by IFRS 2 to 

record the stock options in line with “grant-date accounting”. This means that the fair value of the options 

calculated with option pricing models is expensed over the vesting period with a corresponding increase in 

equity. The problem with grant-date accounting is that granting of options yields an expense only in 

recognition of possible exercise. If the option instead goes out of the money, there will be no expense, but 

the accounting maintains the expense. The actual loss to shareholders is in fact the difference between the 

exercise price and the market value of one share of equity at exercise date, and recognizing this expense is 

called “exercise-date accounting” (Penman, 2013, pp. 269-270). The reason for the loss when options are 

exercised is that the intrinsic share value for existing shareholders is diluted if employees decide to exercise 

the options when it is in-the-money. 

When looking at the historical performance of Opera, we have not adjusted for this. When buying a stock, 

an investor is concerned about what affects the future performance of the company. Accordingly the 

valuation focuses on the expected losses from future exercise of options, and this is referred to as option 

overhang (Penman, 2013, p. 271). It is estimated as the loss incurred if outstanding options were exercised 

at the current market price, and it will drag on the value of the shares in the same way a liability would 

when subtracting net interest bearing debt from enterprise value in order to get to equity value. Therefore, 

we will treat outstanding options as a contingent liability, and have calculated the option overhang as of 

the valuation date, 09.02.2016, using the Black Scholes formula: 

 𝐶𝐶 = 𝐶𝐶𝑁𝑁(𝑑𝑑1)−𝑁𝑁(𝑑𝑑2)𝐾𝐾𝑉𝑉−𝑟𝑟𝜏𝜏 7.2 

Where 𝑑𝑑1 =
�ln�𝑇𝑇𝐾𝐾�+�𝑟𝑟+

𝑇𝑇2

2 �𝜏𝜏�

𝑠𝑠√𝜏𝜏
 𝑉𝑉𝑐𝑐𝑑𝑑,𝑑𝑑2 = 𝑑𝑑1 − 𝑖𝑖√𝑒𝑒, and S equals stock price, K equals exercise price, 𝜏𝜏 equals 

time to maturity and r is the risk-free rate. 

At the end of 2014, Opera had 5.75 million options outstanding with a weighted average exercise price of 

NOK 37.45. Opera does not adequately report their stock options in the quarterly reports, and therefore we 

have made some assumptions.  
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Number of outstanding options in 2014 has been adjusted to reflect the exercised options during the 

period between 31.12.2014 and the valuation date. This information is retrieved from five different 

company announcements. During the period, 0.9 million options have been exercised, and none granted, 

which brings total outstanding options to 4.8 million. 

Because there has not been any new option grants, we assume that the average time to maturity has 

declined in line with the horizon between annual report and valuation date. This means time to maturity 

has declined 1.19 and average time to maturity is 3.33. The average exercise price is likely to have changed 

due to the distribution of granted options exercise price, however, for simplicity we assume that the 

average exercise price is equal to 2014 due to lack of data. Further, volatility is assumed to be equal to the 

previous years, and is estimated by the Company. The risk-free rate is derived from our estimated term 

structure, in section 10.1, assuming payment in 3.33 years, which gives a zero-coupon rate equal to 1.02%. 

Using the above-mentioned assumptions we have calculated the option overhang to USD 12.3m, and after 

subtraction of tax deductions the negative effect on equity value is USD 9.2m. 

Figure 28: Estimation of Option Overhang 

 

7.1.2 Reclassification of Equity Statement 
The equity statements of Opera have been the first of the Company’s financial statements that has been 

analyzed in this thesis. It summarizes all transactions that affect shareholders’ equity and by analyzing it, 

we are confident that all aspects of the business that affect shareholders’ equity are included in our 

analysis towards valuing the equity of Opera. The income used when estimating a value of Opera’s equity, 

which is the main problem statement of this thesis, must be comprehensive income, and therefore it is 

important to look to the equity statement. 

As mentioned above, the foreign currency translation differences are the only dirty surplus in Opera’s 

statements, and already included in the income statement, and therefore a part of total comprehensive 

income (loss). The reclassified equity statement is divided into comprehensive income and transactions 

with shareholders. The value-creating items are collected in comprehensive income, which is the change in 

Option Overhang Option Information from Annual Report 2014
Weighted average time to maturity 3.33 Outstanding end of period (Thousands) 5744 01-02-2015 Exercise 250,006
Weighted average exercise price (USD) 4.57 Weighted average remaing lifetime 4.52 23-03-2015 Exercise 31,375
Risk free rate 1.02% Weighted average exercise price (NOK) 37.45 03-06-2015 Exercise 83,125
Volatility 45.95% Volatility 45.95% 04-06-2015 Exercise 17,500
Spot at valuation date (USD) 5.95 07-03-2016 Exercise 531,785
Fair value (USD) per option 2.6 Option Information from Annual Report 2014 Total Exercised 913,791
Outstanding end of period (Thousands) 4,830 Date of Annual Report 31-12-2014
Contingent liability pre tax 12.3 Date of Valuation 09-03-2016
Tax rate 25% Time horizon 1.19
Contingent liability (after tax) 9.2
Source: Authors' own compilation / Opera/ Newsweb

Information from Newsweb
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the company’s equity in the given accounting period. In the reclassified equity statement, it can be seen 

that comprehensive income includes the reported profit for the period (net income) and the mentioned 

foreign currency translation differences, and together they amount to the comprehensive income. 

In 2012, Opera changed reporting currency from the Norwegian Krone to American Dollars, meaning that 

all numbers are presented in USD instead of NOK from 2012. The Company provided historical numbers 

from 2011 in USD as well, but not further back. This resulted in an inconsistency in the reported numbers, 

as balance as of 12/31/2010 amounts to USD 102.8m in the annual report from 2011, while the same 

number is USD 105.6m in the 2012 annual report. The difference is the USD 2.8m labeled “Adjustment 

USD/NOK” in 2010 reclassified equity statement only, which can be seen in Appendix 10. 

7.1.3 Reclassification of Balance Sheet 
The typical balance sheet divides assets and liabilities into current and non-current. For assets this is based 

on liquidity, while for liabilities it is maturity in order to give an indication of the company’s ability to meet 

creditors’ claims on cash. To look at Opera’s ability to generate residual earnings, we need to reclassify the 

balance sheet into operating and financing assets and liabilities. Operating assets and liabilities net to 

operating assets (NOA) and financing assets and liabilities net to financial assets (NFA). 

The separation between operating and financing activities is conditioned on whether the individual asset or 

liability is marked-to-market and earns a fair return. If an asset or liability meets these two requirements, 

they are classified as being financial, and all other are classified as operating. Hence, the idea is to identify 

the parts of the company’s items that can create an above required return, and the above-mentioned 

classification implies that the financial items does not provide any future value to the shareholders, as 

indicated initially in section 5.2. Therefore, there is no need to examine and investigate the financial 

situation of the company with respect to value creation, as financial activities are zero NPV-projects. 

Some items on the balance sheet require more discussion than others, when deciding if it is operational or 

financial. Further explanations regarding the reclassifications can be seen in Appendix 11. 

7.1.4 Reclassification of Income Statement 
The profits and losses that the net operating assets and net financial assets have produced over the last 

period are reported in the income statement. The purpose of the reclassification is to identify value 

creation (comprehensive income), which was found in the reclassified equity statement. Comprehensive 

income includes operating income (OI) and financial income (FI), in addition to the before-mentioned dirty-

surplus items reported within the equity statement. Operating income is related to the company’s net 

operating assets and financial income is related to the company’s net financial assets. 
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One of the main issues involved in how to determine the present value of a stream of uncertain future 

earnings is how to account for taxes. The often daunting task in financial statement analysis of re-allocating 

taxes between the operations and the financial activities is avoided as suggested by Christensen & Feltham 

[2009], meaning all corporate taxes are part of the operations because of the applied APV-method 

(Christensen & Feltham, 2009, p. 3). In-depth explanation was presented in section 5.2.1. 

Similar to the reclassification of the balance sheet, some items in the income statement open for more 

discussion than others in terms of classifying whether it is operational or financial. For a detailed 

explanation regarding the associated considerations and assumptions, see Appendix 11. 

7.2 Industry Time-series Analysis 
Opera operates within the Ad Tech industry, and the sector formally classified as “Internet Publishing and 

Broadcasting and Web Search Portals” is the most comparable. This is defined by the North American 

Industry Classification System with the NAICS code 519130, and this industry is the basis for the analysis. 

The time-series analysis is based on the well documented phenomenon that high (low) abnormal operating 

performance are followed by decreasing (increasing) performance for example due to the fact that the 

industry competition tightens, and therefore accounting earnings follow the industry through fade-rates 

(Christensen & Feltham, 2009, p. 4). 

Fade diagrams are made with portfolio creation. Every second year, starting in 2001, all industry 

participants have been ranked according to the relevant value driver, e.g. RNOA. Companies with the best 

value driver (e.g. highest RNOA) will be assigned the best rank and be placed in portfolio one, and 

companies with the lowest rank will be placed in portfolio six, and so forth. For example, if there are 120 

companies in 2001 there will be 20 companies in each portfolio. After the assembly of portfolios, each 

portfolio has been tracked the subsequent five years, and median values have been calculated for each 

portfolio. The actual fade diagram is calculated as averages of the median values for the respective year 

ahead, relative to the rebalancing year. The data used to plot the graphs can be found in Appendix 13. 

The time-series analyses of accounting numbers assume that industry levels follow a first-order auto 

regression with a mean reversion to a constant long-run level, as mentioned in the theoretical section, see 

section 5.2. 

 𝑥𝑥𝜏𝜏 − 𝑉𝑉 = 𝜔𝜔(𝑥𝑥𝜏𝜏−1 − 𝑉𝑉) + 𝜀𝜀𝜏𝜏 7.3 

Where 𝑥𝑥𝜏𝜏 is the time series of each driver, 𝑉𝑉 is the long-run level and 𝜔𝜔 is the persistence or inverse mean 

reversion of the deviation between the current level of the driver and the long-run level. Finally, 𝜀𝜀 are 
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independent and identically distributed random variables with zero mean and variance 𝜎𝜎2. At some future 

date, 𝜏𝜏, the expected level of the driver can be determined with the given level of the driver at date 𝑒𝑒, 𝑥𝑥𝑡𝑡: 

 𝐸𝐸[𝑥𝑥𝜏𝜏 − 𝑉𝑉|𝑥𝑥𝑡𝑡] = 𝜔𝜔𝜏𝜏−𝑡𝑡(𝑥𝑥𝑡𝑡 − 𝑉𝑉) ⇒ 𝐸𝐸[𝑥𝑥𝜏𝜏|𝑥𝑥𝑡𝑡] = 𝑉𝑉 + 𝜔𝜔𝜏𝜏−𝑡𝑡(𝑥𝑥𝑡𝑡 − 𝑉𝑉) 7.4 

Using panel data estimation, the residual of time series of the driver at each date can be calculated: 

 𝑉𝑉𝑖𝑖𝜏𝜏(𝑉𝑉�,𝜔𝜔�) = (𝑥𝑥𝑖𝑖𝜏𝜏 − 𝑉𝑉�) −𝜔𝜔��𝑥𝑥𝑖𝑖,𝜏𝜏−1 − 𝑉𝑉�� 7.5 

The long-run level and persistence is then found by minimizing the sum of squared residuals: 

 
𝐶𝐶𝐶𝐶𝑅𝑅(𝑉𝑉�,𝜔𝜔�) = � � �𝑉𝑉𝑖𝑖𝜏𝜏(𝑉𝑉�,𝜔𝜔�)�2

𝑡𝑡

𝜏𝜏=𝑡𝑡−𝑇𝑇

𝐼𝐼

𝑖𝑖=1

 7.6 

7.2.1 Data Extraction and Calculation 
Data is extracted from COMPUSTAT and Thomson Reuters DataStream. COMPUSTAT unfortunately 

separates global companies and companies in North America, and data is therefore gathered from two 

different databases within COMPUSTAT. There are 371 companies with NAICS code 519130 from North 

America, and 365 in the global database. In order to diminish potential measurement problems, only 

companies with at least five years historical accounting numbers have been analyzed and cross-listed 

companies have been merged or excluded, which totals to 423. A list of all these companies can be found in 

Appendix 14. The selected 16 peers for the auto-regression analysis are further explained in Appendix 15. 

Companies which have changed reporting currency have been excluded if there is more than one year of 

difference in currency, and historical accounting numbers are changed into USD using average FX for each 

respective year. Lastly, linear interpolation is used for some observations in order to reduce the effect of 

missing values. When calculating the long-run level and persistence we have excluded the 5% most 

extreme observations. 

The analysis will focus on key value drivers which effects residual operating income: 

 𝑅𝑅𝑉𝑉𝑒𝑒𝑉𝑉𝐸𝐸𝑐𝑐 𝑜𝑜𝑐𝑐 𝑁𝑁𝑉𝑉𝑒𝑒 𝑅𝑅𝑝𝑝𝑉𝑉𝐸𝐸𝑉𝑉𝑒𝑒𝑒𝑒𝑐𝑐𝑖𝑖 𝐴𝐴𝑖𝑖𝑖𝑖𝑉𝑉𝑒𝑒𝑖𝑖 (𝑅𝑅𝑁𝑁𝑅𝑅𝐴𝐴)𝜏𝜏 =
𝑅𝑅𝐼𝐼𝜏𝜏
𝑁𝑁𝑅𝑅𝐴𝐴𝑡𝑡

⟹ 𝑅𝑅𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏 = 𝑃𝑃𝑀𝑀𝜏𝜏 ∗ 𝐴𝐴𝑇𝑇𝑅𝑅𝜏𝜏 7.7 

 𝐴𝐴𝑖𝑖𝑖𝑖𝑉𝑉𝑒𝑒 𝑇𝑇𝑉𝑉𝐸𝐸𝑐𝑐𝑜𝑜𝑣𝑣𝑉𝑉𝐸𝐸 (𝐴𝐴𝑇𝑇𝑅𝑅)𝜏𝜏 =
𝐶𝐶𝑉𝑉𝑉𝑉𝑉𝑉𝑖𝑖𝜏𝜏
𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏

         𝑃𝑃𝐸𝐸𝑜𝑜𝑜𝑜𝑒𝑒𝑒𝑒 𝑀𝑀𝑉𝑉𝐸𝐸𝑖𝑖𝑒𝑒𝑐𝑐 (𝑃𝑃𝑀𝑀)𝜏𝜏 =
𝑅𝑅𝐼𝐼𝜏𝜏

𝐶𝐶𝑉𝑉𝑉𝑉𝑉𝑉𝑖𝑖𝜏𝜏
 7.8 
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 𝐶𝐶𝑉𝑉𝑉𝑉𝑉𝑉𝑖𝑖 𝐺𝐺𝐸𝐸𝑜𝑜𝑤𝑤𝑒𝑒ℎ (𝐶𝐶𝐺𝐺)𝜏𝜏 =
𝐶𝐶𝑉𝑉𝑉𝑉𝑉𝑉𝑖𝑖𝜏𝜏
𝐶𝐶𝑉𝑉𝑉𝑉𝑉𝑉𝑖𝑖𝜏𝜏−1

− 1 7.9 

 𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏 = 𝑁𝑁𝑁𝑁𝑅𝑅𝜏𝜏 + 𝐶𝐶𝐶𝐶𝐸𝐸𝜏𝜏 + 𝑁𝑁𝑜𝑜𝑐𝑐 𝐶𝐶𝑜𝑜𝑐𝑐𝑒𝑒𝐸𝐸𝑜𝑜𝑉𝑉𝑒𝑒𝑐𝑐𝑖𝑖 𝐼𝐼𝑐𝑐𝑒𝑒𝑉𝑉𝐸𝐸𝑉𝑉𝑖𝑖𝑒𝑒𝜏𝜏 7.10 

𝑁𝑁𝑁𝑁𝑅𝑅𝜏𝜏 in equation 7.10 is net financial obligations and measured as the difference between financial assets 

(𝑁𝑁𝐴𝐴𝜏𝜏) and financial obligations (𝑁𝑁𝑅𝑅𝜏𝜏), while 𝐶𝐶𝐶𝐶𝐸𝐸𝜏𝜏 is common shareholder equity. The methodology is the 

same as proposed by Nissim and Penman [2001], and in Appendix 12 a more in-depth calculation and 

explanations can be found. All balance sheet numbers have been calculated using average of primo and 

ultimo values. Another important aspect of the calculation, which is further explained in section 7.2.3, is 

that operating income (𝑅𝑅𝐼𝐼𝜏𝜏) both in the time-series and cross-sectional analysis is “Core Operating Income 

from Sales”. This is a deviation from the calculations made in section 7.4, where 𝑅𝑅𝐼𝐼𝜏𝜏 is comprehensive 

operating income. We analyze RNOA and PM at the level of core operating income from sales (“Core OI 

from Sales”) in the industry analysis. The difference between Core OI from Sales and OI, as used in the 

historical analysis, is the presence of Unusual Operating income items (Unusual Items). We have made this 

differentiation because of the differences in purpose each section has. The two quantitative industry 

analyses both have the main objective to describe typical values and how they evolve over time, in order to 

have an analysis of quantitative ratios to use in the long-run forecasts. The historical analysis of Opera has 

the main objective of explaining Operas development and gives a deeper analysis of different operating 

income numbers, both core operating income from sales and comprehensive operating income. These 

differences will be explained continuously. 

In addition to an analysis of the mentioned value drivers, the quantitative industry analysis will focus on 

market-to-operating income (MOI) and Residual Operating Income Returns (ReOIR), which will be further 

explained in section 7.2.6 and 7.2.7 respectively. 

7.2.2 Return on Net Operating Assets (RNOA) 
Figure 29: Return on net operating assets (RNOA) 

 Source:  Authors' own compilation / COMPUSTAT
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Industry RNOA in Figure 30 displays a fade towards a common level. The top three performing portfolio 

fades toward an average of 14% which is relatively higher than the other portfolios, and may suggest some 

competitive advantages present in the industry, especially for portfolio one. A spread between the top 

performing portfolio and the bottom performing portfolio is evident, and can be explained with the fact 

that some companies performed extremely bad during 2000-2003. We believe this observation is a 

response to the dot.com bubble during the period 1995-2001. Many companies saw opportunities in an 

emerging industry with massive growth without having the knowledge and business sense needed to run a 

profitable business. The relative steep fade portfolio six illustrates is also because of the bubble, in addition 

to survivorship bias. Companies which deliver negative RNOA consequently will most likely go bankrupt, 

and therefore no longer be in the sample, which has a positive effect on RNOA. 

An analysis of RNOA in the industry is challenging because of the differences in companies’ assets. This 

means that some companies have many assets, and other hardly any. The reason for the difference in 

assets is mainly due to the domination of intangible or invisible assets. According to IAS 38, a purchased or 

internally developed intangible asset can only be recognized on the balance sheet if it is a high probability 

that future economic benefits from this asset will be allocated to the company. In addition, the cost of the 

asset must be measured reliable. Acquired assets are always assumed to have future economic benefits, 

and the cost is relatively easy to compute. In contrast, internally developed intangible assets are more 

difficult to get recognized on the balance sheet. This might be the reason why there is a substantial gap 

between the top performing portfolio and bottom performing. 

This means that RNOA is highly affected by M&A activity and might be another reason for the differences 

between portfolios. Companies with high frequency of M&A will often recognize both purchased 

intangibles and goodwill. Goodwill is a residual from an acquisition, i.e. the difference between book value 

and acquisition price. This means that some companies will have relatively more assets than others. The 

effect on RNOA, on the other hand, is not always clear. Since RNOA is comprised of both profit margin (PM) 

and asset turnover (ATO), as seen in equation 7.7, the acquisition must in aggregate both add revenue 

relative to NOA or reduce the costs relative to income. In Appendix 17 we have calculated the median 

values for goodwill in terms of NOA, and we observe that it is higher than ever in 2015, at 21%. 

Opera has delivered volatile RNOA the last years, with an average of 15% in the period 2010-2015, 

indicating their place among the top portfolios. As mentioned, the top three portfolios fade towards 14% 

and looking at the auto-regression, the selected peers indicates a long-run RNOA at 13%. RNOA persistence 

is 0.33 which indicates that Opera would revert to industry long-run level in approximately seven years. 
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7.2.3 Profit Margin (PM) 
In section 7.2.1 we explained differentiations with respect to the unusual items. In this industry- and the 

cross-sectional analysis in section 7.3, unusual items have been excluded when calculating all value drivers. 

When looking at Opera’s historical performance, we have included unusual items in the total RNOA, but 

also isolated the different effects these items have, as will be apparent in section 7.4. The explanation 

behind the decision to exclude the unusual items in the industry- and cross-sectional analysis is because we 

wanted the best possible picture of value creation in terms of core operations. These are used for 

forecasting of future earnings, which normally does not include unusual items. That being said, we have 

shown that the unusual items are in fact close to zero at an industry level. 

Figure 30: Unusual Items & median for the industry 

 

From the fade diagram on the left hand side in Figure 30 we observe companies with unusual items relative 

to NOA fade towards zero at an industry level. In addition, looking at the median from 2001-2015 we 

observe unusual items close to zero. Later in the thesis we will show that Opera´s unusual items are all non-

reoccurring, and therefore not forecasted. These are all arguments in favor of focusing on core operating 

PM and RNOA from sales. 

Figure 31: Profit margin (PM) 

 

We would traditionally expect the Ad Tech industry to deliver high PM due to proprietary technology and 

high entry barriers, as concluded in the Porter’s Five Forces analysis in section 6.2.1, which reduces 

Source:  Authors' own compilation / COMPUSTAT 
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competition and lessen the pressure on margins. Nonetheless, we saw that many companies do in fact 

offer similar services with small differentiations which will negatively affect margins, and this is what we 

see in the fade diagram; a fade towards a common level of trivial 3% on average for all portfolios after five 

years. That being said, this may indicate the short life span each technological breakthrough has. Even 

though a specific technology is valued today, the risk of becoming obsolete is high, which might show an 

artificially low PM in the long-run. 

The top performing portfolio depicts a consistent higher PM than the others, which indicates some 

competitive advantages. It can also be an indication of the different sub industries. For example, Opera 

generates most of its revenues from premium advertising, which it is logical to believe have higher PM.  

Opera has delivered a volatile PM in the period 2010-2015, ranging from 1%-16%. The long-run level is at 

7.4% with a persistence of 0.43. This means long-run level is less than average PM, and in line with a more 

competitive market as seen in the strategic analysis. 

7.2.4  Asset Turnover (ATO) 
Figure 32: Asset turnover (ATO) 

 

It is evident that there is some fading in ATO in the different portfolios, but mostly for the top and bottom 

portfolios. Industry ATO seems to be relatively stable for the majority of participants. We observe that 

Opera has had a rapid decrease in ATO, which is the same fade as portfolio one exhibits. 

Top performing companies may have high ATO due to operational excellence, but a more obvious and 

industry relevant explanation is because of the previously mentioned differences in assets. Companies with 

high ATO are likely to be young companies, with few assets, which are highly affected by increased 

revenue. The decrease in ATO is assumed to be a result of more assets being recognized on the balance 

sheet. An example is the increased M&A activity, which will increase NOA and therefore reduce the ATO, if 

revenue assumed constant. 

Source:  Authors' own compilation / COMPUSTAT
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It is interesting to observe that portfolio six has a negative ATO two years ahead before turning positive. A 

negative ATO is seldom a reassuring sign when investing in a company, and needs further explanation. We 

would expect to see some companies in the industry to have negative ATO because of the number of 

observations, but the fact that a whole portfolio turns negative is surprising. The Ad Tech industry is a 

relatively “new” industry and traditional analysis and interpretations may not be as applicable. We see that 

even though ATO is negative in the first years for portfolio six, it turns positive after two years, and is in line 

with the industry common level in the medium term and onwards. 

ATO can only be negative if there is negative NOA, because of sales, by definition, cannot be negative. 

There are 569 observations with negative ATO. There are several reasons why NOA may be negative, but 

the essence is the presence of negative NFO, CSE or minority interest as seen in equation 7.10. If companies 

have more liabilities than assets, CSE turns negative which historically has been a red flag. Negative NFO 

occurs if there is no net debt in the company, and companies are “net cash” and have net financial assets. 

Of the observations with negative ATO, 185 have negative CSE and 433 have negative NFO. In other words, 

the most common reason for the negative ATO is likely to be that there are no financial obligations in the 

company but net financial assets which decreases NOA, and might make it negative. 

The long-run level of 1.63 is slightly above Opera’s historical ATO at 1.4 in the period 2010-2015, however 

we have some indications that it is artificially high. As previously mentioned, new companies have a 

tendency to have fewer assets and an increase in revenues have a relatively large effect on ATO. Later in 

the life cycle they either acquire assets or internally develop them which increase assets and therefore 

decrease the ATO. This is what we observe looking especially at the Ad Tech peers, which are relatively new 

in the industry. They all depict a high negative growth in ATO, which we do not think is truthfully 

observable in the long-run level. 

7.2.5 Sales Growth (SG) 
Industry sales growth has a high degree of fading towards a common level which on average is 9% on the 

left hand side in Figure 33. This means that there are little chances of growing more than the market, i.e. 

difficult to capture market share and in line with market theory of competition. The auto-regression of the 

selected peers, on the other hand, depicts a persistence of 0.53. This is a relatively high persistence and 

indicates that companies have a slow reversion to industry long-run level at 21%. Consequently, in the long-

run companies may continue to deliver exceptional sales growth before reverting to the industry level. 
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Figure 33: Sales growth (SG) 

 

This high long-run level induces some implications because SG is the financial driver which will determine 

the terminal value in one of our valuation methods, and is in contrast to economic theory which states that 

it is difficult to grow more than the economy, especially without any competitive advantages. We believe 

the long-run level to be artificially high due to non-organic growth and the fact that some of the companies 

are still not mature. Further discussion of the long-run growth can be seen in section 9.1. 

7.2.6 Market-to-Operating Income 
In calculation of Opera’s continuing value, this thesis will use two different approaches; Gordon Growth and 

a fair long-run multiple. In consistency with the focus on operations and distinction between operating and 

financial assets and income, the appropriate multiples are enterprise or unlevered multiples. Because 

operating assets are those assets which provide the possibility of future residual earnings, and therefore a 

possible premium to book value, a ratio which reflects the pricing of net operating assets gives a better 

measure of the omitted value in the balance sheet (Penman, 2013, p. 437). 

An obvious choice is to use market-to-book value, but as previously argued this multiple does not provide 

the necessary information needed. The main reason is the differences in assets across industry participants. 

Therefore we have focused on the earnings ratio, market-to-operating income (MOI), which gives an 

indication of the ability to add value through earnings growth (Penman, 2013, 437). The ratio is calculated 

as: 

 
𝑀𝑀𝑉𝑉𝐸𝐸𝑀𝑀𝑉𝑉𝑒𝑒 − 𝑒𝑒𝑜𝑜 −  𝑅𝑅𝐼𝐼𝜏𝜏 =

1
2 (𝑉𝑉𝜏𝜏 + 𝑉𝑉𝜏𝜏−1)

𝑅𝑅𝐼𝐼𝜏𝜏
 7.11 

Where 𝑉𝑉𝜏𝜏 = 𝑅𝑅𝑉𝑉𝑖𝑖𝑒𝑒𝑉𝑉𝑐𝑐𝑑𝑑𝑒𝑒𝑐𝑐𝑖𝑖 𝑖𝑖ℎ𝑉𝑉𝐸𝐸𝑉𝑉𝑖𝑖𝜏𝜏 ∗ 𝐶𝐶ℎ𝑉𝑉𝐸𝐸𝑉𝑉 𝑝𝑝𝐸𝐸𝑒𝑒𝑐𝑐𝑉𝑉𝜏𝜏 + 𝐿𝐿𝑜𝑜𝑐𝑐𝑖𝑖 𝑇𝑇𝑉𝑉𝐸𝐸𝑐𝑐 𝐷𝐷𝑉𝑉𝐷𝐷𝑒𝑒𝜏𝜏. Some of the selected peers are 

relatively new to the industry and have not earned positive operating income, which results in a negative 

ratio and may cause a downward bias in the continuing value.  

 

Source:  Authors' own compilation / COMPUSTAT
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Figure 34: Market-to-Operating Income (MOI) 

 

In the fade diagram we observe that there is a common level of a MOI, but the two best portfolios reside 

higher than the others. The auto-regression also indicates a high level, in line with Opera’s historical ratio. 

The long-run level and fair market-to-operating income is 19.7, and is used in the calculation of the 

continuing value in section 11.1. 

7.2.7  Residual Operating Income Returns (ReOIR) 
The ReOIR-model with CCAPM risk-adjustments requires industry persistence and long-run level on residual 

operating income returns. This is in order to calculate the contemporaneous covariance used in the risk-

adjustment, as presented in section 5.2.2. 

Figure 35: Residual Operating Income Returns (ReOIR) 

 

We observe a common fade towards 2% which indicates on average, companies have problems creating 

residual earnings. However, the selected peers indicate a long-run level of ReOIR equal to 6% with a 

persistence of 0.34, an indication of a relatively more attractive segment. ReOIR is calculated as follows: 

 𝑅𝑅𝑉𝑉𝑅𝑅𝐼𝐼𝑅𝑅𝜏𝜏 =
𝑅𝑅𝐼𝐼𝜏𝜏 − 𝜌𝜌𝜏𝜏−1 ∗ 𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏−1
1
2 (𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏 + 𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏−1)

 7.12 

Where 𝜌𝜌𝜏𝜏 is the required cost of capital equal to the three months American T-bill with the risk addition of 

6% as proposed by Nissim and Penman [2003]. In order to address the issue that some companies are not 

Source:  Authors' own compilation / COMPUSTAT / DataStream
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denoted in USD, historical conversion to USD has been done using historical yearly average FX, which also 

will remove any inflation errors (Damoradan, 2003, p. 36). 

7.3 Industry Cross-sectional Analysis 
The industry cross-sectional analysis is derived from the same data as described in section 7.2.1. As 

mentioned in section 7.2.2, a NOA close to zero induces some problems when calculating RNOA and ATO. A 

small increase in OI or Sales may have an unwanted large effect on RNOA and ATO. Mean and standard 

deviation as seen in Figure 36, as well as ratio distribution (skewness) in Appendix 16, are therefore 

calculated excluding the 5% most extreme observations in order to diminish this effect. Typical values of 

the different ratios in the industry are presented in Figure 36. 

Figure 36: Cross-sectional analysis and historical development of median values (2001-2015) 

 

The mentioned effect of small denominators is confirmed with 25% of the worst performing observations in 

terms of RNOA and ATO being negative 79% and negative 1.49 respectively. The median PM is also 

surprisingly low, in consistency with the fade diagrams in section 7.2.3, which can be explained by the fact 

that many Ad Tech companies do not generate revenues, especially in early years, and therefore only 

report Operating Expense (OPEX) which results in low and even negative PM. 

Industry RNOA has been relatively low until 2005, where it turned positive and in 2015 the median is 6.4%. 

We observe the distribution of RNOA centered between 5%-14% in the period 2000-2015, and fairly 

normally distributed. PM shows a high degree of negative skewness, which indicates that there are some 

values in the low range which affect the mean significantly. ATO is more symmetrical but still slightly 

positively skewed. Because of this, RNOA is relatively more symmetrical than PM since RNOA is a product of 

PM and ATO. Further, SG has a positive skew with the highest frequency around 11%. 

Looking at the evolution of median values during the period 2001-2015 we observe a relatively stable SG, 

ranging between 23% and 5%. In 2010 the growth was at its lowest, believed to be rooted in the financial 

crisis. Ad Tech companies are commonly expected to be a risky investment, and when the financial market 

tightens, many investors are reluctant to invest in risky positions. This will in turn have a negative effect on 

Value Driver RNOA PM ATO SG
Observations 3,817 3,817 3,817 3,817

Mean 4% -7% 2.18 22%
Std. 0.94 0.41 4.67 0.43

95% 5% 2% 1.65 12%
90% 4% 1% 1.53 10%
75% -1% -1% 1.15 6%
50% -20% -11% 0.60 -3%
25% -79% -41% -1.49 -19%
10% -231% -131% -9.15 -43%
5% -462% -304% -16.71 -61%

Source:  Authors' own compilation / COMPUSTAT
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new equity going into the industry which will decrease potential new products and then negatively affect 

sales. The two best years in terms of industry SG was 2001 and 2007, which can be credited to the dot.com 

bubble and the upturn prior to the financial crisis. 

During the dot.com bubble some industry participants were involved in barter transactions. A barter 

transaction is exemplified with two companies linking to each other’s internet sites, valued to USD 10m, 

resulting in each company recognizing USD 10m as revenue, and at the same time USD 10m as marketing 

expense (Petersen & Plenborg, 2012, p. 398). This of course have no effect on OI, but if the companies 

decided to increase the agreed value next year, it will show as revenue growth.9 

PM has historically been bad, and the median of observations does not turn positive until 2005. Possible 

explanations can be the relatively new emergence of the industry or a result of the dot.com bubble. The 

PM is a product of OI and sales, and many companies did not generate sufficient sales in its early years, 

resulting in a negative PM because of relatively high OPEX. This is also why many companies are frequent 

users of stock-based compensation, as discussed in VRIO. The compensation cost will not affect OPEX as 

much as regular operating expenses, making the core operations seem more profitable.  

Industry ATO has been fairly stable and concentrated around 1.7, with a mean of 2.18 in the period 2001-

2015. One of the periods with the highest ATO was during the upswing to the financial crisis. We observed 

an increasing SG in the same period, possibly explained by the same equity effect as in 2010, now 

negatively instead of positively. This means that sales grew, without any indication of increased assets 

base. Only in more recent times we observe a decline in ATO, and at the same time a stable SG. This might 

be an indication of consolidation in the market, and therefore higher asset base in terms of acquired 

goodwill, as seen previously in both 7.2.2 and Appendix 17. 

7.4 Opera´s Historical Performance  
This section will focus on how Opera’s financial value drivers have been and serve as foundation for our 

forecast. Future performance is not necessarily equal to historical results, but the latter can be used as a 

reference when forecasting. As mentioned in section 7.2.3, we have isolated the different effects on RNOA 

showing both with and without the effects from unusual items. The following calculations are made:  

 𝑅𝑅𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏 = 𝐶𝐶𝑜𝑜𝐸𝐸𝑉𝑉 𝑅𝑅𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏 + 𝑅𝑅𝑒𝑒ℎ𝑉𝑉𝐸𝐸 𝑅𝑅𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏 + 𝑈𝑈𝑐𝑐𝑉𝑉𝑖𝑖𝑉𝑉𝑉𝑉𝑉𝑉 𝑅𝑅𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏 7.13 

 𝑃𝑃𝑀𝑀𝜏𝜏 = 𝐶𝐶𝑜𝑜𝐸𝐸𝑉𝑉 𝑃𝑃𝑀𝑀𝜏𝜏 + 𝑅𝑅𝑒𝑒ℎ𝑉𝑉𝐸𝐸 𝑃𝑃𝑀𝑀𝜏𝜏 + 𝑈𝑈𝑐𝑐𝑉𝑉𝑖𝑖𝑉𝑉𝑉𝑉𝑉𝑉 𝑃𝑃𝑀𝑀𝜏𝜏 7.14 

9 Not allowed under the current IFRS.  
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 𝐴𝐴𝑇𝑇𝑅𝑅𝜏𝜏 =
𝐶𝐶𝑉𝑉𝑉𝑉𝑉𝑉𝑖𝑖𝜏𝜏
𝑁𝑁𝑅𝑅𝐴𝐴𝜏𝜏

 7.15 

Where core items are calculated with Core Operating Income (After tax), other items is other operating 

expenses and finally unusual items are unusual operating expenses. All balance sheet numbers are 

averages of primo and ultimo. 

7.4.1 Opera’s Return on Net Operating Assets (RNOA)  
Figure 37: Opera´s historical RNOA (lhs) and median RNOA for selected peer group (rhs) 

 

Comparing Opera´s RNOA in Figure 37 with the median values in Figure 36 shows that Opera has delivered 

better returns than the industry median during 2010-2013. After 2013 Opera has a negative trend, but this 

is also seen in the industry financials. However, Opera delivers RNOA at 1.8% and 1.3% for 2014 and 2015 

respectively, clearly underperforming the industry at 6.1% and 6.4%. 

Opera’s Core RNOA has a negative trend from 2011 until 2015, which means sales subtracted core OPEX 

has declined relative to the increased NOA. Opera has been active with M&A in the analyzed period, and an 

increase in RNOA would be expected. Although revenue has increased drastically in the period, the increase 

in assets has outgrown the increased return from these acquisitions. At the same time we observe an 

increase in other RNOA, positively affecting RNOA, as a result from cost reductions in other OPEX. 

In 2014 Opera recognized an impairment of USD 31m which negatively affects RNOA with six percentage 

points through unusual RNOA. During the analyzed period, 2010-2015, this is the only impairment 

recorded, and we assume it to be extraordinary and non-reoccurring, as described in Appendix 11. This 

impairment expense is related to goodwill from the acquisition of Skyfire Labs Inc. The remaining goodwill 

from this acquisition is USD 34.8m, which implies impairment of almost 50%, and in line with what we have 

previously revealed – the fact that the acquisition of Skyfire was looked upon with great skepticism among 

investors already before the acquisition took place. 

We also observe diversified peers delivers higher RNOA than the pure Ad Tech peers, which might be a 

reason for the decline in Opera’s RNOA, as they are moving more towards mobile advertising. The reason 

Source:  Authors' own compilation / COMPUSTAT / OperaSoftware
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for this difference in RNOA between the peers may be explained by the lack of Ad Tech data and the fact 

that the diversified peers have longer track record, and therefore would seem more stable and robust. 

In order to create residual earnings Opera needs to deliver a return in excess of the cost of capital 

calculated to 8.7% in section 10.2. This is clearly above the current level of Opera’s RNOA, and in order for 

Opera to deliver returns to equity owners they need to improve. As we have seen historically, Opera has 

delivered RNOA above 8.7%, and we forecast this to materialize in two years’ time. 

In order to understand the underlying reasons for the development in RNOA more thoroughly we will 

divide RNOA into its components, PM and ATO respectively. 

7.4.2 Opera’s Profit Margin (PM) 
Figure 38: Opera´s historical PM (lhs) and median PM for selected peer groups (rhs) 

 

Historically, Opera has had a positive trend, but the profit margin has declined since 2013 from 16.2% to 

1.4% in 2015. The above-mentioned underperforming RNOA in 2014 and 2015 can be partly explained by 

this. In 2014 Opera acquired AdColony which is a pure Ad Tech company, and effectively concentrates 

Opera´s business around this, with 57% of revenues in 2014 and 68% in 2015. When looking at the Ad Tech 

peers we see a dramatically lower PM than the more diversified peers. This might be one of the reasons 

why Opera`s PM have declined rather drastically in 2014 and 2015. 

Figure 39: Common size of Opera´s Core OPEX 

 

Source:  Authors' own compilation / COMPUSTAT / OperaSoftware
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Common Size (% of sales) 2010 2011 2012 2013 2014 2015
Cost of goods sold 0% 2% 12% 19% 29% 40%
Payroll and related expenses 57% 48% 42% 35% 30% 25%
Stock-based compensation expenses 2% 2% 2% 1% 2% 1%
Share of profit from associated companies 0% 0% 2% 1% 2% 1%
Tax on operating income 3% 7% 4% 2% 4% 4%
Core Operating Expense 63% 60% 61% 59% 67% 71%
Operating Income (After Tax) 30% 25% 27% 25% 25% 27%
Core Operating Income (After Tax) 93% 85% 88% 84% 92% 99%
Source:  Authors' own compilation /  OperaSoftware
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Most of Opera´s decline in PM can be traced to the decrease in Core PM and Unusual PM. The unusual PM 

relates to the before-mentioned impairment of USD 31m. Average Core OPEX in 2010-2013 was 61% of 

sales, and in 2014 and 2015 this was 67% and 71%, as seen in Figure 39. The increased Core OPEX is related 

to the increased COGS, which more than doubled in terms of revenue from 2013 to 2015. The explanation 

can be found in the changed business model, where more and more of Opera`s sales are related to the 

Mobile Advertising business, which also requires more cost in terms of COGS than the other businesses. 

Opera had COGS of USD 0m in 2010 while in 2015, COGS is the largest part of OPEX and make out 40% of 

sales. The cost arises from the payment Opera makes to publishers for their advertisement inventory where 

Opera places mobile advertisement. The payment is usually agreed upon in advance either as a fixed cost 

for the fixed inventory or a fixed percentage of the revenue Opera generates. 

The rationale behind this staggering development is the evidently changed business model, starting in 2012 

when Mobile Theory and 4th Screening Advertising were acquired, and Opera started their premium mobile 

advertising business, and later also acquired AdColony. But still, we observe that there has been pressure 

on margins for all peers in 2015, which also might explain some of the decline. The reason why Ad Tech 

companies have lower PM can be attributed to the cost these companies endure to publishers. In response 

to the increased mobile video advertising the premium ad inventory is becoming more expensive. A video 

exploits advertising inventory better than a standard advertisement, and therefore publishers requires 

more for their inventory which in turn is a cost for Ad Tech companies. 

7.4.3  Opera’s Asset Turnover (ATO) and Sales Growth (SG) 
Figure 40: Opera´s historical ATO (lhs), SG (rhs) and median ATOs and SG for selected peer groups 

 

The left hand side of Figure 40 shows that Opera delivered ATO below the selected peers in the analyzed 

period. Ad Tech ATO has been volatile in the period and can be explained with the two new entrants 

Millenial Media and Brightcove, which both have an ATO above 10 in 2011. This significantly affects the 

median and is due to their low NOA because of their recent startup. From 2012 and onwards we see a 

convergence towards the level of the more diversified peers, and this might be why we do not see that 

Source:  Authors' own compilation / COMPUSTAT / OperaSoftware
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much of a change in Opera’s ATO, as one would expect if looking at the historical numbers for the Ad Tech 

peers, also after Opera has shifted more towards Ad Tech. 

The declined ATO may be explained with the increasing frequency of acquisitions, as previously mentioned. 

The most lucrative acquisitions are carried out first, and then the deals will have a marginally worse effect 

on ATO, compared to previous deals. Opera´s operating assets (OA) are increasingly dominated by goodwill 

and we saw similar tendencies for the industry as well. In 2010 only 16% of Opera´s OA was goodwill, but in 

2015 it was 45%. During the same period Opera´s OA has had a CAGR of 51%, while goodwill and other 

intangibles have grown at a CAGR of 84% and 109%, respectively. This means that most of the increased OA 

is a result from acquisitions. A comparison of the growth in NOA and sales reveal that the growth in NOA 

has not been completely offset by the increase in sales, and Opera´s ATO has declined from 1.8 in 2010 to 

0.9 in 2015. The median ATO for the industry during 2010-2015 has on average been 1.7, indicating that 

Opera are having trouble making additional sales on their assets. 

Figure 41: Common size of Opera’s Operating Assets 

 

As seen to the right hand side of Figure 40, Opera’s SG has been in line with all selected peers from 2010 

until 2012, depicting almost identical development. In later years Opera has outgrown industry companies, 

mainly as a result from the acquisition of AdColony. This is the explanation for the sudden increase in sales 

growth from 2013 to 2014, and in 2015 the SG is back to more normal levels. This reversion to a SG more in 

line with previous years is explained by the increased Mobile Advertising part of the business, and hence it 

is as expected. The Ad Tech peers, who are more similar to Opera in terms of the Mobile Advertising 

business, experienced a massive reduction in SG from 2012 to 2015. However, Opera’s SG of 28% in 2015 is 

clearly outperforming the industry median at 22%, and has seen higher growth than peers every year since 

2012. 

  

Common Size (% of Total Operating Assets) 2010 2011 2012 2013 2014 2015 CAGR
Operating Assets:

Office Machinery, Equipment, etc. 8% 10% 7% 3% 3% 3% 24%
Deferred Tax Assets 4% 1% 2% 5% 3% 1% 21%
Investments in Other Shares 0% 1% 1% 0% 0% 0% 10%
Accounts Receivable 17% 11% 16% 14% 12% 14% 44%
Unbilled Revenue 9% 12% 12% 7% 7% 8% 47%
Other Receivables 4% 3% 6% 8% 4% 4% 53%
Cash in Hand and on Deposit (Unrestricted cash) 38% 39% 19% 19% 16% 10% 15%
Goodwill 16% 21% 32% 33% 40% 45% 84%
Other Intangible Assets 3% 4% 6% 10% 15% 15% 109%

Total Operating Assets 100% 100% 100% 100% 100% 100% 51%
Source:  Authors' own compilation /  OperaSoftware
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8. SWOT 
As mentioned in the theory section, the SWOT-matrix will distinguish between factors with respect to the 
degree of importance. The relevant factors for Opera and the Ad Tech industry are seen in Figure 42. 

Figure 42: SWOT matrix 

 
Even though the factors representing weaknesses are outnumbered by strengths, we believe that the net 

effect is more negative than positive, due to the relative strength of the weaknesses. Going forward, we 

believe the most crucial factors are Opera’s strong market reach and portfolio, making it possible to be a 

part of the opportunities present in the industry. However, the increasing dependence on the Mobile 

Advertising business has put pressure on margins, and a low differentiation in the industry is a significant 

threat for Opera’s ability to earn residual earnings going forward.  

Strengths

Strong Market 
Reach

More than 350 million internet users use 
Opera’s cloud-based consumer products and 
services.

Portfolio
Opera is positioned as a strong Ad Tech 
company with Ad Colony, AdMarvel & 
Bemobi, too name a few.

AdAge Share
Opera’s share of the top 100 AdAge global 
advertisers is as high as 90% which makes it 
very unique in the U.S.

Historical high RNOA Prior to 2014, Opera delivered higher RNOA 
than industry median.

Currently 
disappointing RNOA

Opera has experienced a decline in RNOA, 
which currently is below cost of capital.

M&A Experience
Not all transactions regarded as being a 
success, and some re argued to be “rushed” –
not being the strategic fit initially thought.

Compression 
Technology

Argued to be a competitive advantage both in 
the short and long term.

Weaknesses

Relationship to 
shareholders

Recent happenings of consecutive profit 
warnings has weakened relationship with 
shareholders.

Higher cost 
structure

Higher COGS as a result from being more 
concentrated as a pure mobile advertising 
company.

Dependence of 
Mobile Advertising 

business

More than 2/3 of revenues are generated 
from the Mobile Advertising business. 
Possible weakness not to be diversified more.

M&A Experience Experienced management team in acquiring 
businesses.

Growth in Mobile 
Advertising Business

Revenues increased by 129% to USD 273m in 
FY2014 from USD 119m FY2013.

Opportunities

High mobile internet 
ad spending

Global mobile internet ad spending is 
expected to grow with a CAGR of 36% until 
2019.

High mobile internet 
penetration 

The mobile internet penetration is expected 
to grow from 53% in 2015 to 63% in 2019.

Increased video 
advertising

Mobile video advertising is more space 
efficient and offer better premium solutions, 
expected a CAGR of 22% until 2020.

Consolidation
Consolidation means that quality companies 
may be acquired or strong financial players 
may strengthen their portfolio.

Increased focus on 
privacy 

Increased focus on privacy may change how 
consumer information is gathered, analyzed, 
and later sold.

Ad-blocker Ad-blockers may hinder companies’ 
reachability. 

Increasing 
Technological 

capabilities

It is expected that the population is relatively 
more technologically gifted.

Threats 

Marketing 
regulations

Marketing regulation may influence industry 
attractiveness.

Decreasing 
population

On the long term there is expected to be a 
decrease in world population, and this will 
negatively affect reachability.

Earthquakes
Most of the tangibles in the industry is located 
at a vulnerable location in terms of 
earthquakes.

Consolidation
Big companies with strong financial resources 
and good track record may disrupt the 
industry.

Low differentiation There is low product differentiation in the 
industry.

Increased focus on 
privacy 

Increased focus on privacy in the industry 
suggest possibilities for cross product 
offerings.

Favorable GDP
Growing economic conditions are favorable, 
and a GDP growth within 2.5% - 3.5% in the 
long-run according to consensus.

Source: Authors’ own compilation
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9. Forecasting 
The purpose of the forecast is to calculate Opera’s future residual earnings and profitability. As outlined in 

the introduction of this thesis; future performance is not necessarily equal to historical results, but the 

latter can be used as a reference when forecasting. That is, financial statement analysis is an analysis of the 

past, to provide information for forecasts of the future (Penman, 2013, pp. 504-505). Thus, the financial 

analysis in section 7 will together with the strategic analysis of Opera in section 6 serve as a basis for the 

future forecasts of Opera’s future revenues, profit margins and asset turnover. 

These are the three key drivers that will be given the most attention with respect to forecasting. The drivers 

of profitability and growth are themselves driven by the “real” economic factors of the business (Penman, 

2013, p. 505). That means that knowing the company’s strategy is also a prerequisite for forecasting, which 

was the goal of the strategic analysis of this thesis. The strategic analysis included analyses of how the 

macro-environment, industry competitiveness and company-specific resources and capabilities affect 

Opera’s key value drivers and residual operating income. The forecast will merge the findings from this 

strategic and the financial analysis to perform realistic projections for the future. 

Our findings from the strategic analysis are often expressed in qualitative terms and do not immediately 

translate into concrete dollar numbers. This is why we chose to conduct the strategical analysis first, in 

order to assess the qualitative aspects of the industry, before the financial analysis explains this in terms of 

numbers. 

The first five years of the forecast will represent the period where Opera can separate and distinct 

themselves from the long-run industry levels, and this is where the forecast is a result of all the previous 

analyses all together; both strategic, company-specific financials and industry levels in general. After the 

explicit forecast period, we introduce the fade period, which is the basis for the forecast after five years 

into the future and onwards. These long-run levels and fade rates are the findings of the industry analysis 

conducted in section 7.2, together with the interest rate term structure in section 10.1. 

The forecasts of profit margins and asset turnover will be done on an aggregated level, meaning that we do 

not divide the forecasts between the different businesses of Opera. This is mainly due to the lack of 

information provided for the specific businesses, and therefore we conclude that the most valid forecasts 

will have to be done with respect to the entire company in total. When forecasting sales growth though, we 

will do this separately for each of the three business segments in the explicit budget period, that is; the first 

five years. This is due to the fact that we consider them to vary greatly with respect to growth over the 

historical period, and also to the degree of how much Opera focus on the different businesses. For 

example, the Mobile Advertising business has experienced enormous growth from 2012 to 2015, while 
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growth in Consumer on the other hand is close to non-negligible in comparison, and Tech Licensing has 

been volatile from 2013 until 2015. When introducing the fade period from year six and further into the 

future, the sales growth will reflect sales growth in total, as it is not possible to estimate industry trends 

across all peers as they do not have the exact same three businesses segments as Opera. 

The reason why we only forecast sales growth, profit margins and asset turnover is culminated in the focus 

on residual operating income and its drivers. These three factors are the main drivers of the residual 

earnings of Opera, and hence this is where we focus when forecasting the future earnings. The choice of 

only forecasting these three items is also rooted in the fact that this is believed to reduce forecasting noise 

and yield a more precise estimate. When we forecast profit margin, we are forecasting “Operating Income 

(After Tax)” in the reclassified income statements. This does not include the unusual items because they are 

expected to be equal to zero in the future, as seen in Figure 30 in section 7.2.3. Furthermore, financial 

items are zero NPV-projects, as previously argued in section 5.2. 

9.1 Sales Growth 
In order to forecast sales growth, the first sub-analysis will be a simple extrapolation of the historical sales 

growth rates over the past years. This will only be possible from 2012 and onwards since this is the only 

time frame where revenues are presented in the format of the new segmentation between Mobile 

Advertising, Consumer and Tech Licensing. 

9.1.1 Initial Break-down of Revenues 
Figure 43: Break-down of revenues across businesses (lhs) and revenue growth rates (rhs) 

 

As seen in Figure 43, the Mobile Advertisement business is in its own league in terms of revenue growth 

compared to the other businesses, Consumer and Tech Licensing. Mobile Advertising has seen a CAGR of 

98% from 2012 to 2015, while for Consumer and Tech Licensing it is 3% and 15% respectively. The biggest 

growth in Mobile Advertising took place from 2013 to 2014, as seen on the right hand side of Figure 43, 

when Opera acquired AdColony. This is also the period with highest growth in terms of revenues in total, 

growing 60%, driven by the AdColony acquisition and that Tech Licensing grew 54%. Tech Licensing is still a 

Source: Authors' own compilation / Opera Software
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small part of the total revenue, and it should be mentioned that the attribution from that 54% growth is 

relatively small in terms of total revenue. 

Mobile Advertising is also an increasing part of the total revenues, increasing to 68% in 2015 compared to 

25% in 2012, while both Consumer and Tech Licensing have decreased to the half or less than half of what 

it was. The overall guiding for 2016 shows that Opera believes the revenues to grow by approximately 16% 

(Q4’15 Presentation). This is driven by Mobile Advertising and Consumer, while Tech Licensing is expected 

to decrease, all compared to 2015 revenues. This should of course be looked upon with great skepticism, as 

this is what the Company guide, and not necessarily what will be the result. This is exemplified through the 

two most recent profit warnings and the hit ratio explained in section 6.1.6. 

9.1.2 Ongoing Businesses 
In order to forecast sales growth, it is necessary to consider what types of businesses Opera will continue 

with in the future. As seen in the VRIO-analysis in section 6.3, Opera has been very active in M&A over the 

last years, which we argue is the main reason for Opera not being the same company as it was only few 

years ago. Still, we believe that the M&A activity will not add new businesses, meaning that possible M&A’s 

will only strengthen the already established portfolio.  

We believe the focus will be on further improving existing products and services, in line with what the 

Company informs. As mentioned in section 6.3.2.2, CEO Boilesen recently stated that monetization of 

Opera Max will be a focus area, and he believes this could be the new Opera Mini in terms of revenue 

generation. This means that the following forecast of sales growth, profit margin and asset turnover will be 

on the back of the same three businesses as Opera currently operates. 

9.1.3 Demand for Opera’s Products and Services and Growth Forecast 
In order to forecast explicit sales growth rates, demand for Opera’s products and services will be analyzed. 

This will seek to gather the most important and relevant information from previous analyses, which have an 

impact on Opera’s revenues going forward. Each business will be summarized at the end of the respective 

paragraphs, before Figure 44 illustrates the different growth rates. 

9.1.3.1 Mobile Advertising 
As illustrated in section 9.1.1, Mobile Advertising is Opera’s most value creating in terms of top line growth. 

Since 2012 it has seen a growth of more than 100% over two consecutive years. Section 7.4.3 also showed 

that Opera is clearly outperforming industry in terms of sales growth much because of the Mobile 

Advertising business, even though it is down to more similar levels in more recent years. In terms of profit 

margins, the picture is not quite the same, which will be elaborated upon in the next section. 
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Opera is well-positioned as a premium mobile advertisement-company, which damper the threat from big 

international competitors like Google and Facebook, as argued in the Porter’s Five Forces. Their position as 

a leading player was confirmed through the VRIO-analysis, showing that premium companies like AT&T 

uses Opera’s expertise, and confirms that their portfolio is unique to companies wanting to advertise as 

efficiently as possible. This is important in terms of attracting future premium customers; that the already 

existing express their satisfaction with respect to what Opera can offer. This will also result in an increased 

premium advertising network, and lessen the impact that premium advertisers and publishers have in 

terms of bargaining power. 

Further, we argued that a technological relapse is not very likely. TV advertisement is a more likely 

substitute than the more outdated newspapers and the like, and we showed that time spent online is 

catching up with time spent in front of the TV in section 6.2.3. At the same time, we illustrated that world 

wide mobile advertising spending is increasing at the cost of the more outdated mediums, while spending 

within TV advertisement is fairly stable. As seen in Figure 12 in the STEEPLE-analysis, we also showed that 

digital advertising spending is expected to increase at a CAGR of 15% from 2014 to 2018. 

We also argued in both the VRIO- and STEEPLE-analysis, in section 6.3 and 6.1 respectively, that the 

forecasts regarding macroeconomic factors affecting the Ad Tech industry are beneficial. We concluded 

that the advertising technology Opera has is a short-term competitive advantage, but unlikely to be so in 

the long-run. The STEEPLE further showed that a decreasing population will affect the business negatively 

because revenue is dependent on audience and reachability, but the increasing internet penetration and 

higher technological competencies in the population are counter-effects offsetting this to some degree. 

Lastly, we also highlighted that Ad-blockers are a possible threat for the Mobile Advertisement business of 

Opera. The effect is possibly very negative, but in the short-term it is mostly an issue for browsers and not 

in-app, and as illustrated, the time spent in-app is very high compared to browsing. There are more 

pressing matters at hand, but still it should be given some attention from Opera in order to find other ways 

of monetizing operations. 

9.1.3.2 Forecasted Sales Growth for Mobile Advertising 

Based on the above-mentioned arguments, we see Mobile Advertising experiencing further growth going 

further, but not to the same degree as the most recent years. This is natural, as M&A activity has been the 

explanation for the massive growth lately, and we argue that this will slow down slightly in the nearest 

future. Opera’s share of the top 100 AdAge global advertisers is as high as 90%, which makes it unique and 

very few can offer the same. Therefore, we argue that the sales growth will still be high, but more stable, 
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averaging 15% in the next coming five years. Opera’s biggest challenge will be to try to monetize this 

business more, and this will be analyzed further in the forecast of profit margins, where we question 

whether Opera will be able to convert the positive sales growth in to also growing profit margins going 

forward. The explicit forecasting of revenues within Mobile Advertising can be seen in Appendix 18. 

9.1.3.3 Consumer 
After growing approximately 11% from 2012 to 2013, the growth in revenues has been literally non-

existent from 2013 to 2015 within the Consumer business. We see big potential within this business, but 

apply some uncertainty to the degree whether this will be realized or not. 

Our Porter’s Five Forces-analysis in section 6.2 showed that the Google Chrome has drastically changed the 

desktop browser market, growing prominently since entering the market in 2008. However, the top five 

browsers are combined losing market share to niche browsers, illustrating more fierce conditions. Search is 

an important factor for the monetizing process for web browsers, and in 2015 90% of searches were 

conducted through Google. Further, we highlighted that TAC is decreasing going forward, which means the 

potential monetizing of browsers is weakening. 

Even though potential monetizing of browsers is weakening, we expect the mobile browser segment to 

continue a solid growth path, thus being a relatively important growth driver for future sales. This in spite 

of the fact that we in section 6.2.2 argued that individual customers can switch browser more easily than 

before. We see bigger potential within Apps and Games, with Figure 18 showing the expected growth in 

app downloads on mobile. Opera also expresses a focus towards Apps and Games, and we believe 

performance and privacy apps can appear to emerge as potentially important growth drivers. 

With respect to Apps, Opera Max can be a deal breaker for the Company in the future. The technology used 

in data compression was argued being a competitive advantage both in the short- and long-run, see Figure 

27 in section 6.3.3.  Further, CEO Boilesen sees this as the new Opera Mini, and they want to keep focusing 

on the monetization of this. In our opinion, this is also the biggest source of uncertainty within the 

Consumer business. If Opera Max is to be the success Boilesen envisages, we believe this should have been 

apparent already. The user numbers are not impressive enough today, at least not when excluding Chinese 

downloads. 

The intensity of industry rivalry was concluded to be high within the consumer business, and the above-

mentioned competition within browsers is a good example. In addition to the fact that TAC is decreasing, 

the differentiation across different mobile browsers is minimal, the biggest difference being Safari not 

offering data compression. 
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From a platform standpoint, Opera has put significant focus on growing its user base on Android, both via 

Opera Mini and Opera for Android, the high end smartphone user. Number of Opera users on Android 

reached 130 million in December 14 and 144 million one year later, an increase of 11% YOY. This makes 

Opera one of the leading third party browser applications on the Android platform. 

9.1.3.4 Forecasted Sales Growth for Consumer 

The macroeconomic factors such as more technological competent users are of course also of great 

importance for the Consumer business, as for Mobile Advertising. But explicitly within Consumer we argue 

that Opera Max is at a point in time where it is either make or break, or at least will be there very soon. If 

this is to ever be monetized significantly, then it should happen in the nearest future. We believe Opera 

Max can be an example of how cross-promotion can be efficient for distributing new concepts to the 

Company’s mobile user base. Based on increasing mobile browser monetization and Apps & Games 

providing a more diverse revenue base, we see potential for a solid platform for further growth for the 

consumer products. Still, we forecast an average of 7% revenue growth for the next five years, indicating a 

conservative future and the fact that we are skeptical towards the fact that Opera Max will be the success 

Opera wants it to be. This reflects higher growth rates than the most recent years, but still not reflecting 

what we would have defined as a great success, especially regarding the roll-out of Opera Max. 

9.1.3.5 Tech Licensing 
Sales growth has been more volatile within the Tech Licensing business in most recent years, compared to 

Mobile Advertising and Consumer, as seen to the right hand side of Figure 43 at page 85. The most 

prominent growth was from 2013 to 2014 while the growth was negative from 2014 to 2015. 

We have trouble finding potential for growth also in the future, and argue that the coming years will not be 

better than the most recent past. 

In Porter’s Five Forces we showed that time spent in front of the TV is still ahead of time spent online, even 

though the latter is catching up. The fact that mobile devices are catching up with time spent in front of the 

TV can explain some of the non-existing growth within Tech Licensing. This is where Opera sell display ads 

to publishers and content to providers, through their Connected TV. TV manufacturers have started 

providing Web applications, Web browsing and other digital content on TVs, and this opens an opportunity 

to bring the mobile phone eco-system to TV customers. However, if time spent in front of the TV is 

decreasing, Opera should focus on sales growth in other areas, and we believe that they will do so. 

In terms of revenues, Tech Licensing is where Opera generates the least. Out of total revenues, the Tech 

Licensing business held a share of 20% in 2012, while it has been decreasing ever since and relative to total 
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revenues it is currently only 11%. This is less than one sixth of revenues generated in the Mobile Advertising 

business and we do not believe this to increase in the future. 

Even though the Rocket Optimizer technology is important to Opera in the Consumer business, through 

Opera Mini and Opera Max, we do not believe operators are as willing to license this technology. This is due 

to the many substitutes available, for instance investing in more spectrums or new towers in order to 

increase the bandwidth capacity and quality. This is also the reason for the impairment of the Skyfire 

goodwill. The technology is still important in Opera Max, but we believe more in that specific app towards 

the individual customer than the potential in licensing of the technology. 

9.1.3.6 Forecasted Sales Growth for Tech Licensing 

Based on the recent development we cautiously include flat revenue growth going forward with respect to 

Tech Licensing. There are no indications of this business being a priority for Opera, and we believe this is 

also a good decision. They should focus on the other two segments, which might be the reason why many 

mentioned a break-up of the Company was a possibility before the Company announced that they were 

selling 100% of the shares. With respect to the break-up, Tech Licensing was mentioned to possibly be 

divested from the Company. Although Connected TV’s show a decent performance, we do not believe this 

to be enough in order to ramp up revenue growth going forward. This implies a revenue growth forecast of 

only 1% for each of the coming five years. 

In the quantitative industry analysis we observed a common fade towards a sales growth of 9%, but the 

selected peers had a long-run sales growth of 21%. The long-run sales growth is of importance for the 

sensitivity in the fade period and the continuing value. After the explicit forecast period and the subsequent 

years before long-run level is reached, the sales growth will be the only growth factor in the equity 

valuation method. 

The estimated persistence of 0.53 is surprisingly high and serves as an indication of the ability the selected 

peers possess to manage and maintain their sales growth. Opera has delivered high sales growth 

historically and we believe the persistence to be a fair estimate for Opera and the peers. This is a relatively 

new industry and there is currently few evidence of sales pressure, compared to more mature industries 

where sales persistence is much lower. That is, we have seen evidence that Opera can maintain sales 

growth some years ahead, before classic market theory steps in and long-run level will be appropriate. 

The long-run growth rate should reflect a stable company into infinity which imposes some limitations. The 

growth cannot be higher than the growth of the economy which it operates in, we need consistency 

between nominal and real rates, and lastly there needs to be consistency with currency inflation and the 
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expected growth rate (Damodaran, 2003, pp. 145-146). The estimated long-run sales growth is therefore 

obviously too high, mainly due to non-organic growth as a result from M&A activity. 

Opera is arguably a global company, and has few restrictions to which economy they operate in. This 

implies that a global growth rate of the whole economy should be the limit. The forecast is done in nominal 

terms, which requires a nominal growth rate and therefore the need for an inflation estimate. In section 

6.1.3.4 we found that FED has a mandate of a long-run expected inflation of 2% which is consistent with the 

currency which Opera reports in. The American market is assumed to be a good market proxy, which will be 

elaborated upon in the estimation of risk-adjustments, see section 10. 

EIA [2015] expects a yearly real growth of 2.4% until 2040 while OECD [2014] expects similar real growth in 

the period 2040-2050 of 2.4%, both implying a nominal growth rate of 4.4%. On the other hand, 

Damodaran [2003] postulates a convergence of the long-run growth rate and long-run risk-free rate, which 

gives an estimated nominal growth of 3%, according to our estimated term structure of interest rates in 

section 10.1. We therefore have an upper limit of 4.4%, but we are more comfortable using 3% because of 

the implications this entitles. The growth rate of the economy should reflect the combined growth, 

meaning the aggregated growth from all participants. In the economy there are several participants, i.e. 

high growth start-ups, medium mature companies, mature companies and so forth. This means that for 

instance high-growth start-up companies increase the weighted expected growth, resulting in lower growth 

for more mature companies in order to not overstate the estimated growth. 

Figure 44: Historical SG and summary of forecasted SG 2013-E2055 

 

9.2 Profit Margin (PM) 
During the period 2010-2013, before the acquisition of AdColony, Opera had an average PM of 12.4%. In 

2015 the PM had declined to 1.4% and represents an all-time low during the analyzed period. We found 

that the main reason for the decline in 2014 was the impairment of SkyFire Inc., and adjusted PM would 

have been 8.4% when normalizing for this one-time cost. We argued this impairment to be non-reoccurring 

Source: Authors' own compilation
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and therefore not needed to be forecasted. In addition to the industry observations regarding unusual 

items, like this impairment, we observed that both historical median values of unusual items and the fade 

diagram depict a fade towards zero, seen in Figure 30 in section 7.2.3. Because of this we will not forecast 

unusual items, and simply focus on PM from Core Operating income from sales. 

Opera has experienced a decline in normalized PM where the culprit is the increased COGS which relate to 

the Mobile Advertisement and payment of advertisement inventory to publishers. In addition, 2015 was 

negatively affected by large restructuring costs and depreciation. 

We do not think Opera can manage to maintain historical levels of 12% in the medium-term due to the fact 

that the margins in Mobile Advertising are lower. But it is important to remember that the Ad Tech peers 

from the selected peer group are few and relatively new which questions the validity of the estimates. 

Furthermore, Opera is not a pure Mobile Advertising company as these companies are, and the overall 

profit should be higher than the Ad Tech Peers. 

We also expect Opera to better incorporated AdColony and increased their monetization and to fully take 

advantage of the premium segment. The premium segment is dominated with premium advertisers which 

most likely know their brand value and will pressure margins. Moreover, we assume that the emergence of 

mobile advertisement has increased publishers’ need for compensation, but then again the revenue 

generated should be higher due to more efficient advertisement. 

This is in line with the forecasted sales growth in section 9.1.3.1, where we argued that the development in 

Opera’s profit margins is not as impressive as the sales growth within Mobile Advertising. A key in order to 

improve the profit margins would be the monetization of the other two businesses, especially Consumer. 

Even though we express skepticism towards whether Opera will be able to grow the Consumer business 

further in terms of sales growth, this could be a potential contributor in terms of profit margin. Mobile 

browser monetization and increased users of Opera Max could help Opera increase profit margins in total. 

This skepticism is mostly towards Opera Max, as Opera Mini of course already is a huge success which can 

continue in the future. 

We observed a fade for all portfolios towards 3%, but the top three portfolios reside much higher at an 

average of 8%. We believe Opera could manage this, especially since they are more diversified than the Ad 

Tech peers, which at the moment requires higher PM. But they also operate in the premium segment which 

we believe will generate higher margins going forward. Finally, we expect fewer restructuring costs and 

that Opera has managed to integrate and monetize AdColony better. 
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The decline in PM is believed not to be an indication of a new era, but we do recognize that historical levels 

are not achievable. We are, however, a bit concerned about the switching cost in Operas different 

segments. We believe they are too low to withstand new entrants, which indicate that Opera will not be 

able to operate with higher margins than the industry, or even historical levels. In addition we believe the 

consolidations similar to Millennial Media, Ad Mob, and the likes to continue, which may affect PM 

negatively because of economies of scale as mentioned in the strategic analysis, and therefore we believe 

the auto regressed long-run level to be fair. 

To sum up, we believe Opera’s PM to increase from current levels of 1.4% to 10% in 2020. This means an 

average of 7% over the next five years, before it will fade towards the long-run level at 7.4% with a 

persistence of 0.43. 

9.3 Asset Turnover (ATO) 
Opera has depicted a negative trend in terms of ATO during 2010-2015, from 1.6 in 2010 to 0.9 in 2015, 

stabilizing over the most recent years. The development in ATO shows how Opera has developed as an 

active M&A industry participant. The Company has conducted multiple acquisitions, both successfully and 

some more questionable, and as a result they have experienced a decrease in ATO. The ATO is therefore 

much dependent on whether Opera is going to continue to invest in new companies and acquire assets or 

not. As argued in section 9.1.2, we expect Opera to be a part of acquisitions also in the future, but mostly to 

strengthen the already existing portfolio. 

We have previously stated that the industry is rapidly changing with ever-changing technologies. In order to 

stay competitive, companies need to invest in new technologies, or they may become obsolete. This is also 

something we observe in the industry through a higher amount of goodwill in terms of NOA. Most of 

Opera’s assets are intangibles and goodwill, representing 60% of operating assets in 2015, and since IAS 36 

does not require amortization of goodwill nor intangibles acquired in business combinations, the assets are 

expected to be relatively stable. However, IAS 36 requires a yearly impairment test which may affect ATO 

positively, given stable sales. 

In comparison to the selected peers, we observed Opera with the lowest ATO. Ad Tech peers delivered 

relatively high ATO because of the relative new emergence of these companies, and therefore they have 

had few years to build assets, and therefore their ATO has small denominators. Having a lower ATO means 

that Opera does not generate similar revenues compared to their assets, i.e. are not equally efficient. 
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Through the analysis of industry median values we saw that ATO was the most concentrated ratio around 

1.7, which is high compared to Opera, indicating the similar observation as mentioned above. However, we 

also saw that the median values have been declining the last years. 

As mentioned above, we believe Opera to be less active in M&A going forward, but still continuously invest 

in smaller companies in order to strengthen their businesses. Hence, acquisitions similar to AdColony are 

believed to belong in the past. This implies that the ATO will increase in the medium term, as the sales 

growth forecasted in section 9.1.3 and associated profit margins will outgrow the increase in assets. 

According to the fade diagrams, there was little fade towards a common level. Companies with relatively 

high ATO would revert to “more” common levels, but still reside higher. This indicates companies have 

difficulties changing their ATO. We have seen that Opera´s decline is mostly related to the acquisitions in 

2013-2014, and since we do not expect similar activities going forward we believe that opera should 

manage to increase their ATO in the short run to previously achieved heights, as in 2011, namely an ATO of 

1.7 in 2020. The long-run level of 1.63 is, as mentioned, assessed to be artificially high. We believe the 

correct long-run level to be slightly higher than the historical average at 1.2 and equal to the average ATO 

for the selected peers in 2015, which is 1.4. 

To sum up, we believe Opera’s ATO to increase from current levels of 0.9 to 1.7 in 2020, before it fade 

towards the long-run level of 1.4 with a persistence of 0.31. 

In Figure 45 we have presented the three forecasted value drivers. The explicit forecast period is where we 

believe Opera may differentiate them self from the industry long-run levels. After 2020 we introduce the 

mentioned fade rates, towards the appropriate long-run levels. 

Figure 45: Forecast summary 2015-2055 

 

  

Source: Authors' own compilation
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10. Estimation of Risk-Adjustments 
 

10.1 Estimation of Term-Structure 
In order to discount future residual earnings with an interest rate appropriate for the time horizon under 

consideration, the term-structure of interest rates must be considered. There are several distinct methods 

to do this, and we have implemented the Nelson-Siegel method as proposed by Bliss [1996], as mentioned 

in section 5.3. The Nelson-Siegel model was explained in the theory section, and the following section seeks 

to explain how the estimation was conducted and the estimated term-structure is presented. 

10.1.1 Estimation 
The weights in equation 5.17 in section 5.3.1 could be applied in order to reflect that long-term bond prices 

are more sensitive to yield changes than short-term bonds. We have chosen not to apply the Macaulay 

duration as weights, as this would have put more weight on bonds with shorter maturity and less weight on 

the bonds with longer maturity, which we have concluded not to be expedient, which makes sense when 

valuing a long term asset. Still, it is worth mentioning that the differences in the term-structures were close 

to non-existing, as we have estimated both with and without the weights. 

The risk-free interest rate expresses how much an investor can earn without incurring any risk. When 

deciding upon what to use when estimating the risk-free interest rate, there are several different 

arguments pointing in different directions. A government bond is usually used as proxy for the risk-free 

rate, and in order to account for issues such as inflation, it is important that the government bond is 

denominated in the same currency as the underlying cash flows (Petersen & Plenborg, 2012, p. 251). This is 

because the risk-free rate should be measured consistently with how the cash flows are measured, also 

known as the consistency principle. This implies that it is not where an asset or company is domiciled that 

determines the choice of a risk-free rate, but the currency in which the cash flows on the company are 

estimated (Damodaran, 2006, p. 36). 

We have chosen to honor the consistency principle, and as a result we have chosen United States Treasury 

Bonds. Since Opera also present their annual reports in USD, this further eliminates currency risk 

considerations. As the forecast horizon is infinite, long term government bonds are the preferred proxy, but 

they can suffer from a liquidity premium (Petersen & Plenborg, 2012, p. 251). The market for U.S. 

Treasuries is considered the deepest and most liquid on the planet and considered to be a valid base for 

our estimation of the term-structure. It is also important that the risk-free rate is actually risk-free, and this 

is why only AAA-rated bonds are included in the analysis, 340 in total, resulting in approximately 4,000 cash 

flows. 
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When calculating bond prices where number of coupon bonds is greater than the number of payment 

dates, as in our case, we allow for estimation errors in the equation. These bond prices are estimated after 

mapping out all of the cash flows for the respective bonds, and using the appropriate discount factors. 

The entire curve for the term-structure of interest rates is based on all bonds, and hence we have one 

combined curve instead of showing the short and long end of the curve explicitly. The estimation is done as 

explained in section 5.3.1; the term-structure is parametrized as the Nelson-Siegel model and the 

parameters chosen such as to minimize the squared residuals between the theoretical and observed bond 

prices. The minimization of squared residuals is done after looking at the cash flow for every single bond, 

calculating the theoretical prices and then comparing this to the actual market prices. We have used dirty 

prices, meaning we have calculated clean prices and added accrued interest. When minimizing the squared 

residuals, the Nelson-Siegel specification takes care of the curve fitting, and the term-structure can be seen 

in Figure 46 (left hand side). 

Figure 46: Estimated term-structure (lhs) and interest- and forward rates (rhs) 

 

The resulting parameters from the estimation are shown in the table below and Figure 46 shows the 

corresponding spot and forward rates (right hand side). The term structure for the zero coupon bonds is 

converted to discretely compounded zero-coupon yields and discretely compounded forward rates as 

explained in section 5.3.1. The estimation generates a 𝛽𝛽0 equal to 3.51%, meaning the interest rate will 

converge towards this in the long-run as the maturity increases, as seen in equation 5.15. However, the 

interest rate converges extremely slowly towards the long-run level, at a maturity of 362. It reaches 3.4% at 

a maturity of 138, which exemplifies the slow convergence. Since the valuation impact is small regardless of 

where we put the cut off, we have chosen to assume the interest rate is constant at the level of 3.0%, 40 

years ahead from now. 

 

Source: Authors' own compilation / Bloomberg
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10.2 Estimation of Company-Specific Risk Premium 
In the following sections the company-specific risk premium, 𝜌𝜌𝑅𝑅𝑃𝑃𝐹𝐹, will be estimated. The premium is 

estimated with a version of the widely used CAPM: 

 𝜌𝜌𝑅𝑅𝑃𝑃𝐹𝐹 = 𝛽𝛽𝐹𝐹𝜌𝜌𝑅𝑅𝑃𝑃𝑀𝑀  10.1 

Where 𝛽𝛽𝐹𝐹 is the combined beta for all of Opera’s operations and 𝜌𝜌𝑅𝑅𝑃𝑃𝑀𝑀  is the market risk premium. The 

combined beta is a market weighted beta between equity and debt: 

 𝛽𝛽𝐹𝐹 =
𝐸𝐸𝑡𝑡
𝑉𝑉𝑡𝑡
𝛽𝛽𝐸𝐸 +

𝐷𝐷𝑡𝑡
𝑉𝑉𝑡𝑡
𝛽𝛽𝐷𝐷 10.2 

Where 𝐸𝐸𝑡𝑡& 𝛽𝛽𝐸𝐸 and 𝐷𝐷𝑡𝑡& 𝛽𝛽𝐷𝐷 are market value and beta for equity and debt, respectively. 𝑉𝑉𝑡𝑡 is the combined 

value of equity and debt. Equity value is defined as market capitalization, while market value of debt is 

assumed to be the net interest bearing debt calculated in section 7.1.3. This is in consistency with the 

assumptions that market value of debt is equal to book value, as there are no future residual earnings, as 

explained in section 5.2.1. 

Opera went from net cash to net debt in 2012, and on average the debt has been 10% in 2010 – 2015. We 

believe historical average is not applicable due to the changing capital structure, because of the frequency 

to which Opera has conducted M&A’s in the last years. In combination to the changed businesses, we 

believe it is more accurate to use the current level of 21% debt, and assume this to be stable going forward. 

Figure 47: Opera’s historical capital structure, 2010 - 2015 

 

10.2.1 Beta Equity  
The estimation of 𝛽𝛽𝐸𝐸 is derived from an analysis of cost of equity and should reflect the risk associated with 

investing in Opera. We will estimate beta using two different approaches; pure regression beta and 

bottom-up approach. 

Source:  Authors' own compilation / DataStream
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10.2.1.1 Regression Beta  
 A commonly used model to analyze the risk an investor requires is the CAPM: 

 𝜌𝜌𝐸𝐸 = 𝜌𝜌𝑟𝑟𝑓𝑓 + 𝛽𝛽𝐸𝐸�𝜌𝜌𝑀𝑀 − 𝜌𝜌𝑟𝑟𝑓𝑓� 10.3 

The model builds on portfolio theory of Markowitz [1959] and is a framework to make predictions about 

the relation between risk and expected return by identifying a portfolio that must be efficient (Fama & 

French, 2004, p. 26). The model defines two types of compensation for an investment, the time value of 

money and the risk associated with the position. The risk-free rate describes the time value of money, and 

is a base for the required return. The second term, 𝛽𝛽�𝜌𝜌𝑀𝑀 − 𝜌𝜌𝑟𝑟𝑓𝑓�, is the compensation of any risk the 

investor holds. The risk is measured with beta,𝛽𝛽, and describes the relationship between the risky asset 

and a well-diversified portfolio (market): 

 
𝛽𝛽𝜏𝜏𝐸𝐸 =

𝐶𝐶𝑅𝑅𝑉𝑉𝜏𝜏(𝑅𝑅𝐸𝐸,𝑅𝑅𝑀𝑀)
𝑉𝑉𝑉𝑉𝐸𝐸𝜏𝜏(𝑅𝑅𝑀𝑀)  10.4 

The CAPM is widely criticized, especially by Fama & French [1993], who states that beta should not be the 

only factor affecting the risk required, other factors such as market capitalization and book-to-market 

should also be incorporated. However, the model is incorporated in the financial ecosystem and widely 

accepted, and therefore we will continue to use it to estimate the equity beta. 

The regression beta is anchored in the above-mentioned CAPM, and because we allow for riskless spot 

rates to fluctuate over the estimation period we use excess return, instead of raw returns (Christensen & 

Feltham, 2009, p. 35): 

 𝑅𝑅𝐸𝐸𝜏𝜏 = 𝛼𝛼𝜏𝜏𝐸𝐸 + 𝛽𝛽𝜏𝜏𝐸𝐸𝑅𝑅𝑀𝑀𝜏𝜏 + 𝜀𝜀𝜏𝜏.    𝜏𝜏 = 𝑖𝑖, 𝑖𝑖 + 1 … , 𝜏𝜏 − 1  10.5 

Where 𝑅𝑅𝐸𝐸𝜏𝜏 𝑉𝑉𝑐𝑐𝑑𝑑 𝑅𝑅𝑀𝑀𝜏𝜏 are excess returns for Opera and the market in time 𝜏𝜏, respectively. Total return 

indexes [RI] for Opera, MSCI AW, MSCI W, MSCI EUR, S&P 500 and OSEBX as well as three month interbank 

rates for each respective market; USD, EUR and NOR have been retrieved from DataStream. Returns are 

calculated logarithmically in order to diminish the potential problem regarding normal distribution. Interest 

rates are quoted annually, which have been adjusted in order to match the different frequencies of return. 

Regression betas are highly sensitive to different inputs, i.e. frequency and historical time span of returns. 

We have therefore regressed 40 different betas, using the four mentioned indexes as potential market 

proxies, as well as daily, weekly, monthly and yearly returns for both 10 year and 5 year historical data. 
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When we allow for fluctuating interest rates and regress the excess return, we immediately test if CAPM 

holds, i.e. 𝛼𝛼 = 0 and the validity of the efficient market. We test the intercept using a Student´s t-test and 

cannot reject the null hypothesis that 𝛼𝛼 is equl to zero, and the regressions are in line with CAPM, for all 

combinations. Further explanation can be found in Appendix 20. 

Figure 48: Regressed beta estimate & Durbin-Watson test statistics 

 

Surprisingly, regressions using ten years of observations with yearly excess return yields a negative beta. 

This means if Opera is added to the market portfolio, the total risk will decline. Because of this, securities 

with negative beta are effectively a hedge against macro-economic factors. If we combine the information 

gathered in this thesis so far, it is unlikely that Opera should have a negative beta. According to CAPM a 

negative beta would yield a rate of return below the risk-free rate, i.e. investors would pay to have Opera in 

their portfolio. It would serve well if we actually paid for some insurance, like a put option which also has a 

negative beta, but for Opera it is unlikely. The reasons why we observe a negative beta is likely to be 

because of too few observations when analyzing yearly returns, making the regression less valid. 

Furthermore, when using stock returns, even though we are using total return indexes, the returns are 

affected by share issues and M&A activity, as observed in Figure 2 in the Company introduction, see section 

4.2. These factors clearly disrupt the calculation of beta when using yearly returns. This is also why five 

years yearly excess returns yield very high betas, and is not comparable to the Company risk profile. 

Regression betas are products of historical returns which we believe to be a good method of estimating 

company beta, but we observe some noise in the regressions when using ten year returns. As seen 

previously in the thesis, Opera has changed drastically during its life and investments, disinvestments or 

changed leverage is all factors affecting the equity beta and should be accounted for. Thus, we are more 

comfortable using five year returns instead of ten. 

We also test for auto correlation in the residuals using a Durbin-Watson test. This means we test if returns 

are affected by the lagged version of itself, namely if yesterday’s return affect todays return. All of the 

regressed betas with five year daily returns have negative auto correlation which will underestimate the 

variance and level of statistical significance, and therefore the estimate is ineffective and excluded. More 

can be seen in Appendix 21. 

10 Years 5 years 10 Years 5 years 10 Years 5 years 10 Years 5 years 10 Years 5 years 10 Years 5 years 10 Years 5 years 10 Years 5 years
MSCI W 0.82 0.99 0.93 0.91 0.33 0.92 -0.39 1.98 MSCI W 2.09 2.12 2.03 2.08 2.07 2.28 1.58 3.29
MSCI AW 0.85 1.03 0.93 0.93 0.36 0.93 -0.41 1.73 MSCI AW 2.09 2.12 2.02 2.08 2.08 2.27 1.59 3.27
MSCI EUR 0.68 0.74 0.71 0.72 0.29 0.74 -0.40 1.20 MSCI EUR 2.06 2.12 2.03 2.07 2.06 2.21 1.65 3.44
S&P 500 0.45 0.68 0.85 0.85 0.29 0.96 -0.29 3.93 S&P 500 2.10 2.14 2.05 2.11 2.07 2.32 1.57 2.99
OSEBX 0.71 0.96 0.73 0.95 0.46 0.97 -0.39 0.56 OSEBX 2.05 2.13 2.05 2.07 2.10 2.19 1.52 3.15

Obs. 2570 1267 514 255 118 59 9 5
Source:  Authors' own compilation / DataStream
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This leaves us with five year returns either monthly or weekly, and looking at the variables they seem quite 

similar with the exception of S&P 500 as market proxy. An argument in favor of using weekly data is that 

the amount of data points doubles and may be more reliable, as seen above. On the other hand, monthly 

data is less affected by non-trading days. We are under the impression that Opera is frequently traded, and 

during 2016 there has only been two days without trades due to the possible acquisition from Golden Brick 

Silk Road Equity Investment. We are comfortable using five year weekly returns. 

CAPM assumes that beta is relatively constant, both historically and going forward, and in order to verify 

this we calculate a two year rolling beta for the different markets using five year weekly market returns. 

Figure 49: Two-year rolling beta with five year excess return 

 

It is evident that MSCI W and MSCI AW track each other almost perfectly, which is because the only 

difference between them is the presence of emerging markets in MSCI AW. S&P 500 is the proxy with the 

least good fit, which is surprising because it is an often used proxy for Ad Tech companies. Analyzing the 

standard deviation, we see a clear difference between the more “American” markets and “European”, and 

OSEBX seems to be the market with the most stable beta. Opera is listed on OSEBX, and a common pitfall of 

beta regression is to use a market which is highly dependent on the company analyzed. OSEBX is comprised 

of 57 companies, which can be seen in Appendix 22, and is revised twice a year in December and June. 

Opera has a weight of trivial 0.72% on the index and the regressed beta is assumed unaffected. 

The best market proxy should be a well-diversified portfolio which reflects the possibilities for the 

company´s marginal investor (Damodaran, 2006, p. 49). Investigation of the five largest shareholders, as 

seen in Appendix 2, is believed to be an adequate representation of the marginal investor. As seen, the 

marginal investor is mostly financially engaged towards the Norwegian market, or at least the Nordics. 

Because of this, in complementary to the fact that the evidence suggests that the most stable beta 

estimate is regressed against OSEBX, we are comfortable using a five year weekly excess return on OSEBX. 

Even though the beta is the least volatile, we observe a rolling two year beta in the range between 1.2 and 

0.55. This needs to be investigated further through a beta break-down. 

Source:  Authors' own compilation / DataStream
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 𝛽𝛽𝜏𝜏𝐸𝐸 =
𝐶𝐶𝑅𝑅𝑉𝑉𝜏𝜏(𝑅𝑅𝐸𝐸,𝑅𝑅𝑀𝑀)
𝑉𝑉𝑉𝑉𝐸𝐸𝜏𝜏(𝑅𝑅𝑀𝑀) =

𝐶𝐶𝑜𝑜𝐸𝐸𝐸𝐸(𝑅𝑅𝐸𝐸𝜏𝜏,𝑅𝑅𝑀𝑀𝜏𝜏)𝜎𝜎𝑅𝑅𝐸𝐸𝜏𝜏𝜎𝜎𝑅𝑅𝑀𝑀𝜏𝜏

𝜎𝜎𝑅𝑅𝑀𝑀𝜏𝜏
2 =

𝜎𝜎𝑅𝑅𝐸𝐸𝜏𝜏
𝜎𝜎𝑅𝑅𝑀𝑀𝜏𝜏

𝐶𝐶𝑜𝑜𝐸𝐸𝐸𝐸(𝑅𝑅𝐸𝐸𝜏𝜏,𝑅𝑅𝑀𝑀𝜏𝜏) 10.6 

Figure 50: Beta break-down of two-year weekly excess return on OSEBX 

 

Looking at the beta break-down it seems like the correlation between OSEBX and Opera is more constant 

than the standard deviation ratio. This means that the relationship between the volatility in Opera and the 

volatility in OSEBX changes more than how they vary with respect to each other. The increased ratio implies 

that Opera is becoming more volatile and therefore more risky, relatively. 

The standard deviation ratio average is at 2.35 which indicate that Opera is twice as volatile as the market. 

This may also be an indication of an expected beta above one. The correlation between the two is relatively 

stable with an average of 0.4, which might seem a bit low. This means that Opera moves in the same 

direction as the market, but not as much as the market, which indicates less risk than the market. When 

looking at Opera in the big picture we have some reservations believing that Opera should be traded at a 

beta below the market, due to the risk in the industry and therefore we investigate the development in the 

rolling beta. 

From July 2013 to February 2014, beta declines from 0.92 to 0.55. The explanation is the lower correlation 

between Opera and the market, which means that the stock is relatively more out of synchronization with 

the market than before. It is important to remember that the rolling beta is lagged two years, meaning that 

movement in the market two years ago influence todays beta. The lower correlation is due to Opera´s 2013 

record year. During the first quarters of 2013, Opera delivered strong results, giving traction to an already 

growing stock price. On the other hand, OSEBX delivered as usual and in line with the world market. Two 

special cases had an important impact on the stock price; after the acquisition of Skyfire, Opera 

immediately entered an agreement with Telenor and there were rumors that Opera was a potential target 

for acquisition. Meanwhile, we observe an increasing standard deviation ratio, which means Opera is 

becoming relatively more volatile and the apparent lower risk when looking at the beta was disguised, only 

Source:  Authors' own compilation / DataStream
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because there was a lower “connection” between Opera´s stock movement and the market. After Opera´s 

stock boom cooled down, after 2013, we observe beta values reverting to more “normal” levels. 

However, in October 2014, the rolling beta again drops. This time it can be explained with the standard 

deviation ratio declining because of the decreased volatility in the Opera stock price and at the same time 

an increase in OSEBX volatility. The increased volatility at OSEBX is a direct response to the increased 

uncertainty in the oil price. Especially for a stock index like OSEBX, which is highly dependent on oil prices, a 

decrease of this magnitude in a commodity price has significant effect.  Even though the OSEBX did not 

decline to the levels expected because of for example Statoil weighting 16% of the index, the uncertainty 

and standard deviation definitely increased, as seen in Appendix 23. Opera does not have any significant 

exposure towards the oil price, and did not experience the same effect as the market in general. Opera fell 

43% on the 15th of February 2015, which alone have a big impact on the volatility going forward. 

We have seen that the rolling beta does fluctuate, and even though we have tried to explain the different 

movements, these are not outliers but actual market movements. Therefore we want to investigate 

whether there are any structurally different betas. We use the statistical test proposed by Chow [1960], 

where we investigate whether subsets of coefficients in two regressions are equal. We divide the five year 

weekly returns into two subsets, and based on the discussion above, we argue this to be from 29.03.2011-

30.07.2013 and 06.08.2013-09.02.2016. The null hypothesis is that the data depicts structural stability, i.e. 

equal beta in the two periods. 

The test reveals that there is in fact structural stability, meaning we cannot reject the null hypothesis, as 

seen in Appendix 24. This is in line with CAPM and indicates that a regressed five year beta with the OSEBX 

as market proxy is a good description of Opera´s beta at 0.95. A beta below one indicates that there is less 

risk in Opera than the market, meaning that the cost of equity is below market return. We have some 

reservations in believing 𝛽𝛽𝐸𝐸 = 0.95, and we have therefore included an analysis of a bottom-up beta. 

10.2.1.2 Bottom-Up Beta 
In addition to the regressed beta above we have conducted a bottom-up beta analysis based on the 

approach presented by Damodaran [2006]. Even though Damodaran suggest that a bottom-up approach 

may be better than a regressed beta, we have found it to be a complementary analysis rather than 

standalone. The rationale behind the choice of using another approach is rooted in a regressed beta below 

one. The explanation for a beta below one might be that there is little risk associated with Opera, or the 

fact that Opera has changed their business during the recent years, which may induce some noise. 
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When using the bottom-up approach we use beta values for industry participants in order to deduce a beta 

for Opera. Even though each beta for industry participants are calculated using a regression, the standard 

error of the estimate should decline since we are using more betas and averages (Damodaran, 2006, p. 54). 

We have regressed betas for the selected peers, described in section 4.5.110, with each local index as 

market proxy and the local interest rate. We have used five year weekly excess returns and three month 

interbank rates, as we did with Opera in section 10.2.1.1. The regressed betas are levered betas, and need 

to be unlevered in order to be comparable with Opera´s financial structure, see Appendix 25. 

Further, each unlevered beta has been adjusted for any cash holdings the company may have. This is 

because cash have a beta equivalent to zero, and may affect the regressed beta if the company has any 

substantial cash positions. Since the industry is characterized by high M&A activity we believe this to be 

important as many companies may carry cash to finance M&A. 

The adjusted beta is then averaged and re-leveraged with Opera´s financial structure, which yields 𝛽𝛽𝐸𝐸 =

1.73, clearly higher than the regressed beta in the previous section. 

The final beta equity estimate to be used in the calculation of company premium is an average of the two 

estimates. We do believe OSEBX to be a good market proxy and believe in the theory of CAPM, but in this 

situation we are under the impression that the risk is underestimated, i.e. there is more unsystematic risk. 

If we therefore incorporate the bottom-up beta, we believe to capture more of the operational risk, 

resulting in an equity beta of 1.34 for Opera. 

10.2.2 Beta Debt 
In order calculate the risk associated with the debt in Opera, we will estimate 𝛽𝛽𝐷𝐷. A normal assumption in 

equity valuation is to assign debt a beta equal to zero. This implies however, that owners of debt should not 

require more than the risk-free rate, and this is not always true. The ideal scenario would be to use the 

company’s own bonds (Damodaran, 2006, p. 65), but Opera does not have any outstanding bonds traded 

publicly. The method used is therefore a synthetic rating, where we play the role of a rating agency 

(Damodaran, 2006, p.65). The two most renowned rating agencies are Standard & Poor’s and Moody’s, 

where we have used the same methodology as Moody’s as explained in their publicly available Rating 

Methodology – Business and Consumer Service Industry [2014]. The reasoning behind the choice of 

industry is because this is where most of the selected peers, that are rated, reside. 

10 Except for Millennial Media and AOL since they are delisted. Oniva Online Group & Blinkx due to lack of data. 
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The synthetic rating assesses five different weighted factors; scale, business profile, profitability, leverage & 

coverage and financial policy. We apply Moody’s generic credit rating grid, as seen in Appendix 28. 

Scale, profitability and leverage & coverage are based on historical accounting numbers, and therefore 

more static and requires less discussion. Business profile is divided into two sub-categories; demand 

characteristics and competitive profile. Demand characteristics is decided from the stability of demand, 

differentiation of the product offered compared to competitors, and the importance of the product to 

consumers. Competitive profile is decided with the range of products offered, i.e. diversified segments or 

not, nature of competition and market share. The financial policy is vaguer than the other factors and rests 

on capital structure, history of prior actions, adherence to commitment, M&A activity, and more. 

Our credit analysis based on Moody’s framework assigns Opera the grade B2, the second lowest of the 

bonds categorized as speculative and are subject to high credit risk (Moody’s, 2016, p. 6). The B2 rating is 

below investment grade, and therefore the debt can be characterized as high yield, and therefore we have 

chosen Barclays Global High Yield Bond [Y13520] as our debt proxy. This fund invests in below investment 

grade bonds globally. 

The regression uses the same premises as in section 10.2.1.1, and we use a rolling beta of two years, as 

seen in Figure 51. We observe a relatively stable beta around 0.15, which we believe to be an appropriate 

estimate of 𝛽𝛽𝐷𝐷. 

Figure 51: Two year rolling beta debt on OSEBX 

 

10.2.3 Market Risk Premium  
The last input in order to calculate the company-specific cost of capital, 𝜌𝜌𝑅𝑅𝑃𝑃𝐹𝐹 , is the market risk premium 

(MRP),𝜌𝜌𝑅𝑅𝑃𝑃𝑀𝑀. The MRP is in essence the extra return an investor requires in order to sustain risk compared 

to zero beta investments, and should be a function of investors risk aversion and the riskiness of the 

average-risk investment (Damodaran, 2006, pp. 37-38). It is common to assume that investors are rational 

and risk averse, which means they would always choose the investments yielding the highest return given 

equal standard deviation (risk). The degree of risk aversion is different for each investor and may be 

Source:  Authors' own compilation / DataStream
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affected by multiple factors and the riskiness of the average investment is based on investors’ dynamic 

perception. Consequently, each investor has different risk aversion and different perception of the 

perceived riskiness of an investment and therefore different MRP. The estimated MRP is an attempt to 

make a value weighted average risk premium of all investors (Damodaran, 2006, p. 38). 

There are traditionally two approaches in estimation of MRP; ex-post and ex-ante approach (Petersen & 

Plenborg, 2012, p. 263). As described in section 10.1, this thesis will use non-static interest rates in the 

calculation of risk-adjustments of future residual earnings. This however has no impact on the MRP 

because of a change in the risk-free rate should be reflected in a higher expected market return. The 

following sections will present three different ways of estimating MRP, both using ex-post and ex-ante. 

10.2.3.1 Historical Market Risk Premium 
The ex-post approach is based on the assumption that historical market returns subtracted the historical 

risk-free rate is a valid estimation for future MRP, and therefore assumes that the industry has a mean 

reversion to a long-run level. There are several alternatives when estimating the historical MRP. 

The return depends on the chosen market or index, and should reflect the overall return on all stocks 

(Damodaran, 2016, p. 32). When calculating beta we used OSEBX as market portfolio because we found it 

to best describe Opera´s risk compared to the different indexes analyzed and most in line with CAPM. 

However, we chose to incorporate another approach in order to make a clear representation of how Opera 

behaves compared to the market. In our opinion, OSEBX does not qualify as the market which reflects 

return on all stocks. In addition OSEBX has limited history, which makes it less reliable, explained further 

below. In theory, the returns should be calculated from the broadest index of stocks which is both market-

weighted and free of survivorship bias (Damodaran, 2016, p.32). We believe S&P500 to be the best, mostly 

due to the long history and the relative maturity of the market. 

A long horizon reduces the estimate´s standard error and therefore increases the validity of the estimate, 

relative to a short horizon. On the other hand, it requires an assumption that market returns are less 

dynamic. An argument in favor of choosing a short horizon is to reflect and incorporate the possibility that 

market returns does in fact change. Lastly, the estimation needs to consider the difference between 

arithmetic and geometric mean. We observe a significant difference between the two methods, as seen in 

Appendix 26. The arithmetic method is better if we were to estimate the expected market risk one period 

ahead, but since we want to estimate for several years ahead there are more arguments in favor of the 

geometric mean (Damodaran, 2016, p. 33). The reason is the impact of negatively correlated returns 

historically, which will overestimate the risk if we use arithmetic mean, observed in the data. 
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Figure 46 in section 10.1 shows an upward curve of yield to maturities which means that if we compute risk 

premium on short-term bonds we would get a higher risk premium compared to long-term. Damodaran 

[2016] suggests that a ten-year bond would serve well, and in order to achieve consistency in the interest 

rates used to compute the MRP and expected returns, we use the historical zero coupon rates provided by 

FED. However, we do not have enough available information for 10-year bond rates, and therefore use 7-

year zero-coupon rates. 

Based on the above-mentioned arguments, we have chosen to use yearly risk premiums on S&P (1963-

2016), with a geometric mean. The historical approach yields an MRP of 3.8%. We believe this might be a 

bit low, and if we observe the development of the MRP in terms of shortening the time horizon, we see 

that there is an increase which might indicate that the marked has changed during the last historical 

period11. 

10.2.3.2 Implied Market Risk Premium 

In contrast to the historical MRP estimation we calculate the MRP using an ex-ante approach on implied 

expected returns on S&P 500. Using this approach we effectively incorporate market beliefs and assume 

that stocks are priced correctly, at least at an aggregate level. We estimate the expected cash flows to an 

investor when buying stocks in order to calculate the internal rate of return, and then subtract the long-run 

risk-free rate which we have calculated in section 10.1. 

Cash flows to stockholders are usually not pre-determined, and we have estimated it as the expected cash 

yield on the index. We define the cash yield as the combined yield for both dividends and stock buybacks, 

which on average have been 4.83% during 2009-2015, as seen in Appendix 27. Earnings growth is expected 

to follow analysts’ forecasts and obtained from S&P 500 earnings releases. Unfortunately, we have only 

been able to obtain two years bottom-up forecasts12 which are believed to be more upward biased than 

top-down forecasts. After two years we apply a fade towards the long-run interest rate, which is put in 

place after five years, as proposed by Damodaran [2016]. Solving for the expected return we obtain an 

implied MRP of 6.9%. 

11 Except for 2005-2015, due to the financial crisis of 2008-2011 
12 Bottom-up forecasts are estimates based on all industry participants, and not at an aggregated level 
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10.2.3.3 Survey 
The second ex-ante approach widely used in determining MRP is to survey investors or managers with the 

intent of finding out what they require as a premium for investing in equity. As mentioned, we see the S&P 

500 as a valid proxy for the entire market. 

Koller et al. believes the premium to vary continuously between 4.5-5.5% at the time of writing for their 

book (Koller et al., 2010, p. 242). According to Graham and Harvey the average equity risk premium from 

surveys of U.S. CFOs is estimated to be 4.51% (Graham & Harvey, 2015, p. 4). This is the current 10-year risk 

premium, defined as the expected 10-year S&P return relative to a 10-year U.S. Treasury bond yield. 

PWC and The Norwegian Society of Financial Analysts (NFF) conduct a yearly survey on the MRP in Norway 

and finds that the median is 5% in the Norwegian market. This is based on the Norwegian market solely, 

and is therefore not seen as a valid measure alone for the MRP for the entire market in total. Fernandez’ 

(2015, p. 3) survey on MRP based on data from 41 countries and argues that the U.S. market and the 

Norwegian market have the same MRP. He finds that the average MRP used in both The U.S. and Norway 

was 5% in 2015. 

As a result, on the back of the above-mentioned surveys regarding the MRP, we conclude that this method 

generates an equity risk premium of 4.76%. This is based on an average of all of the surveys, not including 

Koller et al., as we believe this to be outdated, being estimated nearly six years ago. 

We have chosen to use a simple average between the three estimated MRP’s. The reason for this is that we 

believe this brings us closer to the actual MRP, since MRP are in fact highly uncertain (Penman, 2013, p. 

108). We believe MRP depicts mean reversion, but at the same time we believe that the markets are 

correct more often than not at an aggregate level. This means we use a market risk premium of 5.15%. 

10.2.4 Company-Specific Risk Premium 
After the estimation of the two different betas, we can estimate the total beta for the Company: 

𝛽𝛽𝐹𝐹 =
𝐸𝐸𝑡𝑡
𝑉𝑉𝑡𝑡
𝛽𝛽𝐸𝐸 +

𝐷𝐷𝑡𝑡
𝑉𝑉𝑡𝑡
𝛽𝛽𝐷𝐷 ⇒ 𝛽𝛽𝐹𝐹 = 0.79 ∗ 1.34 + 0.21 ∗ 0.15 = 1.09 

And if we apply this to the estimated MRP: 

𝜌𝜌𝑅𝑅𝑃𝑃𝐹𝐹 = 1.11 ∗ 5.15% = 5.61% 

Thus, Opera’s company-specific risk premium is estimated to be 5.6%.  
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10.3 Estimation of Risk-Adjustments for CCAPM 
Following the explanation in section 5.2.2, we apply the CCAPM-model in order to enlighten the problems 

or limitations with the risk-adjustments made in standard valuation methods. The main difference is the 

risk-adjustment made in the numerator instead of the denominator, and that the residual operating 

incomes are then time-adjusted with the time varying risk-free rate, as estimated in section 10.1, in the 

denominator. 

The formulas used in the estimation are described in the theory, see section 5.2.2, and the associated 

calculations can be found in Appendix 19. Data in Panel B is estimated using data from NIPA tables, while 

data in Panel A is based on numbers extracted from COMPUSTAT, in consistency with numbers used in the 

quantitative industry analysis in section 7.2. The third column in Panel A shows the one-year Treasury yield 

on February 9th in each respective year retrieved from the FED database, converted to discrete interest 

rates. The one-year Treasury yield code used is #SVENY01. 

The risk aversion parameter, 𝛾𝛾, is assumed equal to 2 as mentioned in section 5.2.2, in line with the 

suggested assumptions by Bach and Christensen [2015]. When estimating the first-order autoregressive 

equation, the required persistence, (𝜔𝜔), and the long-run level, (𝛼𝛼), with respect to ReOIR equals the values 

estimated in the quantitative industry analysis, see section 7.2.7. The persistence was estimated to 0.34 

while the long-run level is 6.45%. 

The estimation of the first-order autoregressive equation is then estimated and the contemporaneous 

covariance between the ReOIR and consumption index, 𝜎𝜎𝑟𝑟𝑟𝑟 , can be calculated as the simple historical 

covariance between the two time series of innovations, 𝜀𝜀 and 𝛿𝛿. This gives us an industry-specific risk-

adjustment of 0.42% which is used in the risk-adjustment of ReOIR at every valuation date, as explained in 

section 5.2.2. 

The industry-specific risk-adjustment of 0.42% is in line with our expectations, with respect to the fact that 

it is positive. This means that Opera’s ReOIR has positive covariance with consumption. That is, when 

consumption in general increases, so does Opera’s earnings, which makes sense. An example is the Mobile 

Advertising business, which will increase when consumption in general increase. Opera operates mainly in 

the premium mobile advertising business, and it makes sense that advertisers and publishers will spend 

more on advertising in times with increasing consumption. If the risk-adjustment was negative, it would 

mean that Opera’s ReOIR would have negative covariance with the consumption even though beta is 

positive. This would have implied that Opera would have seen a decrease in the demand for their products 

and services if consumption was to increase, which does not make sense.  
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11. Valuation 
The value of Opera is determined with two fundamental valuation approaches, both of which are derived 

from the Residual Earnings model, in addition to a relative valuation. The valuations are based on the 

forecast assumptions seen in Appendix 18 and the theoretical frameworks presented in section 5.2. 

11.1 APV Approach 
As mentioned, the APV approach adjusts for risk in the denominator using the estimated beta of 1.09 and 

market risk premium of 5.15%, which gives a company-specific risk premium of 5.6%. 

The estimated value of operations using the Gordon Growth formula yields USD 977m, and adjusted for net 

interest bearing debt including the estimated option overhang, indicates an equity value of USD 614m or a 

value per share of NOK 34.5. Comparing the estimated equity value to market capitalization at valuation 

date, this implies a market pricing error of 41%, which means Opera is overvalued by the market. 

Figure 52: Valuation of Opera – Gordon Growth 

 

Using the other terminal value calculation approach, the market-to-Operating Income (MOI), we estimate 

an equity value of USD 759m, which indicates a value per share of NOK 42.7, which also means that the 

market have overestimated the value of Opera with 14% compared to our estimates. 

Figure 53: Valuation of Opera – Market-to-Operating Income (MOI) 

 

PV - Explicit Forecast 48
PV - Fade Period 187
PV - Continuing Value 18
PV - Residual Operating Income 253
Net Operating Assets 724
Value of Operations 977
Net Interest Bearing Debt 354
Option Overhang 9
Value of Equity 614
Number of shares, m 146
Value per share 4.2
NOK/USD 8.2
Estimated price per share (NOK) as of February 9th 34.5
Market Price(NOK) as of 09.02.2016 48.8

Source: Authors' own compilation Market pricing errors 41%
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The reason why the two estimates differ is because of the terminal value. In the Gordon Growth model we 

have estimated a long-run growth of 3%, which we believe is in line with macroeconomic theory. However, 

the market assesses the terminal growth to be higher and therefore the estimated value using the MOI 

multiple is higher. Appendix 29 depicts this effect even more clearly, where we have introduced the 

multiple in year 2033 instead of 2055. This yields a value per share of NOK 64.7, which is substantially 

higher than the above-mentioned method. The Gordon Growth requires stable growth, asset turnover, 

profit margin and cost of capital, which does not happen before 2055, where the term structure assumes to 

be flat. The multiple approach however does not have the same restrictions, and is not affected by the 

interest term structure. 

Given the assumptions, we have more faith in the estimated equity value using the Gordon Growth formula 

than the multiple approach. When introducing the multiple approach we are effectively using a relative 

valuation, rather than fundamental. This might be a dangerous mix of relative and fundamental value, 

which yields a relative value rather than an intrinsic (Damodaran, 2006, p.144). 

11.2 CCAPM Approach 
The consumption based risk-adjustment is done in the numerator with the estimated contemporaneous 

covariance of 0.42% and the persistence in ReOIR is 0.34. The valuation conducted in the CCAPM approach 

is based on the same forecasts as the APV approach. 

Figure 54: Valuation Opera – Consumption Based CAPM 

 

Numbers in mUSD 2015 E2016 E2017 E2018 E2019 E2020 E2021 E2022 E2023 E2024 E2025 E2026 E2027 E2028
Operating Income 9 22 40 60 82 108
NOA 724 699 693 679 655 640
Forward rate 0.6% 1.0% 1.3% 1.6% 1.9% 2.1%
Res. OI 18 33 51 71 95

Et[ROIRt,t+r] 0.0253 0.0475 0.0751 0.1089 0.1492 0.0930 0.0741 0.0677 0.0656 0.0649 0.0646 0.0645 0.0645
Cov(ROIRt,t+r,cit+r) 0.0042 0.0056 0.0061 0.0062 0.0063 0.0063 0.0063 0.0063 0.0063 0.0063 0.0063 0.0063 0.0063
Risk adj. ROIR 0.0211 0.0419 0.0691 0.1026 0.1429 0.0866 0.0677 0.0614 0.0593 0.0586 0.0583 0.0582 0.0582
Zero-coupon rate 0.0064 0.0081 0.0098 0.0113 0.0128 0.0141 0.0154 0.0165 0.0175 0.0185 0.0194 0.0202 0.0210
PV Risk adj. ROIR 0.0210 0.0412 0.0671 0.0981 0.1341 0.0796 0.0609 0.0539 0.0507 0.0487 0.0472 0.0458 0.0444

Valuation summary
PV - Explicit Forecast 0.4
PV - Fade Period 0.4
PV - Continuing Value 0.3
Value-to-book premium 1.1
Net Operating Assets 724
Value of operations 1515
Net Interest Bearing Debt 354
Option Overhang 9
Common Shareholder Equity 1151
Number of shares, m 146
Value per share 7.9
NOK/USD 8.2
Estimated price per share (NOK) as of February 9th 64.8
Market Price(NOK) as of 09.02.2016 48.8

Source: Authors' own compilation Market pricing errors -25%
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After the explicit forecast period we have faded ReOIR towards the long-run level of 6.45%. The long-run 

level is reached in 2028, which also is where the risk-adjustments become constant. Therefore have we 

introduced the terminal value growth of negative 10% as proposed by Bach & Christensen [2015] which 

follows the Gordon Growth formula after 2055, when the risk-free rate is assumed to be constant as well. A 

discussion of the negative growth in this model is presented in the discussion, see section 13. The method 

yields a value of operations to USD 1,515m which implies a value per share of NOK 64.8, indicating that the 

market is undervaluing Opera by 25%. 

11.3 Relative Valuation 
The purpose of the relative valuation is to supplement the ReOI- and ReOIR-model applied, in order to work 

as both a sanity check as well as a discussion forum. The ReOI with APV and ReOIR with CCAPM are both 

present value based valuations, while this relative valuation will determine the value of Opera based on the 

market capitalization of other comparable companies. With respect to the sanity check, it is very seldom 

the case that multiples yield value estimates that are equivalent with the present value approaches 

(Plenborg & Petersen, 2012, p. 226). But still, it will supplement the present value approaches and shed 

further light upon the valuation of Opera. 

Among researchers, there are different opinions regarding whether to use median or averages in a relative 

valuation. Some say harmonic mean generates more accurate value estimates than multiples based on 

mean, median and a value-weighted average (Plenborg & Petersen, 2012, p. 234). Damodaran on the other 

hand argue that the median value is much more representative of the typical company and any 

comparisons should be made to medians instead of averages (Damodaran, 2006, p. 241). We have chosen 

to do the latter and focus on medians, as this avoids the impact of extreme multiples, and the latter is likely 

to occur in a volatile industry like Opera’s. 

11.3.1 Choice of multiples 
First and foremost we have decided not to focus on equity-based multiples such as P/E and P/B as it would 

have been inconsistent with our focus on operations, as mentioned in section 7.2.6. Furthermore, P/E 

requires that the companies have positive net income, which is not the case for Opera as well as many 

industry participants over the past few years. P/E is also distorted by a company’s capital structure and 

non-operating gains and losses. Analyzing multiples based on book value is not appropriate in the Ad Tech 

industry, as highlighted in the financial analysis in section 7. 

Multiples based on enterprise value are proven to be more applicable, and we put most weight to the 

EV/EBITDA and EV/Sales-multiples. As mentioned earlier, the EBIT-margin was included as an alternative 
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proxy for profitability when defining the SARD-peers, as Damodaran [2006] argues that it is a significant 

determinant of the EV/Sales multiple. EV/Sales are also useful when earnings are volatile and not 

necessarily representative for long-term operational potential, and hence we assess this multiple as highly 

relevant when computing the relative valuation of Opera. 

EV/EBIT will be presented together with EV/EBITDA, but we will put most weight on the latter. Damodaran 

argue that the multiple making the most sense for the sector should be used, given how value is measured 

and created, and what the company is focusing on when reporting on their results. For nearly all purposes, 

EV/EBITDA also leads to a better enterprise value multiple compared to EBIT (McKinsey, 2010, p. 318). This 

is also what most of equity researchers covering Opera focus on, in addition to the fact that Opera always 

focus on EBITDA when presenting their quarterly earnings, and most recently also started to guide on 

EBITDA going forward. 

With respect to predictions about future share value of Opera, we will put more weight to the forward-

looking multiples, as empirical evidence show that these are more accurate predictors of value than the 

historical ones (McKinsey, 2010, p. 321). 

There are also some sector-specific multiples and an example of this could be price to users in the Ad Tech 

industry. This could give an indication on the value of Opera based on the number of users they have, 

compared to other similar companies. We have decided not to incorporate these multiples, but users are of 

course an important part of this thesis in general, for example in Porter’s Five Forces and VRIO in section 

6.2 and 6.3 respectively. The main reason for our choice is difficulties in obtaining reliable user estimates 

for comparable companies and Opera. 

11.3.2 EV/EBIT, EV/EBITDA and EV/Sales 
In Figure 55 we show that according to our estimates, Opera is trading at a lower historical EV/EBITDA than 

median SARD-peers, and a much higher EV/EBIT both historic and forward. In our opinion EV/EBIT is not 

optimal when looking at the relative performance of Opera against the SARD-peers, as the latter includes 

two oil companies. The oil industry was in its deepest downturn since the 1990’s, if not earlier, during 2015, 

which makes EV/EBIT-multiples not very useful, because of the effect this has had on depreciations and 

enterprise value. Furthermore, many of these companies reported negative operational earnings (EBIT) in a 

challenging 2015, resulting in few observations. 
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Analyzing the historical EV/EBITDA, we see that Opera is trading in line with peers, undervalued by 5%. At 

12 month forward EV/EBITDA, Opera is overvalued by 16%. Forward EV/Sales shows that Opera is 

undervalued by 19%, which might signal that future prospects are unattractive for the Company. A higher 

EV/Sales would mean that investors are expecting Opera’s future sales to increase significantly, and since 

this is not the case, this is in line with our own thoughts as we argue of a sales growth going forward not as 

impressive as it has been historically. 

 

Figure 55: Trading multiples for Opera and SARD-peers 

 

 

This means that across multiples, historically estimated numbers and forward-looking estimations seem to 

be somewhat inconsistent in terms of Opera being under- or overvalued. To get a more detailed picture of 

the development with respect to expectations among investors we look at the development in the 

historical forecasted consensus EV/EBITDA for Opera. 

Opera’s multiple based on consensus expectations has seen a contraction and seems to suggest that 

investors attribute little confidence in Opera’s ability to deliver growth in line with current estimates for the 

next few years. Consensus 12 month forward EV/EBITDA estimate for Opera is 10.1x on February 9th 2015, 

and at the date of valuation it is 7.8x.13 This can also be explained by the fact that the Company structure is 

perhaps seen as complex and not offering enough synergies across its business units than initially 

envisioned, when Opera entered the mobile advertising space. Other explanations can be what we 

revealed in the STEEPLE-analysis in section 6.1. The loss of trust in Opera’s management has severely 

affected the relationship with the investors. 

13 Estimated using EV and 12 month forward EBITDA based on weekly data from DataStream 

Source: Authors' own compilation / DataStream / Company Data
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By multiplying our estimated EBITDA14 for Opera in 2016 with the forward consensus estimate for 

EV/EBITDA for the SARD-peers, we estimate a value per share of NOK 25.9, as shown in Appendix 30. This is 

8.6 NOK and 38.8 NOK below the share value in the ReOI (Gordon Growth) and ReOIR valuations, at NOK 

34.5 and NOK 64.7 respectively. 

11.3.3 Applying Acquisition Multiples on the Back of Strategic Review 
In this section we apply an acquisition premium on the Mobile Advertising business, due to the ongoing 

strategic review, as mentioned in section 4.5.1.3. This is done in addition to the estimation of a value per 

share in a trading scenario. The Consumer and Tech Licensing business are valued at a trading EV/EBITDA in 

both scenarios. The acquisition scenario is based on the EV/Sales transaction multiple, and is only applied 

on the Mobile Advertising business in 2015. However, in the trading scenario all businesses are valued with 

EV/EBITDA. The Ad Tech peers, other diversified peers and transactions can be seen in Appendix 4. 

This provides us with two estimates of the share price of Opera; on a going concern basis and in an 

acquisition scenario, seen in Appendix 31. Both scenarios indicate that Opera is trading too low. As 

mentioned in section 11.3.2, investors seemed to have little confidence in the Company’s ability to deliver 

growth in line with current estimates for the next years. Our valuation suggests a value per share of NOK 59 

based on forward EV/EBITDA in the trading scenario. The second valuation scenario, the acquisition 

scenario, suggests a higher equity value of NOK 92. 

The acquisition scenario is based on the 2015 sales since the sample of transactions in the Ad Tech space 

since 2014 is based on 2015 revenues. The estimated equity value of NOK 92 implies a premium of 89% 

compared to the value per share of NOK 48.8. In the trading scenario, the equity value of NOK 59 implies a 

premium of approximately 21%. These estimated values are well above market capitalization, but we think 

there are some obvious reasons to why this is the case. The most obvious is investors’ lack of confidence in 

Opera’s ability to deliver what is promised, and maybe even skepticism towards whether the strategic 

review will result in an actual transaction. It is important to keep in mind that the share value of Opera had 

been declining considerably lately, on the back of two profit warnings during six months. As an example of 

the recent share price plummet; Opera was trading at a price of more than NOK 70 in late July 2015. 

11.4 Valuation Summary 
The different valuation methods yields nine different value estimates in the range NOK 25.9 – NOK 92 and 

can be seen in Figure 56. Using the fundamental valuation methods, namely the ReOI and ReOIR, we have 

14 EBITDA = Operating Income (After Tax) + Avg. Depreciation + Avg. Tax 
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estimated a value per share between NOK 34.5 and NOK 64.8. We do not highly emphasize the method 

with MOI, as we believe this to be a dangerous mix between multiple and fundamental value. However, we 

recognize the fact that our CCAPM estimate is close to the APV method using MOI introduced in 2033, as 

seen in Appendix 29. We acknowledge that both the standard and untraditional risk-adjustments have their 

limitations, and if we use the relative valuation as a sanity check, namely the SARD-method, we see a clear 

overvaluation by the market, which gives support to our value estimate using the APV method. But looking 

at the forward EV/sales, where Opera is undervalued by 19% compared to SARD-peers, this is more in line 

with our estimate equity value using the CCAPM approach. 

Using industry-specific multiples, we see that Opera is trading at a discount, and therefore shows similar 

tendencies as using the SARD-multiples and our CCAPM estimate. The acquisition scenario yields, not 

surprisingly, the highest value estimate of NOK 92 as this is based upon actual transactions for companies 

similar to the Mobile Advertisement business. It is important to emphasize that these transactions 

multiples are most likely based on synergies between target and acquirer, and not necessarily applicable 

for Opera and a potential acquirer. 

 

Figure 56: Valuation Summary 

  
Source: Authors' own compilation 
For illustration purposes, a +/- 2 NOK bond is added
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12. Sensitivity 
“Valuation is an art, not a science”, is a well-known quote for valuation practitioners. In this section we 

analyze how sensitive the estimated value of Opera’s equity is to changes in financial drivers and risk-

adjustments. 

The equity value is highly sensitive to changes in the company-specific risk parameter which is a product of 

𝛽𝛽𝐹𝐹 and the 𝜌𝜌𝑅𝑅𝑃𝑃𝑀𝑀, as seen in Figure 57. If beta or MRP increases it will negatively affect the equity value due 

to the relatively lower discount factor when using the APV approach. In section 10.2 we estimated the MRP 

to 5.15%, and even though we incorporated three different estimations, the estimate has a high degree of 

uncertainty. Therefore, the choice of MRP might have a larger effect on value than company-specific inputs 

(Damodaran, 2013, p. 5), which proves the sensitivity of this estimate. 

As Penman puts it; “Compound the error in beta and the error in the risk premium and you have a 

considerable problem” (Penman, 2013, p. 108). Through our thorough analysis of Opera’s beta in section 

10.2, we are confident in our estimate but acknowledge the high sensitivity towards the equity value. 

Figure 57: Sensitivity of parameters MRP & Beta (lhs) and Growth & Risk Aversion (rhs) 

 

As mentioned in section 5.2.2, we have chosen a risk aversion parameter equal to 2, due to being 

commonly used as a risk aversion parameter in asset pricing literature (Bach & Christensen, 2015, p. 21). 

The validity of this assumption is increased when observing the low sensitivity to this parameter in Figure 

57. This is one of the reasons why we prefer this approach compared to the standard APV approach, which 

is highly sensitive to MRP. 

After the fade period we have introduced a negative growth rate in the ReOIR-model. This growth rate has 

a counterbalancing effect because the risk-adjustments are downward biased. We will discuss this further 

in our discussion, see section 13. The growth rate is calculated by Bach & Christensen [2015] when 

minimizing valuation errors during 1998-2008 for 10,027 companies. Unfortunately, the calibration of this 

growth rate fall outside the scope of this thesis and we acknowledge that this growth rate might be 

outdated. We believe, because of the currently low interest rate environment that this growth rate might 

be even more negative, which would have resulted in a lower equity value. 

ReOI - GG ReOIR
3.3% 4.3% 5.3% 6.3% 7.3% 1.0 1.5 2.0 2.5 3.0

0.9 85.7 61.0 45.7 35.3 27.7 -20% 57.1 57.9 58.8 59.6 60.5
1 75.5 53.2 39.3 29.9 23.0 -15% 59.2 60.1 61.0 61.9 62.8

1.11 67.9 47.3 34.5 25.8 19.4 -10% 62.8 63.8 64.8 65.8 66.8
1.2 60.1 41.3 29.6 21.6 15.8 -5% 70.8 72.0 73.2 74.4 75.6
1.3 54.1 36.7 25.9 18.5 13.1 0% 104.3 106.5 108.6 110.7 112.8

Source: Authors' own compilation
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The CCAPM makes risk-adjustments to future residual income returns with the contemporaneous 

covariance which is affected by industry ReOIR persistence, and a higher persistence will result in a higher 

risk-adjustment. In Appendix 32 we observe the effect the changed persistence has on equity value, which 

is relatively small compared to the one of the standard APV approach. However, we also observe that long-

run level of ReOIR has a relatively high effect on equity value, even though we only fade towards this in a 

relatively short period before introducing the negative growth. 

Figure 58: Sensitivity of parameters ATO & PM (lhs) and Growth & Firm Specific Risk (rhs) 

 

In section 9.3 we argued that Opera’s ATO would revert to a long-run level lower than the long-run level 

determined in the auto-regression. If we were to believe the long-run level of 1.6, the effect would have 

been an increase of NOK 5.9 per share. In the forecast of PM we argued that long-run level was appropriate 

even though Opera experienced a decline the recent years. If we were wrong and it is in fact a “new era” in 

terms of PM, we observe a value per share substantially lower than the estimated value of NOK 34.5. 

To the right hand side in Figure 58 we observe the effect long-run growth has on the equity value. Not 

surprisingly does a higher growth yield a higher equity value, due to positive residual income going forward. 

If the chosen company-specific risk is assumed correct, we observe that the difference between 3% growth, 

which is in line with Damodaran compared to the one of macroeconomic reports of approximately 4%, does 

not have a substantial impact on equity value. The reason for this is that the residual earnings are relatively 

low, and an increase in growth will not increase equity value to the extent expected. The relative difference 

between the company-specific risk and the risk-free rate is also large, which means that the denominator in 

the Gordon growth model will not be affected to the extent expected. If we expect the market to price 

Opera correctly, and given our assumptions, it would require a growth of 6.4% to obtain zero market 

pricing error, which is twice the chosen growth. This also exemplifies the theory about the upward bias in 

risk-adjustments using the standard APV approach, and that analysts forecasts need ridicules growth rates 

to get close to market values. 

ReOI - GG ReOI - GG
1.2 1.3 1.4 1.5 1.6 3.6% 4.6% 5.6% 6.6% 7.6%

5.4% 11.0 15.2 18.8 21.9 24.7 1.0% 51.8 40.4 31.8 25.4 20.2
6.4% 18.9 23.1 26.7 29.8 32.5 2.0% 56.7 42.8 33.0 25.9 20.3
7.4% 26.8 30.9 34.5 37.7 40.4 3.0% 64.0 46.2 34.5 26.5 20.4
8.4% 34.6 38.8 42.4 45.5 48.3 4.0% 76.4 51.4 36.7 27.3 20.6
9.4% 42.5 46.7 50.3 53.4 56.1 5.0% 103.1 60.1 39.9 28.4 20.7

Source: Authors' own compilation

Firm Specific Risk

Long-run 
Growth

Asset Turnover

Profit 
Margin

  Page 117 of 171 

 



Discussion 

13. Discussion 
The whole thesis is grounded in the idea that the market is correct on an aggregate and long-run basis, 

while it make mistakes in the short-run and on individual instruments. This might be the reason why our 

two different fundamental value approaches indicates market pricing errors of 41% and negative 25%. 

However, in this section we will try to explain the most obvious reasons for any differences in the market 

value and our estimated equity value. 

Comparing our forecasted sales growth with Bloomberg consensus we observe that we have forecasted a 

rather conservative growth of a CAGR of 13% during 2016 – 2019, while consensus is currently at 17%. This 

emphasizes the findings previously mentioned that analysts require high growth rates in order to offset the 

upward bias in the standard risk-adjustments. 

The CCAPM model is as previously mentioned subject to downward bias in the risk-adjustments, and we 

therefore imposed the counterbalancing effect of negative 10% growth. The NIPA tables are constructed 

with a lot of smoothening and averaging, which makes the real covariance between company residuals and 

valuation index to be understated and therefore yields a higher equity value. Another reason for the 

market pricing error is the lack of confidence investors have in Opera, after their untraditional handling of 

profit warnings and stock options. Even though the CCAPM model is not perfect either, we have more faith 

in the estimated equity value of NOK 64.8 resulting from this model. As Christensen and Bach [2015] argue, 

the model relies less on estimated parameters and speculative elements when aggregating residual 

earnings into a valuation. 

The bid of NOK 71 is higher than our trading valuation estimates, but below our acquisition scenario. It is 

10% above our estimate in the going concern CCAPM approach. Our acquisition scenario indicates even 

further upside potential, resulting in an equity value of NOK 92. As mentioned, this is based on synergies 

which we do not necessarily believe to be applicable in Opera’s case. The actual upside potential from the 

NOK 71 bid might be rooted in some of the factors we revealed in the strategic analysis. For example, an 

acquirer might see higher value in Opera’s strong market reach and the fact that the Company is positioned 

as a strong Ad Tech company with a strong portfolio. Other explanations can be that they believe Opera 

Max to be a bigger success in the future; hence they are not as conservative as we are in our estimates. 
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14. Conclusion 
Opera’s current focus is on a well-rounded mobile ecosystem comprising browsers, data compression and 

latterly a mobile advertising offer for consumers, operators, brands and publishers. We have chosen to 

label the industry as an Ad Tech industry. The mobile advertising part of the industry can be divided into a 

premium and non-premium market where Opera resides in the premium segment, and this is what most of 

the analysis focused on. The whole essence of a premium advertisement network is to match premium 

advertisers with premium publishers in order to create an efficient and seamless advertisement experience 

that grabs attention and engages the target audience. The Consumer and Tech Licensing part of the 

industry is important with respect to the increasing amount of data consumed among the world’s 

population. Industry participants can choose to invest more in order to increase network capacity through 

optimizing and tuning the existing networks, or they can choose to develop compression technology and 

make networks more efficient this way. The competition is fierce within this area, even though 

compression technology especially has not seen its biggest breakthrough so far. 

Through the thesis we have compared Opera with different companies. In terms of the more traditional 

competitors we have defined some pure Ad Tech peers, as well as some more diversified peers such as 

Google, Yahoo, and so on. We have also incorporated an alternative approach to the relative valuation 

where we compare Opera with both the mentioned peers and peers selected through sum of absolute rank 

differences (SARD) which yields comparable companies across multiple industries. 

Comparing Opera´s return on net operating assets (RNOA) with the median industry values showed that 

Opera has delivered better returns than the industry median during the period 2010-2013. After 2013 

Opera declined, but this was also seen in industry financials. However, Opera delivers RNOA at 1.8% and 

1.3% for 2014 and 2015 respectively, clearly underperforming the industry at 6.1% and 6.4%. Still, we 

observe that there has been pressure on margins for all peers in 2015. The reason why Ad Tech players 

have lower PM can be attributed to the cost these companies endure to publishers. 

We observed a high degree of fading for all financial value drivers. We believe that the majority of results 

are sensible, with the exception of sales growth. We estimated a long-run sales growth of 21% which we 

believe to be artificially high because of the high M&A activity in the industry and because the industry is 

dominated with high growth or start-up companies. 

Through the STEEPLE framework we saw that economic factors are expected to have a very positive impact, 

but we observe that political and legal, ecological as well as ethical have the possibility to negatively affect 

the industry environment. In addition, the competitive landscape was analyzed and the effect on industry 

profit is negatively affected by the five forces. We observed that the threat of entry, bargaining power of 
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customer and the intensity of rivalry is assessed to be high, while the bargaining power of suppliers are 

neutral. The threat of substitutes on the other hand is assessed to be high to neutral. 

We believe Opera possess two different internal resources and capabilities which are the most likely to be 

of potential competitive advantage; M&A experience and technology. The compression technology is 

assessed to have a long-run competitive advantage, while the others only in the short-run. 

Mobile Advertising is expected further growth going forward, but not to the same degree as the most 

recent years; averaging 15% in the next coming five years. Based on increasing mobile browser 

monetization and Apps & Games providing a more diverse revenue base, we see potential for a solid 

platform for further growth for the Consumer business. Still, we forecast an average of 7% revenue growth 

for the next five years, indicating a conservative future and that we are skeptical towards the fact that 

Opera Max will be a success or not. Based on the recent development we cautiously include low growth 

going forward with respect to Tech Licensing. After the explicit growth period we introduce a combined 

sales growth for the Company at 3%, according to our estimates. 

We believe Opera’s PM to increase from current levels of 1.4% to 10% in 2020, an average of 7% over the 

next five years, before it will fade towards the long-run level at 7.4% with a persistence of 0.43. Opera’s 

ATO is believed to increase from current levels of 0.9 to 1.7 in 2020, before a fade towards the long-run 

level of 1.4 with a persistence of 0.31, lower than the industry long-run level. 

The future residual income is risk-adjusted with two different approaches. Using the Nelson Siegel model 

we estimate an interest rate being constant at the level of 3.0%. The company-specific risk premium is 

estimated to 5.6%. In the CCAPM approach we risk-adjust with the contemporaneous covariance of 0.42 

and a persistence of 0.34. 

As a result from several different approaches to the valuation of Opera, we have estimated a wide range of 

equity values, from NOK 25.9 to NOK 92. We argue that the CCAPM approach yields the most accurate 

estimate, and hence the estimated intrinsic equity value of Opera is NOK 64.8. This implies an upside 

potential for the marginal investor of 25%, compared to market capitalization as of February 9th 2016. 

We observed that the equity value is highly sensitive to changes; especially the standard APV approach is 

sensitive to beta and market risk premium. We also observed that the CCAPM model is less sensitive to 

changes in input factors than the standard APV model. 

Possible explanations for the estimated market pricing errors can be the loss of confidence from investors 

with respect to Opera delivering on what they promise. The cash offer of NOK 71 might indicate that the 

acquirer see higher synergies and are not as conservative as our estimates indicate.  
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15. Thesis in Perspective 
There are numerous ways to value the equity of a company, other than those approaches we have applied 

to value the equity of Opera. Some methods are more subjective than others, which is one of the main 

reasons for our choice of CCAPM in this thesis. We could have applied for instance a LBO-model, but our 

belief is that this would have been even more subjective. 

The explanation behind the forecasts of only three value drivers; sales growth, profit margins and asset 

turnover, is culminated in the focus on residual operating income and its drivers. This also implies that 

there are fewer factors we can adjust with our own subjective opinions, effectively reducing forecasting 

noise and resulting in a more robust estimate. As highlighted, in a perfect world we would have forecasted 

profit margins and asset turnovers also for the different businesses of Opera. However, this is not possible 

due to the lack of information provided by the Company. 

This lack of information is not surprising, as we have written this thesis from an external perspective, and 

therefore the available information is limited. Consequently, some degree of subjectivity will always be 

present, but we are confident that our valuation has a relatively high degree of objectivity compared to 

more traditional valuations. 

Our motivation towards Opera as the object of this valuation was partly rooted in the strategic review that 

was ongoing at the time we started to formulate the thesis. Thus, we could have chosen an even more 

strategic approach, putting more weight to the different synergies a potential acquiring company might 

value. Regardless of this, our focus has been on the rather untraditional choice of valuation models, 

especially the ReOIR-model where risk-adjustments are made with the consumption based CAPM (CCAPM), 

and then time-adjusted with the time varying risk-free rate. This was more appealing to us as researchers, 

and to look at potential industrial owners of Opera would have required a profound analysis of potential 

buyers, and lies outside the scope of the original problem statement. Still, we used our strategic analysis as 

a step towards illuminating what acquiring companies might be willing to pay for, in excess of the market 

capitalization of Opera. 

As a final remark, it should be noted that after the valuation date (February 9th 2016) and up to the time of 

writing (May 6th 2016), Opera’s share value has increased from NOK 48.8 to NOK 64.3, as a result from the 

bid of NOK 71 per share. The reason why there is still a discount is investor’s lack of confidence in the deal. 

That being said, we still believe our estimated equity value of NOK 64.8 to be a fair value of Opera on a 

going concern basis. 
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Appendix 1: Glossary

AdAge: Leading National Advertisers Index 

APV: Adjusted Present Value  

ASEAN-5: Association of Southeast Asian Nations 

(Indonesia, Malaysia, Philippines, Singapore and 

Thailand) 

ATO: Asset Turnover 

CAGR: Compounded Annual Growth 

𝐶𝐶𝐴𝐴𝐺𝐺𝑅𝑅𝜏𝜏,𝑇𝑇 = (
𝑃𝑃𝑇𝑇
𝑃𝑃𝜏𝜏

)
1

𝑇𝑇−𝜏𝜏 − 1 

CAPEX: Capital Expenditure 

CAPM: Capital Pricing Asset Model 

CCAPM: Consumption Based Capital Asset Pricing 

Model 

CIS: Commonwealth of Independent States  

COGS: Cost of Goods Sold 

Consensus: The average supplied by analysts or a 

group of people  

FED: Federal Reserve Systems 

FTC: Federal Trade Commission  

GDP: Gross Domestic Product 

IMF: International Monetary Fund 

LBO: Leveraged Buyout 

LIBOR: London Interbank Offered Rate 

M&A: Merger & Acquisition 

Market pricing error: Difference between market 

capitalization and estimated equity value 

NAICS-Code: North American Industry 

Classification System 

NFV: Network Function Virtualization 

OPEX: Operating Expense 

PM: Profit Margin 

ReOI: Residual Operating Income 

ReOIR: Residual Operating Income Return 

RNOA: Return on Net Operating Assets 

SARD: Sum of Absolute Rank Difference 

SG: Sales Growth 

TAC: Traffic Acquisition Cost 

TMT: Technology, Media and Telecom 

USGS: U.S. Geological Survey 

WTO: World trade Organization  
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Appendix 2: Organizational structure and shareholders 

 

Source: Authors' own compilation/ Opera Prospectus (2014) 
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The largest investor, Ludvig Lorentzen, owns 8.3% of Opera and has no significant other investments 

outside of the Nordics. Lorentzen hold some stocks in QuNano AB which is a Swedish nanotechnology 

company financed with venture capital and some Norwegian positions in an off-market real estate 

company, Scatec Solar, EAM Solar, BW LPG, ATEX. The second largest, Folketrygdfondet, with ownership of 

8.1%, is a Norwegian investment fund investing 85% in Norway and the remaining 15% in the Nordics, and 

they are the largest institutional investor in Norway. Ferd is a Norwegian family owned investment 

company, which primarily invests in the Nordics with positions in Opera, Autoliv, Kone, Assa Abloy and 

Hexagon AB. Sundt AS is an investment company set up to manage the family wealth of the late ship owner 

Petter Sundt, the portfolio is approximately mNOK 7,700 ultimo 2014. Their investments are unknown 

other than the distribution; 66% real-estate, 20 % stocks and 14% other.  The fifth largest investor is Arepo 

AS, owned by Kari Stautland which is a board member of Opera and widow to Geir Ivarsøy, the co-founder 

of Opera. Arepo As holds positions in Spare bank 1 Nord-Norge, DNB, EAM Solar and Entra, all Norwegian 

companies. Even though we have an indication of where the marginal investor has some of their holdings, 

does this not exclude the possibilities for other “markets”. The world is highly globalized, and there are low 

trading barriers across countries if one is located in the Nordics, at least. 

 

  

Investor # shares % of top 20 % of total Country
Ludvig Lorentzen AS 12.115.000 15,0 % 8,3 % NOR
Folketrygdfondet 11.821.422 14,7 % 8,1 % NOR
Ferd AS 7.854.724 9,7 % 5,4 % NOR
Arepo AS 7.437.120 9,2 % 5,1 % NOR
Sundt AS 7.318.970 9,1 % 5,0 % NOR
Clearstream Banking S.A. 4.419.672 5,5 % 3,0 % LUX
Lazard Freres Banque 4.062.000 5,0 % 2,8 % FRA
Verdipapirfondet DNB Norge (IV) 3.628.013 4,5 % 2,5 % NOR
Ilmarinen Mutual Pension Insur Co 2.750.000 3,4 % 1,9 % FIN
Gervan Trading Co Ltd 2.659.268 3,3 % 1,8 % CYP
Verdipapirfondet DNB Nordic Techno 2.591.160 3,2 % 1,8 % NOR
PERSHING LLC 1.905.555 2,4 % 1,3 % USA
The Bank of New York Mellon SA/NV 1.854.255 2,3 % 1,3 % BEL
VPF Nordea Kapital 1.669.082 2,1 % 1,2 % NOR
SEB Enskilda Securities AB 1.547.494 1,9 % 1,1 % NOR
State Street Bank & Trust Company 1.537.553 1,9 % 1,1 % USA
Credit Suisse Securities 1.425.068 1,8 % 1,0 % GBR
UBS AG London Branch 1.366.899 1,7 % 0,9 % GBR
DNB Livsforsikring ASA 1.324.200 1,6 % 0,9 % NOR
Verdipapirfondet  KLP Aksjenorge 1.319.153 1,6 % 0,9 % NOR
Total number owned by top 20 80.606.608 100,0 % 55,4 %
Total number of shares 145.636.085 100,0 %
Source: Authors' own compilation / Company web pages (February 2016)

72,7 %

23,0 %

4,3 %

Top 20 sharholder per region 

Norwegian Other European American
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Appendix 3: Data for SARD-peers and how to calculate SARD 

Data for SARD-calculations 
Our sample of companies is the constituents of S&P1500, which includes all stocks in the S&P500, S&P400 

and S&P600, and covers approximately 90% of the market capitalization of U.S. stocks. When deciding 

whether a company is to be included in the SARD peer-group or not, we have used publicly available 

information at December 31st 2014, as all companies have not reported full-year 2015 accounts yet. 

As mentioned, we will use the same variables as Knudsen et al., and accounting data are collected from 

COMPUSTAT whereas market data from DataStream, both on annual basis. COMPUSTAT data items are in 

square brackets and DataStream data items are in accolades. We used the data-items [CEQ] for book value 

of equity, [IB] for earnings before extraordinary items, [OIADP] for EBIT and [REVT] for total revenue. Long-

term debt [DLTT] plus debt in current liabilities [DLC] is the constituents of net interest bearing debt. 

Market capitalization is the product of common shares outstanding [CSHO] and actual stock prices {P}. 

In order to get the above-mentioned growth-proxy we needed to access I/E/B/S to obtain EPS analytical 

forecasts. Since data resources and data banks rarely work well together we have been forced to work 

around and back and forth between different data sources. I/E/B/S can be accessed through DataStream, 

which also uses World Scope-codes for some of the companies. The CUSIP 9-codes extracted from 

COMPUSTAT have been transformed into WS-codes and used in DataStream, where ISIN-codes can be 

linked to the WS-codes. The ISIN-codes are essential in order to retrieve EPS forecasts from DataStream. 

From COMPUSTAT, there were 1,52415 companies in the S&P1500, and 1,516 of these companies have a 

WS-code. 

We initially excluded companies which did not have positive earnings before extraordinary items, but have 

decided not to do so due to the fact that Opera had negative earnings in both 2014 and 2015. Further we 

excluded companies that did not have positive equity, enterprise value, EBIT, sales, invested capital16 or 

market capitalization. Companies also needed to have a five year earnings history, three years of stock 

returns and two years of future earnings estimates in order to be included in the analysis. 

In order to calculate the multiples in a consistent manner, we have used numbers extracted from 

DataStream for all companies. Numbers extracted from DataStream are the following: Net revenue 

{WC01001}, 12-month forward net revenue {DISL}, EBITDA {WC18198}, 12-month forward EBITDA 

{EBD1FD12} and Enterprise Value is calculated using Common Shares Outstanding {WC05301}, Long-Term 

15 More than 1500 because we use a five year horizon. Hence, some companies left and some joined the S&P1500. 
16 Invested capital = Equity + net financial obligations, where NFO = Liabilities-cash and short term investments 
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Debt {WC03251} and Price {P}. These are used to calculate the average and median EV/Sales- and 

EV/EBITDA-multiples for both pure Ad Tech peers and the other diversified peers both for 2015 and 2016. 

How to calculate the SARD / Identification of comparable companies 
Companies are selected based on the least sum rank difference across the five variables mentioned; ROE, 

Debt/EBIT, Size, Growth and EBIT-margin. After excluding companies which fail to pass the requirements 

mentioned above, we have 1,070 possible peers for Opera, out of the initially 1,516. 

The next step is to calculate the five variables for all of these 1,070 peers, and then rank them relative to 

each other on the specific variables. After this is done, we have calculated the absolute rank differences, 

which are the absolute difference between Opera and the specific company, within each given variable. 

The sum of these differences is the before-mentioned SARD; Sum of Absolute Rank Differences. After 

summarizing this, we identify Opera’s peers based on the least sum of absolute rank difference, which are 

the companies closest in terms of the five variables.  
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Appendix 4: Peers for Trading and Acquisition Scenario 

 

Source: Authors’ own compilation / DataStream. 

*Millennial Media is not included in the calculation as the company is delisted and no longer traded. 

  

Peer group trading multiples
EV USDm

AdTech Peers 2015 2015 2016E
Millennial Media 243 n.m. n.m.
Rocket Fuel 158 n.m. 19.0
Criteo 1,730 13.1 8.1
Rubicon Project 613 22.8 9.5
YuMe 108 15.7 19.4
Tremor Media 92 n.m. 19.7
Brightcove 167 105.0 18.1
TubeMogul 385 n.m. 50.3
Oniva Online Group Europe AB 18 n.m. 19.7
BlinkX Plc. 14,567 n.m. n.m.
Marin Software Inc. 100.1 n.m. 37.6

Median AdTech Peers 19.3 19.4

Other diversified peers
Yandex 1,930 n.m. 0.1
Google 485,723 19.6 13.2
Yahoo! 27,808 58.6 35.7
IAC/InterActiveCorp 5,296 12.7 9.2
Twitter 12,427 n.m. 15.1
Facebook 296,186 36.3 18.1
Microsoft 430,442 17.1 11.8
Web.Com Group Inc. 1,233 10.4 7.2
Techtarget 238.70 13.6 7.8
Freebit Co. Ltd. 1,665 67.8 n.m.
XL Media Plc 135 7.2 4.5

Median other diversified peers 17.1 10.5

EV/EBITDA
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Appendix 5: Opera’s Hit-Ratio and Guidance  

 

 

  

Sample of AdTech acquisition multiples (USDm)

Date Target Buyer Transaction Value TV/Sales Business Area
Sep-15 Millenial Media AOL 238 0.8x Mobile Advertising
Nov-15 Niche Twitter 30 7.5x Social Media Marketing and Analytics
Jun-15 AOL Verizon 4,400 1.7x Mass media / AdTech
Mar-15 MobPartner Cheetah Mobile 58 2.3x Mobile Advertising
Nov-14 Brightroll Yahoo 640 6.4x Unified Programmatic Video Ad Platform
Sep-14 Conversant Alliance Data Systems 2,300 3.9x Digital Marketing Services
Aug-14 X+1 Rocket Fuel 230 3.2x AdTech

Jul-14 Yahoo* Flurry 200-1000 2.0x-10.0x Mobile Analytics
Jun-14 AdConion SingTel / Amobee 229 1.2x Online Advertising Network
Jun-14 AdColony Opera Software 350 6.6x Mobile Video Ad Platform
Feb-14 BlueKai Oracle 400 6.3x DMP
Jan-14 LiveRail Facebook 500 2.5x Video AdTech
Jan-14 Unicorn Media Brightcove 49 5.8x Internet Video Solutions

Average 4.0x
Median 3.6x

Source: Authors' own compilation / Company data
* not part of average or median due to wide estimate range

Source: Authors' own compilation / Opera
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Actual Adj EBITDA (lhs) Mid-point Guidence (lhs) Guidence Error (rhs)

Met guidence Q1'12 Q2'12 Q3'12 Q4'12 Q1'13 Q2'13 Q3'13 Q4'13 Q1'14 Q2'14 Q3'14 Q4'14 Q1'15 Q2'15 Q3'15 Q4'15 Hit ratio
Revenue In line In line In line In line In line In line In line In line In line In line In line Out of line In line Out of line In line In line 87.5 %
Adj EBITDA Out of line In line In line In line In line In line In line Out of line In line Out of line In line In line 75.0 %
EBIT In line Out of line In line In line In line In line In line In line 87.5 %
Source: Authors' own compilation / Opera
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Appendix 6: App store Mapping  

 

Appendix 7: Mobile Advertising Mapping 

 

  

Fire OS Android iOS BlackBerry Firefox Windows Ubuntu Sales Margin Free
Amazon Appstore Amazon 2011 Native   70% Yes
App Store Apple 2008 Native  56%-71% Yes
BlackBerry World BlackBerry 2009 Native  70% Yes
Google Play Google 2008 Native  70% Yes
Firefox Marketplace Mozilla Foundation 2013 Native    n.a. Yes
Ubuntu App Store Canoical 2013 Native  n.a. Yes
Windows Phone Store Microsoft 2010 Native  70% Yes
Windows store Microsoft 2012 Native  70%-80% Yes
Aptiode Aptiode 2010 Third-party  0%-87.5% Yes
Cydia Saurik 2008 Third-party  n.a. Yes
F-Droid F-Droid Limited 2010 Third-party  n.a. Yes
GetJar GetJar 2004 Third-party     n.a. Yes
Handmark Handmark 2000 Third-party     n.a. Yes
MiKandi MiKandi 2009 Third-party  n.a. Yes
Opera Mobile Store Opera 2011 Third-party     50%-70% Yes
SideME SideME 2008 Third-party  80%-98% Yes
Source: Authors' own compilation / Company Data 

Price &Cost
Name

Device
Type

Store 
opened Owner

Company Name Company Owner Main Focus
Ad 

Network
Real Time 

Bidding Campaigns Consultant Interstitial Display
Rich 

media Video Insights Ad Tech
Mobile 

Advertisment Region
Revenue
(mUSD)

FreeWheel Comcast Advisory      World 22a)

InMobi InMobi Apps      World n.a.
Criteo Criteo General    World 194
Amobee SingTel Insight        World 165
Oniva Group Oniva Online Geoup  Advisory          World 40
Brightcove Brightcove Video      World 125
Innovid Innovid Video       World n.a.
YuMe YuMe Video & TV           World 178
AppNexus AppNexus Ad Tech      World 250
Leadbolt Leadbolt Apps        World n.a.
madvertise madvertise Apps      Europe n.a.
Supersonic IronSource Apps         World n.a.
Fyber RNTS Media Apps & Games       World 78
Airpush Airpush General         World 98
Millennial Media AOL General         World 296
MoPub Twitter General        World 70
Rocket Fuel Rocket Fuel General          World 407
Widespace Widespace General         Europe 15
Marin Software Marin Software Insight      World 99
Blinkx Blinkx Plc Video            World 215
Hipcricket SITO Mobile Location based           World 27
Mobilefuse Mobilefuse Location based         USA 11a)

AppLovin AppLovin Mobile         World 90
BrightRoll Yahoo! Video         World 100
LiveRail Facebook Video    World 100a)

TubeMogul TubeMogul Video        World 114
Vungle Vungle Video        World n.a.
Opera MediaWorks Opera MediaWorks Video           World 273
Tremor Video Tremor Video Video       World 160
Videoplaza Ooyala Video      World n.a.
Videology Videology Video & TV      World 200
Source: Authors' own compilation / Companies own websites / Crunchbase 
a) Revenue from 2013
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Appendix 8: Mobile Browser Mapping 

 

Appendix 9: Desktop Browser Mapping as of January 2016 

 

Appendix 10: Reclassification of Financial Statements 

 

Android iOS
Safari    1
Chrome    2
Opera Mini    3
UC Browser    Not rated
Source: Authors' own compilation

Data Comression SpeedMobile Browser
Compatibility

Windows Mac OS X Linux Private Session Block trackeres Adblock Acid3 SunSpider, ms Kraken JavaScript, ms Octane 2.0 HTML5 Compliance
Google Chrome       100 759 4366 9437 522/555 Stripped Chromium 
Mozilla Firefox       100 405 7509 5748 348/555 Stripped Mozilla 
Internet Explorer       100 634 4581 6554 466/555 Stripped Trident 
Safari       100 145 3358 8615 400/555 Stripped WebKit 
Opera       100 736 4257 8638 520/555 Stripped Chromium 
Edge       100 385 4231 9117 397/555 Stripped Trident 
Source: Authors' own compilation / Digital Trends (2015)

Browser name Security & privacy Across 
device 

Overal Source codeCompatibility Benchmark test

Reclassified Equity Statement, mUSD 2010 2011 2012 2013 2014 2015
Total equity at Janurary 1 99.7 105.6 117.5 143.8 314.1 367.4

Transactions With Shareholders:
Stock issues for stock options 2.8            2.5            4.8            3.4            9.7            7.8
Stock issued to business combinations and equity increase -            -            -            108.8        129.3        29.4
Stock repurchases (net) -0.8           -9.6           4.1            2.4            -25.9        -1.8
Common dividends -3.1           -4.0           -4.0           -4.4           -5.2           -4.8

Transactions with Shareholders -1.2           -11.1        4.9            110.2        107.9        30.6          

Other equity changes 0.0 0.0 0.0 0.0 -0.3 -0.2

Comprehensive Income:
Net income reported 3.8            25.4          17.0          60.3          -58.1        -51.2
Other comprehensive income 3.2            -2.4           4.4            -0.2           3.8            22.9          

Comprehensive income 7.1            23.0          21.4          60.1          -54.3        -28.3        

Total equity at December 31 105.6 117.5 143.8 314.1 367.4 369.5

Calculation of Comprehensive Income
Net Income 3.8            25.4          17.0          60.3          -58.1        -51.2
Foreign currency translation differences 0.4            -2.4           4.4            -0.2           3.8            22.9
Adjustment USD/NOK 2.8            
Comprehensive income 7.1            23.0          21.4          60.1          -54.3        -28.3        
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Reclassified Balance Sheet, mUSD 2009 2010 2011 2012 2013 2014 2015
Operating Assets:

Office Machinery, Equipment, etc. 7.1 9.2 12.8 15.8 15.4 20.5 27.5
Deferred Tax Assets 6.3 4.7 0.8 3.8 23.6 27.0 12.2
Investments in Other Shares 0.0 0.1 1.6 2.1 0.1 0.0 0.1
Accounts Receivable 10.9 20.0 14.4 35.2 61.5 97.2 124.5
Unbilled Revenue 9.7 10.7 15.2 26.7 32.4 53.5 73.1
Other Receivables 6.0 4.1 4.4 12.4 35.6 35.9 34.0
Cash in Hand and on Deposit (Unrestricted cash) 46.9 44.2 50.9 40.9 87.0 131.2 89.5
Goodwill 2.7 19.0 27.2 70.3 149.5 318.4 400.5
Other Intangible Assets 0.3 3.3 4.7 12.5 46.6 116.5 135.1

Total Operating Assets 89.8 115.3 132.0 219.7 451.7 800.2 896.5

Operating Liabilities:
Deferred Tax Liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Accounts Payable 1.5 4.2 4.0 19.6 22.2 46.1 43.2
Taxes Payable 0.8 0.8 3.3 7.7 20.2 12.5 14.5
Social Security, VAT and Other Taxation Payable 3.5 4.9 5.0 5.9 9.8 9.9 9.8
Deferred Revenue 0.0 0.0 14.5 11.2 17.9 9.0 8.4
Other Short-Term Liabilities 28.8 31.6 13.4 22.4 29.1 61.0 96.9

Total Operating Liabilities 34.8 41.4 40.2 66.8 99.2 138.5 172.8

Net Operating Assets 55.0 73.9 91.8 152.9 352.5 661.7 723.7

Financial Assets:
Other Investments and Deposits 2.6 2.8 2.9 3.6 4.9 2.0 2.5
Restricted Funds 6.3 1.4 1.5 1.8 76.3 7.1 8.2
Money Market Fund 37.2 38.4 30.7 14.3 0.0 0.0 0.0

Total Financial Assets 46.1 42.5 35.1 19.7 81.2 9.1 10.7

Financial Liabilities:
Stock-Based Compensation Liability (Option Liability) 0.0 0.0 0.0 0.1 0.0 0.3 0.1
Secured Bank Loan 0.0 0.0 0.0 0.0 60.1 60.1 150.0
Financial Lease Liabilities Non-Current 0.0 0.0 0.0 0.0 0.0 1.4 5.6
Financial Lease Liabilities Current 0.0 0.0 0.0 0.0 0.0 1.3 5.7
Provisions Non-Current 0.0 6.5 1.7 26.1 14.8 140.5 59.6
Provisions Current 1.4 7.1 7.7 2.7 44.9 99.8 144.0

Total Financial Liabilities 1.4 13.6 9.4 28.9 119.8 303.4 365.0

Net Financial Assets 44.7 28.9 25.7 -9.2 -38.6 -294.3 -354.3

Common Shareholder Equity 99.7 102.8 117.5 143.7 313.9 367.4 369.4
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Reclassified Income Statement, mUSD 2010 2011 2012 2013 2014 2015
Operating Income:

Mobile Advertising - 3rd Party Publishers 54.1 119.1 272.8 417.7
Consumer 117.9 130.6 130.3 130.6
Tech Licensing 44.0 50.4 77.7 67.6

Operating Income 114.6 159.8 216.0 300.1 480.8 615.9

Core Operating Expenses:
Cost of goods sold 0.1 3.5 24.9 58.2 137.8 248.0
Payroll and related expenses, excluding stock-based compensa  65.5 77.2 91.1 104.6 143.6 155.8
Stock-based compensation expenses 2.8 2.4 3.6 4.0 11.3 8.8
Share of the Profit (loss) from Associated Companies 0.0 0.7 3.7 3.3 10.3 3.2
Tax on operating income 4.0 11.8 8.6 7.2 18.0 22.5

Core Operating Expense 72.2 95.6 131.9 177.3 321.0 438.3

Core Operating Income (After Tax) 42.4 64.2 84.1 122.8 159.8 177.6

Other Operating Expenses:
Other operating expenses 25.3 32.3 36.4 50.8 81.5 104.1
Restructuring costs 5.7 1.7 12.8 2.5 3.2 10.4
Depreciation 3.8 6.2 9.7 20.8 34.8 54.3

Other Operating Expenses 34.8 40.2 58.9 74.1 119.5 168.8

Operating Income (After Tax) 7.6 24.0 25.2 48.7 40.3 8.8

Unusual Items:
Impairment expenses 0.0 0.0 0.0 0.0 -31.0 0.0
Interest Expense Related to VAT Case -0.4 -0.3 0.0 0.0 0.0 0.0

Unusual Operating Income -0.4 -0.3 0.0 0.0 -31.0 0.0

Comprehensive Operating Income 7.2 23.7 25.2 48.7 9.3 8.8

Financial items:
Interest Income 1.7 1.4 1.3 2.2 2.3 0.0
Other Financial Income 1.7 4.5 1.8 15.9 40.1 2.4
Interest Expenses 0.0 0.0 -0.1 -4.2 -3.7 -4.2
Other financial expenses -2.5 -1.5 -7.7 -7.8 -24.2 0.0
Interest Expense Related to Contingent Consideration -1.5 0.0 1.4 -17.0 -18.6 -25.5
FX Gains (losses) Related to Contingent Consideration (net) -0.1 0.6 0.2 -6.3 -31.6 -34.1
Revaluation of contingent consideration -2.4 -3.3 -5.1 28.8 -31.8 1.2

Net Financial Income (Expense) -3.2 1.7 -8.2 11.6 -67.5 -60.2

Profit (loss) 4.0 25.4 17.0 60.3 -58.2 -51.4

Items not transferred to profit (loss):
Foreign currency translation differences 0.4 0.0 4.4 -0.2 3.8 22.9

Total comprehensive income (loss) 4.4 25.4 21.4 60.1 -54.4 -28.5
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Common-Size and Indexed Reclassified Balance Sheet  

 

Common Size, % of Sub Total 2009 2010 2011 2012 2013 2014 2015
Operating Assets:

Office Machinery, Equipment, etc. 8% 8% 10% 7% 3% 3% 3%
Deferred Tax Assets 7% 4% 1% 2% 5% 3% 1%
Investments in Other Shares 0% 0% 1% 1% 0% 0% 0%
Accounts Receivable 12% 17% 11% 16% 14% 12% 14%
Unbilled Revenue 11% 9% 12% 12% 7% 7% 8%
Other Receivables 7% 4% 3% 6% 8% 4% 4%
Cash in Hand and on Deposit (Unrestricted cash) 52% 38% 39% 19% 19% 16% 10%
Goodwill 3% 16% 21% 32% 33% 40% 45%
Other Intangible Assets 0% 3% 4% 6% 10% 15% 15%

Total Operating Assets 100% 100% 100% 100% 100% 100% 100%

Operating Liabilities:
Deferred Tax Liabilities 0% 0% 0% 0% 0% 0% 0%
Accounts Payable 4% 10% 10% 29% 22% 33% 25%
Taxes Payable 2% 2% 8% 12% 20% 9% 8%
Social Security, VAT and Other Taxation Payable 10% 12% 12% 9% 10% 7% 6%
Deferred Revenue 0% 0% 36% 17% 18% 6% 5%
Other Short-Term Liabilities 83% 76% 33% 34% 29% 44% 56%

Total Operating Liabilities 100% 100% 100% 100% 100% 100% 100%

Net Operating Assets 100% 100% 100% 100% 100% 100% 100%

Financial Assets:
Other Investments and Deposits 6% 7% 8% 18% 6% 22% 23%
Restricted Funds 14% 3% 4% 9% 94% 78% 77%
Money Market Fund 81% 90% 87% 73% 0% 0% 0%

Total Financial Assets 100% 100% 100% 100% 100% 100% 100%

Financial Liabilities:
Stock-Based Compensation Liability (Option Liability) 0% 0% 0% 0% 0% 0% 0%
Secured Bank Loan 0% 0% 0% 0% 50% 20% 41%
Financial Lease Liabilities Non-Current 0% 0% 0% 0% 0% 0% 2%
Financial Lease Liabilities Current 0% 0% 0% 0% 0% 0% 2%
Provisions Non-Current 0% 48% 18% 90% 12% 46% 16%
Provisions Current 100% 52% 82% 9% 37% 33% 39%

Total Financial Liabilities 100% 100% 100% 100% 100% 100% 100%

Net Financial Assets 100% 100% 100% 100% 100% 100% 100%

Common Shareholder Equity 100% 100% 100% 100% 100% 100% 100%
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Balance Sheet Indexing with 2009 as base 2009 2010 2011 2012 2013 2014 2015
Operating Assets:

Office Machinery, Equipment, etc. 100 130 181 223 217 289 388
Deferred Tax Assets 100 74 13 61 377 432 195
Investments in Other Shares n.a n.a n.a n.a n.a n.a n.a
Accounts Receivable 100 185 133 324 566 895 1,147
Unbilled Revenue 100 110 156 274 333 550 752
Other Receivables 100 68 74 207 596 601 569
Cash in Hand and on Deposit (Unrestricted cash) 100 94 109 87 185 280 191
Goodwill 100 700 1,002 2,589 5,507 11,728 14,752
Other Intangible Assets 100 1,180 1,656 4,405 16,421 41,051 47,605

Total Operating Assets 100 128 147 245 503 891 998

Operating Liabilities:
Deferred Tax Liabilities n.a n.a n.a n.a n.a n.a n.a
Accounts Payable 100 270 258 1,267 1,435 2,979 2,792
Taxes Payable 100 89 389 908 2,381 1,473 1,709
Social Security, VAT and Other Taxation Payable 100 137 141 167 277 280 277
Deferred Revenue n.a n.a n.a n.a n.a n.a n.a
Other Short-Term Liabilities 100 110 46 78 101 212 336

Total Operating Liabilities 100 119 116 192 285 398 497

Net Operating Assets 100 134 167 278 640 1,202 1,315

Financial Assets:
Other Investments and Deposits 100 106 111 138 187 76 96
Restricted Funds 100 22 24 29 1,219 113 131
Money Market Fund 100 103 83 38 0 0 0

Total Financial Assets 100 92 76 43 176 20 23

Financial Liabilities:
Stock-Based Compensation Liability (Option Liability) n.a n.a n.a n.a n.a n.a n.a
Secured Bank Loan n.a n.a n.a n.a n.a n.a n.a
Financial Lease Liabilities Non-Current n.a n.a n.a n.a n.a n.a n.a
Financial Lease Liabilities Current n.a n.a n.a n.a n.a n.a n.a
Provisions Non-Current n.a n.a n.a n.a n.a n.a n.a
Provisions Current 100 503 546 192 3,185 7,079 10,214

Total Financial Liabilities 100 966 667 2,050 8,497 21,520 25,889

Net Financial Assets 100 65 58 -21 -86 -659 -793

Common Shareholder Equity 100 103 118 144 315 368 370
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Common-Size and Indexed Profit and Loss 

 

Common Size, % of Operating Income 2010 2011 2012 2013 2014 2015
Operating Income:

Mobile Advertising - 3rd Party Publishers 25% 40% 57% 68%
Consumer 55% 44% 27% 21%
Tech Licensing 20% 17% 16% 11%

Operating Income 100% 100% 100% 100% 100% 100%

Core Operating Expenses:
Cost of goods sold 0% 2% 12% 19% 29% 40%
Payroll and related expenses, excluding stock-based compens  57% 48% 42% 35% 30% 25%
Stock-based compensation expenses 2% 2% 2% 1% 2% 1%
Share of the Profit (loss) from Associated Companies 0% 0% 2% 1% 2% 1%
Tax on operating income 3% 7% 4% 2% 4% 4%

Core Operating Expense 63% 60% 61% 59% 67% 71%

Core Operating Income (After Tax) 37% 40% 39% 41% 33% 29%

Other Operating Expenses:
Other operating expenses 22% 20% 17% 17% 17% 17%
Restructuring costs 5% 1% 6% 1% 1% 2%
Depreciation 3% 4% 4% 7% 7% 9%

Other Operating Expenses 30% 25% 27% 25% 25% 27%

Operating Income (After Tax) 7% 15% 12% 16% 8% 1%

Unusual Items:
Impairment expenses 0% 0% 0% 0% -6% 0%
Interest Expense Related to VAT Case 0% 0% 0% 0% 0% 0%

Unusual Operating Income 0% 0% 0% 0% -6% 0%

Comprehensive Operating Income 6% 15% 12% 16% 2% 1%

Financial items:
Interest Income 1% 1% 1% 1% 0% 0%
Other Financial Income 1% 3% 1% 5% 8% 0%
Interest Expenses 0% 0% 0% -1% -1% -1%
Other financial expenses -2% -1% -4% -3% -5% 0%
Interest Expense Related to Contingent Consideration -1% 0% 1% -6% -4% -4%
FX Gains (losses) Related to Contingent Consideration (net) 0% 0% 0% -2% -7% -6%
Revaluation of contingent consideration -2% -2% -2% 10% -7% 0%

Net Financial Income (Expense) -3% 1% -4% 4% -14% -10%

Profit (loss) 3% 16% 8% 20% -12% -8%

Items not transferred to profit (loss):
Foreign currency translation differences 0% 0% 2% 0% 1% 4%

Total comprehensive income (loss) 4% 16% 10% 20% -11% -5%
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P&L Indexing with 2010 as base 2010 2011 2012 2013 2014 2015
Operating Income:

Mobile Advertising - 3rd Party Publishers 0 0 0 1
Consumer 0 1 0 0
Tech Licensing 0 0 0 0

Operating Income 100 139 188 262 419 537

Core Operating Expenses:
Cost of goods sold 100 6,871 48,884 114,259 270,531 486,877
Payroll and related expenses, excluding stock-based compens  100 118 139 160 219 238
Stock-based compensation expenses 100 87 130 145 409 318
Share of the Profit (loss) from Associated Companies n.a. n.a. n.a. n.a. n.a. n.a.
Tax on operating income 100 297 216 181 453 566

Core Operating Expense 100 132 183 245 444 607

Core Operating Income (After Tax) 100 152 199 290 377 419

Other Operating Expenses:
Other operating expenses 100 128 144 201 322 412
Restructuring costs 100 30 223 44 56 182
Depreciation 100 164 256 549 918 1,433

Other Operating Expenses 100 115 169 213 343 485

Operating Income (After Tax) 100 318 334 645 533 116

Unusual Items:
Impairment expenses n.a. n.a. n.a. n.a. n.a. n.a.
Interest Expense Related to VAT Case 100 76 0 0 0 0

Unusual Operating Income 100 76 0 0 7,893 0

Comprehensive Operating Income 100 331 352 681 129 123

Financial items:
Interest Income 100 83 77 131 137 0
Other Financial Income 100 269 108 950 2,396 143
Interest Expenses 100 0 6,719 282,179 248,587 282,179
Other financial expenses 100 60 308 312 969 0
Interest Expense Related to Contingent Consideration 100 0 -92 1,113 1,218 1,670
FX Gains (losses) Related to Contingent Consideration (net) 100 -501 -167 5,262 26,392 28,480
Revaluation of contingent consideration 100 136 211 -1,189 1,313 -50

Net Financial Income (Expense) 100 -53 255 -361 2,102 1,875

Profit (loss) 100 643 431 1,527 -1,474 -1,301

Items not transferred to profit (loss):
Foreign currency translation differences 100 4 991 -45 856 5,157

Total comprehensive income (loss) 100 578 487 1,368 -1,239 -648
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Appendix 11: Analytical Statements Description 
Most items give a clear indication whether they are classified as operating or financing activities, but some 

requires more detailed analysis of notes provided in the annual reports in order to classify them correctly. 

This section seeks to describe the considerations, assumptions and conclusions made when reclassifying 

the income statement and balance sheet of Opera Software. 

Balance Sheet 

Deferred tax assets / liabilities 

Deferred tax is almost always a result from accounting differences when calculating the operating income 

component of taxable income and reported book income, and should therefore be treated as operating 

assets or liabilities (Penman, 2013, p. 297). Petersen and Plenborg support this and they even demonstrate 

that if a company invests a constant amount annually, deferred tax liabilities may never have to be paid 

(Petersen & Plenborg, 2012, pp. 431-433). However, usually the items are still related to operations, and 

therefore they are treated as operational. 

Investment in other shares 

Based on the notes from the annual reports, “investment in other shares” has been classified as being part 

of operational activities. An example is Opera’s 20% ownership of the European Center for Information and 

Communication Technologies (EICT GmbH) and 5% of the shares in Alliance Venture Spring AS. The purpose 

is to link the research and development activities in industry and science to information and 

communication technologies. 

See Note 8, p. 122, Annual Report 2014. 

Unbilled revenue 

These include receipts from customers that are not yet recognized as revenue (Opera has not performed on 

the sale), since it is not yet invoiced to the customer. These are to be treated as operating assets (Penman, 

2013, p. 297). 

See Note 5, p. 116, Annual Report 2014. 

Other receivables 

Other receivables consist of prepayments, non-trade receivables and escrow payments related to 

acquisitions, and hence they are treated as operating assets. Acquisitions are undoubtedly a part of Opera’s 

operating activities, and as of December 31 2014, 28.8 USD million was related to escrow payments in 

connection with acquisitions, which is more than 80% of this item in the balance sheet. 
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See Note 5, p. 116, Annual report 2014. 

Cash in hand and on deposit (unrestricted cash) / Restricted funds / Money Market fund 

Cash in hand and on deposit is working cash, or operating cash, which is non-interest bearing, in the form 

of cash on hand or in a checking account. Restricted funds and money market funds are financial assets, 

and the latter are investments of excess cash over that required to meet liquidity demands (Penman, 2013, 

pp. 294-295). 

See Note 5, p. 116, Annual report 2014. 

Goodwill / Other intangible assets 

Goodwill is a result from acquisitions, and in line with our argument of acquisitions in general being an 

operating activity of Opera, goodwill is also classified as being an operational item. As a results from 

goodwill not being depreciated anymore, according to IFRS 3, and instead should be subject for impairment 

test at a yearly basis, it is essentially marked-to-market. But, we do not believe it earns a fair return, and 

therefore it is classified as operational. Other intangible assets are also related to acquisitions, and hence 

classified as operating. 

Provisions non-current / Provisions current 

A contingent consideration is an obligation of the acquiring entity to transfer additional assets or equity 

interests to the former owners of the target. FASB requires the fair-value of an earn-out to be recognized at 

the acquisition date, and later revalued until settlement, which means the liability is marked-to-market and 

earns a fair return. 

These provisions are related to various earn-out agreements between Opera and the acquired entity. The 

earn-out targets in these agreements are often based on revenue and Adjusted EBIT targets. Whether it is 

non-current or current depends on the time scope of the earn-out agreements. 

As a result, these two items are both classified as financial liabilities. 

See Note 11, pp. 134-136 Annual Report 2014. 

Financial lease liabilities non-current / Financial lease liabilities current 

Opera leases server equipment for hosting purpose under several finance leases. Some leases provide the 

option to buy the equipment at the end of the leasing period. However, Opera has no intention to exercise 

that option. The lease liability is reported under liabilities and classified as a financial liability in 

reformulated statements (Penman, 2013, p. 297). Interest expense on the lease liability is reported with 

other interest expenses in the income statement, where it is also classified as a financial item. 
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See Note 5, p. 117, Annual report 2014. 

Taxes payable 

As explained in section 7.1.4, all taxes are allocated to operational activities. Hence, taxes payable are a 

result from operations, and it is classified as an operational liability. 

Other short-term liabilities 

These liabilities are considered an operational item as all related items are non-interest bearing. 

See Note 10, p. 132, Annual Report 2014. 

Other investments and deposits 

There is limited information regarding this item, but we believe it is recognized as fair value, and therefore 

marked-to-market and earns a fair return. Hence, it is classified as financial. 

Stock-based compensation liability (option liability) 

The stock-based compensation liability is present in three out of the four past years in Opera’s balance 

sheet, and in the income statement the stock-based compensation expense is present every year since 

2010. The Investor Responsibility Research Center (IRRC), an independent watchdog for shareholders, 

found that technology companies having the biggest average overhang at all U.S. companies (Damodaran, 

2006, p. 372). Hence, this is very typical for companies like Opera. As Warren Buffett said in 1998: “If 

options aren’t a form of compensation, what are they?”. If compensation isn’t an expense, what is it? And if 

expenses shouldn’t go into the calculation of earnings, where in the world should they go?” (Damodaran, 

2006, pp. 375-376). As a result, we do not see any issued worth debating on the fundamental question of 

whether employee options are operating expenses, and the corresponding liability is classified as operating 

liability (Damodaran, 2006, p. 376). 

Income Statement 

Stock-based compensation expenses 

As explained above, this expense is present over the entire historical period shown in the reclassified 

statements. In line with the arguments during the option liabilities, the compensation expenses are 

classified as core operating expenses. They are classified as core in line with payroll and other expenses. 

Other operating expenses 

  Page 147 of 171 

 



Appendices 

This item includes expenses such as equipment, marketing expenses and travel expenses. These are 

without a doubt related to the daily operations of Opera but not directly related to the generation of 

revenues, and hence classified as other operating expenses. 

See Note 4, p. 113, Annual Report 2014. 

Restructuring costs 

These costs are related to strategic cost reductions related to business combinations. The information 

provided is limited, but are considered as being related to the many M&A’s Opera engage in. Hence, this is 

classified as being an operational item, in line with the fact that we argue that M&A’s are part of Opera’s 

operating activities. It is not core operational, as this is mobile advertising, consumer and tech licensing, but 

a part of operations in terms of being a reoccurring item and important to generate value to the three core 

activities of the Company. 

Share of profit (loss) from associated companies 

Associated companies is among other things Opera’s cooperation with China’s Telling Telecom with the 

goal of becoming the most popular consumer mobile web browser and web services platform in China. By 

co-founding nHorizon Innovation, Opera also focus on the massive consumer mobile internet market and 

revenue opportunity in China. These are similar operations to what we classify as the core operating 

activities for Opera, and therefore it is classified as being core operations. 

See Note 8, p. 121, Annual Report 2014. 

Impairment expenses 

Impairment expenses occur only one time since 2010, and that is the impairment test as of December 31 

2014, according to IAS 36. As a result, an impairment expense related to the Skyfire goodwill of $31.0 

million was recognized. In other words, this is due to the fact that Skyfire was not as successful as one 

though it would be. The impairment is non-recurring but related to operations, and therefore classified as 

unusual operating income. It is though important to mention that impairment tests are highly subjective 

(Petersen & Plenborg, 2012, p. 419). 

Interest expense related to VAT case 

The information regarding this item is limited in the financial statements, but since it is regarding value 

added tax, we conclude it is a result from operating activities. Since it is almost non-eligible compared to 

other items in the income statement and the fact that it only occurs in 2010 and 2011, it is classified under 

unusual items together with the above-mentioned impairment expenses. 
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Revaluation of contingent consideration 

This revaluation is tied to the contingent considerations regarding earn-outs as previously mentioned under 

provisions (both non-current and current). Since the liability is marked-to-market, the change in liability as 

a result of the revaluation is shown as either an income or expense in the income statement. A negative 

revaluation indicates an income for Opera, but actually means that the acquired company performs below 

expectations, which is counterintuitive. Since the contingent consideration is assessed as being financial, 

this revaluation is also considered to be a financial item. 

Appendix 12: Calculations for Industry Analysis  
Data extracted from COMPUSTAT is noted in square brackets [] while data extracted from DataStream is 

noted in accolades {}.   

 Financial Assets (FA) = Cash and short term investments [CHE] + Investments and advances-other 

[IVAO] 

 Operating Assets (OA) = Total Assets [AT] – Financial Assets (FA) 

 Financial Obligations (FO) = Debt in current liabilities [DLC] + Long term Debt [DLTT] + Preferred 

Stock [PSTK] – Preferred treasury stock [TSTKP] + Preferred dividends in arrears [DVPA] 

 Net Financial Obligations (NFO) = Financial Obligations (FO) – Financial Assets (FA) 

 Common Equity (CSE) = Common equity [CEQ] + Preferred treasury stock [TSTKP] – Preferred 

Dividends in arrears [DVPA] 

 Net Operating Assets (NOA) = Net Financial Obligations (NFO) + Common Equity (CSE) + Minority 

Interest [MIBT]  

 Operating Liabilities (OL) = Operating Assets (OA) – Net Operating Assets (NOA) 

 Core Net Financial Expense (Core NFE) = After tax interest expense [XINT] + Preferred dividends 

[DVP] – After tax interest income [IDIT] 

 Unusual Financial Expense (UFE) = Lag marketable securities adjustment [MSA, lag] - marketable 

securities adjustment [MSA] 

 Comprehensive Net Financial Expense (NFE) = Core Net Financial Expense (CORE NFE) + Unusual 

Financial Expense (UFE) 

 Clean Surplus Adjustment to net income (CSA) = Marketable securities adjustment [MSA] - 

Marketable securities adjustment [MSA, lag] + Cumulative translation adjustment [TRANSA] – 

Cumulative translation  lag adjustment [TRANSA, lag] 

 Comprehensive Net Income (CNI) = Net income [NI] – Preferred dividends [DVP] + Clean Surplus 

Adjustment to Net Income (CSA) 
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 Comprehensive Operating Income (OI) = Comprehensive Net Financial Expense (NFE) + 

Comprehensive Net Income (CNI) + Minority Interest in Income [MII] 

 Unusual Operating Income (UOI) = After tax non-operating income (Expense) excluding interest and 

equity in earnings ([NOPI] – [EIEA]) + after tax special items [SPI] + Extraordinary items & 

discontinued operations [XIDO] + Cumulative translation adjustment [TRANSA] – lag Cumulative 

translation adjustment [TRANSA, lag] 

 Other Operating Income items (Other Items) = Equity In earnings [EIEA] 

 Operating Income from Sales (OI from Sales) = Operating Income (OI) – Other Operating Income 

Items (Other items)  

 Core Operating Income from Sales (Core OI from Sales) = Operating Income from Sales (OI from 

Sales) – Unusual Operating Income (UOI) 

Additional data: 

 ISIN Security level identifier [ISIN]  

 Currency code financial statement [CURNCD] 

 Revenue Total [REVT] 

 Stock Price {P}, Common shares outstanding {WC05301} 

 Exchange rates:  

{UKDOLLR  AUSTDOI  SWEKRO$  BBDM.SP  EUDOLLR HKDOLL$

 JAPAYE$ PHILPE$ CNDOLL$ SAXRUSD NORKRO$ FRENFR$

 SWISSF$ ITALIR$  KORSWO$ INDRUP$ POLZLO$ THABAH$

 MALADL$ TAIWDO$ ISRSHE$ BRACRU$ CHIYUA$ BANTAK$

 DANISH$ SRIRUP$ NZDOLLI CISRUB$ TUNISD$ SINGDO$

 PHILPE$} 

Stock Prices {P} and Common Shares Outstanding {WC05301} is retrieved from DataStream. Companies 

within the Global Database can be linked to DataStream directly through international securities 

identification number (ISIN) obtained from COMPUSTAT. Companies within the North America database 

are linked to DataStream manually through CUSIP and WorldScope codes since ISIN codes are not available 

through COMPUSTAT. This process will unfortunately exclude some companies, and the companies who are 

not present in the Worldscope database have been manually found through DataStream.  
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Appendix 13: Fade diagram – Values  

 

Fade Diagram: Return on Net Operatin Assets (RNOA)
Years Ahead 0 1 2 3 4 5
Portfolio 1 140% 68% 42% 32% 24% 18%
Portfolio 2 33% 22% 16% 11% 10% 8%
Portfolio 3 7% 8% 9% 9% 9% 9%
Portfolio 4 -17% -15% -6% -2% 3% 2%
Portfolio 5 -48% -29% -11% -4% 4% 3%
Portfolio 6 -214% -97% 2% 5% -1% -4%

Fade Diagram: Profit Margin (PM)
Years Ahead 0 1 2 3 4 5
Portfolio 1 25% 20% 16% 14% 14% 12%
Portfolio 2 10% 9% 8% 6% 7% 6%
Portfolio 3 2% 4% 4% 4% 4% 3%
Portfolio 4 -14% -6% -1% 0% 0% -1%
Portfolio 5 -44% -41% -8% -3% 0% -3%
Portfolio 6 -127% -48% -24% -14% -10% -7%

Fade Diagram: Asset Turnover (ATO)
Years Ahead 0 1 2 3 4 5
Portfolio 1 9,25 6,85 4,82 3,10 2,83 2,98
Portfolio 2 4,13 3,64 2,84 2,96 2,66 2,37
Portfolio 3 2,33 2,29 2,27 2,31 2,02 2,04
Portfolio 4 1,34 1,48 1,61 1,62 1,47 1,45
Portfolio 5 0,58 0,68 0,77 0,73 0,79 0,80
Portfolio 6 -4,53 -2,35 0,31 0,87 1,03 1,40

Fade Diagram: Sales Growth (SG)
Years Ahead 0 1 2 3 4 5
Portfolio 1 129% 44% 24% 20% 11% 11%
Portfolio 2 47% 27% 14% 23% 15% 11%
Portfolio 3 23% 16% 15% 10% 11% 10%
Portfolio 4 10% 11% 7% 10% 9% 8%
Portfolio 5 -3% 1% 2% 4% 6% 7%
Portfolio 6 -33% 2% 2% 7% 3% 6%
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Fade Diagram: ReOIR (avg)
Years Ahead 0 1 2 3 4 5
Portfolio 1 145% 44% 32% 17% 8% 6%
Portfolio 2 29% 21% 11% 12% 11% 10%
Portfolio 3 1% 2% 2% 1% 1% 5%
Portfolio 4 -17% -12% -7% -6% -4% -4%
Portfolio 5 -50% -30% -10% -5% -5% -4%
Portfolio 6 -202% -58% 4% 7% -6% 0%

Fade Diagram: Market-to-OI
Years Ahead 0 1 2 3 4 5
Portfolio 1 92,21 31,67 30,28 16,21 20,68 8,15
Portfolio 2 14,64 15,75 14,30 13,95 11,42 11,66
Portfolio 3 2,45 2,55 2,01 1,38 2,55 4,22
Portfolio 4 -1,56 -1,75 -1,18 -0,53 0,14 -0,67
Portfolio 5 -7,94 -5,28 -4,47 -3,03 -4,51 -1,32
Portfolio 6 -86,16 -11,98 -3,98 -3,61 3,91 3,50
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Appendix 14: Industry Participants  

 

  

ADVFN PLC ENTREPARTICULIERS COM TRULI MEDIA GROUP INC MEDIAGRIF INTERACTIVE TECH NEOWIZ HOLDINGS CORP INITECH CO LTD
AKAMAI TECHNOLOGIES INC FAITH INC ANGIE'S LIST INC MYHAMMER HOLDING AG OKWAVE ISTYLE INC
ARI NETWORK SERVICES INC FORSIDE CO LTD CARBONITE INC NET 4 INDIA LTD PROXIMEDIA JIAYUAN.COM INTL LTD
ASPERMONT LTD GROUP NBT PLC CORNERSTONE ONDEMAND INC NET SE SOCIETE FINANCIERE DE COMM JUST EAT PLC
AVENSIA AB GU TA INTERNET INFO CO LTD LINKEDIN CORP NETGEM SA SOLIUM CAPITAL INC KT MUSIC CORP
B&S BANKSYSTEME AKTIENGES IHS INC PANDORA MEDIA INC NETTLINX LTD TERREMARK WORLDWIDE INC MGAME CORP
BANKRATE INC INCONTACT INC SOUFUN HLDGS LTD ONSTREAM MEDIA CORP TRAVELMARKET.COM OMINTO INC
BLUCORA INC INFOCHOICE LTD ZILLOW GROUP INC ORICON INC UPSNAP INC CDA ONTHEHOUSE HOLDINGS LTD
BOTTOMLINE TECHNOLOGIES INC KAKAO CORP DEMAND MEDIA INC PHILWEB CORPORATION WORLD ENERGY SOLUTIONS INC PEOPLE.CN CO LTD
COLLABORATE CORP LTD KU6 MEDIA CO LTD  -ADR INTERNETARRAY INC PIRONET NDH AG ZAPPALLAS INC SURFILTER NETWORK TECHNOLOGY
CYREN LTD LIVE CURRENT MEDIA INC PLANETOUT INC PIXELPARK AG LOGMEIN INC VEDA GROUP LTD
DX.COM HOLDINGS LTD M3 INC YELP INC PROSTEN TECHNOLOGY HOLDINGS ARTISTDIRECT INC ATRINSIC INC -OLD
EARTHLINK HOLDINGS CORP NASSTAR BANKS.COM INC PUBLISHING TECHNOLOGY PLC BABYLON LTD ANCESTRY.COM INC
EBAY INC PCHOME ONLINE INC BUY2 NETWORKS LTD REDIFF.COM INDIA LTD  -ADR COVATA LTD CHEGG INC
FACTSET RESEARCH SYSTEMS INC QUOTEMEDIA INC EPOCRATES INC REIS INC CYBERSURF CORP CVENT INC
GENESIS IT AB SEDONA CORP GLOBAL MARKET GROUP LTD RENTRAK CORP DATA HORIZON CO LTD EB CAPITAL BHD
GMO INTERNET INC SG&G CORPORATION LONGMASTER INFO & TECH CO RIDDOCK INTERNATIONAL LTD EAST MONEY INFO CO LTD FRIENDFINDER NETWORKS INC
IAC/INTERACTIVECORP SPARK NETWORKS INC MONAKER GROUP INC SALON MEDIA GROUP INC E-CHANNELLING INTERNET BRANDS INC
IOMART GROUP PLC SYNCHRONOSS TECHNOLOGIES MORIZON SA SECURITY RESEARCH GROUP PLC ECOVISION AB MARIN SOFTWARE INC
J2 GLOBAL INC UNIVERSO ONLINE SA ROCKETINFO INC SINA CORP EUROINVESTOR.COM A/S MILLENNIAL MEDIA INC
LIVEPERSON INC US DATAWORKS INC USER TREND LTD SINO SPLENDID HOLDINGS LTD FERATEL MEDIA TECHNOLOGIES REV ASIA BERHAD
MACDONALD DETTWILER & ASSOC ZHEJIANG NETSUN CO LTD BANKIER PL SA SINO-I TECHNOLOGY LTD GLOBALDATA PLC SHUTTERSTOCK INC
MELBOURNE IT LTD ALTITUDE GROUP PLC BEIJING TRS INFO TECH CO LTD SPEED COMMERCE INC HIKAKU.COM CORP TRULIA INC
MONEYWEB HOLDINGS LTD ATHENAHEALTH INC CHINACACHE INTL HLDGS  -ADR STAMPS.COM INC JUST DIAL LTD MARKETO INC
MONSTER WORLDWIDE INC BRIDGELINE DIGITAL INC CHRONICLE CORP TELES AG INFORMATIONSTECHNOL MODERN EKONOMI SVERIGE HLDG RENREN INC  -ADR
NEARMAP LTD COMSCORE INC CJ INTERNET CORP THESTREET INC POINTS INTERNATIONAL LTD 30DC INC
ONVIA INC F24 AG DOMENOMANIA.PL SA THOMSON-REUTERS CORP PRESS INDEX BENEFITFOCUS INC
OPEN TEXT CORP FILAE SA DPG HLDGS INC TISCALI SPA PROTOSOURCE CORP CARE.COM INC
OPERA SOFTWARE ASA FONFUN CORP EO NETWORKS SA TOMORROW FOCUS AG SHANDA INTERACTIVE-ADR CHANNELADVISOR CORP
PRICELINE GROUP INC GLOBO PLC EQUINITI GROUP PLC UNITED ONLINE INC THOMSON REUTERS PLC ENDURANCE INTL GRP HLDGS INC
SEVEN WEST MEDIA LTD HUNAN TALKWEB INFO SYS CO FREELANCER LTD VALUE LINE INC TRADE ME GROUP LTD INVESTVIEW INC
SINNERSCHRADER AG INTRASOFT TECHNOLOGIES LTD HEXABYTE ALPHABET INC UNI CORE HOLDINGS CORP-OLD MOBILEBITS HOLDINGS CORP
SKYFII LTD JOJKA COMMUNICATIONS AB HUBSTYLE SA BLACKBAUD INC VOYAGER LEARNING CO MOBILESMITH INC
SOFTBANK TECHNOLOGY CORP KTHITEL CO LTD INFOMART CORP BUSINESS ONLINE PCL WEALTH MANAGEMENT INC RETAILMENOT INC
SOHU.COM INC LEGUIDE.COM INTERTAINMENT MEDIA INC CONVERSANT INC ENVESTNET INC ROCKET FUEL INC
SUNEVISION HOLDINGS LTD MARKET LEADER INC INTERXION HOLDING NV HOLLYWOOD MEDIA CORP SPS COMMERCE INC SHARPSPRING INC
SUPPORT.COM INC MONEYSUPERMARKET.COM GRP MIXI INC I POWER SOLUTIONS INDIA LTD AOL INC TWITTER INC
TIE KINETIX NV NAVER CORP MOL ACCESSPORTAL BHD INFO EDGE (INDIA) LTD QUINSTREET INC VIRTUAL PIGGY INC
TRAVELZOO INC NETBOOSTER PRIMI SUI MOTORI SPA INTERNET THAILAND PCL CROWDGATHER INC WIX.COM LTD
TUCOWS INC NEXTEDIA SBS CONTENTS HUB CO LTD MOVE INC ADSTAR INC 21VIANET GROUP INC
WORLD.NET SERVICES LTD PACIFIC ONLINE LTD SHANGHAI GANGLIAN E-COMMERCE ONIVA ONLINE GROUP EUROPE AB ALIBABA.COM LTD ACONEX LTD
YAHOO INC PRAEMIUM LTD STAR TRAVEL CORP RAINMAKER SYSTEMS INC AUTO TRADER GROUP AHNLAB CO LTD
ACCESS CO LTD RP DATA LTD UDN.COM STOCKCUBE PLC BANGAS TALLU GROUP AMAYA INC
ACCESS INTELLIGENCE PLC SABA SOFTWARE INC VRWAY COMMUNICATION SA UNIVERSAL TECHNOLOGIES HLDGS BLINKX PLC ASAHI NET INC
ARTPRICE.COM SAFE TECHNOLOGIES INTL YANDEX N.V. WEBCREW INC CASTLE STREET INVESTMENTS ASIAKASTIETO GROUP
ASJ INC SAVVIS INC YOUKU TUDOU INC YAHOO JAPAN CORP CRITICAL PATH INC AUTO SERVER CO LTD
ASURE SOFTWARE INC TECHTARGET INC BAZAARVOICE INC ASIAEP RESOURCES BHD DAILY INTERNET PLC AUTOHOME INC  -ADR
AUFEMININ TENCENT HOLDINGS LTD BRIGHTCOVE INC CS LOXINFO PCL DOCTISSIMO BITAUTO HOLDINGS LTD  -ADR
AUTOBYTEL INC THE STYLE MERCHANTS LTD DEMANDWARE INC FISCO LTD DRECOM CO LTD CENTRALNIC GROUP PLC
CHINA JIUHAO HEALTH IND CORP VIVOCOM INTL HOLDINGS BHD FACEBOOK INC GMO CLOUD KK FUTUREMEDIA PLC CLOUD TECHNOLOGIES
CREALOGIX HOLDING AG XEZZEX AB HOMEAWAY INC INDEX CORPORATION GABIA INC DIP CORP
CREXENDO INC RACKSPACE HOSTING INC SALARY.COM INC INFOSERVE GROUP PLC GUILFORD INVESTMENTS LIMITED GAMEACCOUNT NETWORK PLC
DADA SPA 1SPATIAL PLC SYNACOR INC KEYNOTE SYSTEMS INC GVIC COMMUNICATIONS CORP GIGA PRIZE CO LTD
DAEGIS INC BANGLADESH ONLINE LTD TRIPADVISOR INC KMC (KUEI MENG) INTL INC HANGZHOU ICAFE TECHNOLOGY CO GREE INC
DAOU TECHNOLOGY INC CARSALES.COM LTD TTI LOCAL CORP INNOVATIV-DIGITALE MEDIEN AG HEALTHGATE DATA CORP
DOCCHECK AG CARVIEW CORP GROUPON INC MGM WIRELESS LTD IPROPERTY GROUP LTD IFAST CORPORATION
EQ INC CLOUDWARD INC NAVTEQ CORP MORNINGSTAR INC ISSUER DIRECT CORP JQW PLC
FULLSIX SPA CSCAPE GROUP PLC FOCUS TECHNOLOGY CO LTD NCSOFT CORP IWL LTD MYPHOTOALBUM INC
GALA INC DHI GROUP INC QIHOO 360 TECHNOLGY CO  -ADR PERION NETWORK LTD LION INC NEXTDC LTD
GIGAMEDIA LTD ESPREON LTD SAJAN INC PLANET.FR MAIL.RU GROUP LTD PLANTYNET CO LTD
GLOBAL SOURCES LTD EXCITE JAPAN CO LTD SNAP INTERACTIVE INC SPOREVER MAVSHACK AB PROFESSIONAL DIVERSITY NETWK
GROUPE NEURONES GLADSTONE PLC 203 WEB GROUP AB SWL SUSTAINABLE WEALTH LAB MIND MACHINES GROUP LTD PUNCH TELEMATIX NV
INNOFACTOR PLC GURUNAVI INC ALL ABOUT INC TRENDLINE INFO & COMM SER LT NAVINFO CO LTD REDCENTRIC PLC
INTERACTIVE ENT CHINA CULTUR HOLOSFIND ASGENT INC WALLSTREET:ONLINE AG NEMEX SA RGT SMART MARKET INTEL
INTERNET AMERICA INC IFIS JAPAN LTD ASIA PACIFIC TELECOM CO LTD WEB.COM GROUP INC NEOWIZ GAMES CORP ROSSLYN DATA TECHNOLOGIES
INTERSHOP COMMUNICATIONS AG INDEPENDENT MEDIA DISTRIBUTN BLUEDON OF CHINA ACHETER-LOUER.FR PACIFIC WEBWORKS INC SK COMMUNICATIONS CO LTD
IPASS INC JOBINDEX BLUR GROUP PLC ASKNET AG ELECTRONIC PNI DIGITAL MEDIA INC V-CUBE INC
KASHYAP TELE MEDICINES LTD J-STREAM INC BODACLICK SA BAIDU INC RELAXNEWS WALLA COMMUNICATIONS LTD
LOOKSMART LTD MEDIA KOBO INC COMPERIA.PL SA CHINA DIGITAL CULTURE GROOUP RIVINGTON STREET HLDGS PLC XLMEDIA PLC
LYRIS INC MEETIC EVERYDAY NETWORK CO LTD DEALERTRACK TECHNOLOGIES INC SHANGHAI GREAT WISDOM CO YY INC  -ADR

EASYLINK SERVICES INTL CORP SOMERSET TRANSITION CORP ZOOPLA PROPERTY GROUP PLC

Data extracted for the following companies
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Appendix 15: The Selected peers 

 

Company MILLENNIAL MEDIA INC Type: AdTech

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA -1% -17% -5% -22%
PM 0% -3% -6% -50%
ATO 10.89 8.48 1.97 1.33
SG 117% 71% 46% 14%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company ROCKET FUEL INC Type: AdTech

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA -34% -33% -25% -33%
PM -9% -8% -15% -45%
ATO 4.67 5.37 2.34 2.14
SG 139% 126% 70% 13%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company BRIGHTCOVE INC Type: AdTech

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA -325% -55% -28% -30% -13%
PM -27% -14% -9% -13% -6%
ATO 12.72 4.78 3.96 3.01 2.44
SG 45% 38% 25% 14% 8%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Millennial Media, Inc. is a mobile advertising marketplace for
advertisers and developers. The company offers a wide range 
of solutions that allow their customers to reach and connect
with the target audience across screens. The Company offers
tools that allow advertisers to buy its ad supply in a
programmatic fashion through its ad exchange and
developers the opportunity to manage and monetize the ad
inventory. Millennial Media was acquired by AOL in 2015, and
is currently delisted. 

Rocket Fuel Inc. is a technology company focused on digital
advertising that has developed an artificial intelligence (AI)
and big data-driven predictive modeling and automated
decision-making platform. The Company's media-buying
platform, which it refer to as its Demand-Side Platform (DSP)
is available to advertising agencies and advertisers as a
managed service offering, whereby it manages advertising
campaigns on behalf of an advertiser, and through a self-
service offering, whereby an agency or advertiser licenses its
technology to manage its own advertising campaigns. 

Brightcove Inc. (Brightcove) is a provider of cloud-based
services for video. Some of Its products and services include
Brightcove Zencoder (Zencoder), Brightcove Once (Once),
Brightcove Perform (Perform) and Brightcove Video
Marketing Suite (Video Marketing Suite). Zencoder is a cloud-
based video encoding service. Once is a cloud-based ad
insertion and video stitching service. Perform is a cloud-
based service for creating and managing video player
experiences. Video Marketing Suite is a suite of video
technologies. It provides its solutions to media companies,
broadcasters, brands and corporations, as well as
Governments, educational institutions and non-profit
organizations.
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Company ONIVA ONLINE GROUP EUROPE AB Type: AdTech

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA -3% 4% 65% 53% 38%
PM -2% -42% -70% 29% -97%
ATO 0.79 0.73 0.98 1.11 1.11
SG -10% -25% -8% 63% 6%

Source:  Authors' own compilation / COMPUSTAT / Reuters / Company Data

Company BLINKX PLC Type: AdTech

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 83% 26% 26% 25% -8%
PM 11% 3% 9% 5% -10%
ATO 5.62 2.31 2.25 2.21 1.52
SG 96% 73% 73% 25% -13%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company MARIN SOFTWARE INC Type: AdTech

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA -251% -237% -111% -63%
PM -44% -46% -33% -31%
ATO 5.87 5.25 3.41 2.15
SG 65% 30% 29% 9%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

blinkx plc is a United Kingdom-based technology company
engaged in connecting consumers and brands through
content online. The Company links viewers with content
publishers and distributors, and monetize those interactions
through advertising. The Company's Internet media platform
is run by connected data platform (CORE). The Company
offers digital advertising services through video, mobile and
programmatic trading channels. Its platform includes
contents and applications (apps). The Company's products
include syndicated search results, syndicated search player,
branded content hub, premium syndication, audience
extension, GrabPress and Red Label. The Company's
GrabPress delivers content from its video catalog to
WordPress sites and enables editors to publish video content
in WordPress blogs, making video catalog accessible to
publishers and editors. Its Red Label offers users video
search experience and to generate revenue automatically.

Marin Software Inc. provides a cross-channel advertising
cloud platform. The Company's platform enables digital
marketers in performance of their online advertising
campaigns. Its integrated platform is a software-as-a-service
(SaaS) analytics, workflow and optimization solution for
marketing professionals. Advertisers use its platform to
create, target and convert audiences based on buying signals
from users' search, social and display interactions. Its
platform is integrated with publishers, such as Baidu, Bing,
Facebook, Google, Twitter, Yandex, Yahoo! and Yahoo! Japan.
Additionally, it has integrations with around 45 Web analytics
and advertisement-serving solutions and enterprise
applications, enabling customers to measure the return on
investment of their marketing programs. 

Oniva Online Group Europe AB, formerly Getupdated
Internet Marketing AB, is a Sweden-based company primarily
engaged in the provision of advertising and Internet
marketing services. The Company operates through such
companies, as Getupdated Sweden AB, Crystone Sweden AB,
Just Search, Wooshii Limited Domain Tower, Travel Spec,
Domain Invest LLC and Servage. It offers a range of services,
such as Web design, Web development, Internet marketing,
media planning, Google AdWords, search engine
optimization (SEO), affiliate marketing, social media, visitor
conversion, email marketing, hosting, Web analytics and
domain name registrations, among others. The Company’s
customers primarily include small and medium enterprises.
In November 2013 and February 2014, it acquired respectively 
48% and 52% holding in Binero, a web hosting company.
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Company YANDEX N.V. Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 136% 98% 78% 69% 31% 13%
PM 29% 28% 25% 30% 32% 13%
ATO 4.87 3.73 3.49 3.45 2.02 1.66
SG 42% 53% 51% 28% -25% -9%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company ALPHABET INC Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 59% 57% 44% 36% 34% 34%
PM 27% 24% 20% 20% 21% 21%
ATO 2.29 2.43 2.20 1.95 1.76 1.67
SG 24% 29% 32% 19% 10% 14%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company YAHOO INC Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 7% 6% -13% 5% 632% 1%
PM 20% 21% 79% 30% 165% -88%
ATO 0.75 0.53 0.56 0.55 -7.67 -0.55
SG -2% -21% 0% -6% -1% 8%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Yandex N.V. is an Internet and technology company. The
Company operates as a search engine in Russia and also
serves Turkey, Ukraine, Belarus and Kazakhstan. The
Company's Russian businesses are organized in five
operating segments: Russian Search and Portal, which
includes all services offered in Russia, Belarus and
Kazakhstan; Russian E-commerce, which includes the
Yandex.Market service; Media Services, which includes
Yandex.Music, Kinopoisk.ru, Yandex.TV program and
Yandex.Kinoafisha; Taxi, which includes the Yandex.Taxi
service, and Classified Aggregators, which include
Yandex.Auto, Auto.ru, Yandex.Realty and Yandex.Job.
Additionally, its international operations are organized in
three operating segments: Turkish Search and Portal;
Ukrainian Search and Portal, and Data Factory (including the
Yandex.Data Factory service). It offers a range of specialized
search, personalized and location-based services, including
Yandex.News, Yandex.Market, Yandex.Mail, Yandex.Maps
and Yandex.Auto.

Alphabet Inc. is a collection of Companies. The Company’s
collection include Calico, Google’s health and longevity
effort; Nest its connected home business; Fiber, its gigabit
internet arm; and its investment divisions such as Google
Ventures and Google Capital, and incubator projects, such as
Google X. These will be managed separately in Alphabet.
Alphabet own all of the outstanding capital stock of Google.
Pursuant to the Alphabet Merger, Merger Sub, a direct,
wholly owned subsidiary of Alphabet and an indirect, wholly
owned subsidiary of Google, merged with and into Google,
with Google surviving as a direct, wholly owned subsidiary of
Alphabet.

Yahoo! Inc. is a technology company. The Company is
engaged in providing Internet search, communication and
digital content. The Company manages its business
geographically: the Americas; Europe, the Middle East and
Africa (EMEA), and Asia Pacific. The Company's products
include Search, Communications, Digital content, Flickr, and
Tumblr. Yahoo Search is a search engine serves as a starting
point to navigate the Internet and discover information,
which is ranked and organized -based on their relevance to
the query. Yahoo is also a digital publisher and advertising
technology provider.
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Company IAC/INTERACTIVECORP Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 3% 18% 18% 19% 19% 7%
PM 6% 8% 6% 10% 15% 6%
ATO 1.28 1.88 2.36 2.07 1.82 1.53
SG 19% 26% 36% 8% 3% 4%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company TWITTER INC Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA -35% -104% -43% -21%
PM -24% -96% -39% -19%
ATO 1.44 1.09 1.11 1.09
SG 198% 110% 111% 58%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company FACEBOOK INC Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 84% 3% 37% 20% 14%
PM 28% 2% 20% 24% 20%
ATO 2.95 1.65 1.75 0.84 0.70
SG 88% 37% 55% 58% 44%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Facebook, Inc. is a social networking company. The Company
is engaged in developing products that enables users to
connect and share through mobile devices and personal
computers. It offers various services focused on people,
marketers and developers. It offers various platforms for
people to share their opinions, ideas, photos and videos, and
to engage in other activities. Its products include Facebook,
Instagram, Messenger and WhatsApp.

IAC/InterActiveCorp (IAC) is a media and Internet company.
The Company operates through four segments: Search &
Applications, The Match Group, Media and eCommerce. The
Search & Applications segment consists of: Websites
through, which the Company provides search services,
content and other services, and applications, including its
direct-to-consumer downloadable applications operations
(B2C), partnership operations (B2B), SlimWare and Apalon.
The Match Group segment consists of its North America
dating businesses, International dating businesses and non-
dating businesses. The Media segment consists of Vimeo,
which offers video creators tools; Electus, a multimedia
entertainment studio, and The Daily Beast, a Website
dedicated to news, commentary, culture and entertainment.
The eCommerce segment consists of HomeAdvisor.

Twitter, Inc. is a global platform for public self-expression
and conversation in real time. The Company offers products
and services for users, advertisers, developers and platform
and data partners. Products and services for users enables a
way for people to create, distribute and discover content,
which enables a user on Twitter to create a tweet and a user
to follow other users. Products and services for advertisers
consist of promoted products, which enable its advertisers to
promote their brands, products and services, and extend the
conversation around their advertising message. Products for
platform partners and developers provide a set of tools,
public application program interface (APIs) and embeddable
widgets that developers use to contribute their content to its
platform, syndicate and distribute its content across their
properties. Products for data partners offer subscription
access to its public data feed.
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Company WEB.COM GROUP INC Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 1% 5% -2% -1% 3% 17%
PM -5% 5% -14% -6% 3% 20%
ATO 0.95 0.34 0.45 0.63 0.79 0.84
SG 13% 66% 105% 21% 10% 0%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company TECHTARGET INC Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 0% 4% 3% -1% 4% 6%
PM -1% 4% 4% -2% 4% 6%
ATO 0.79 0.84 0.80 0.72 0.88 0.92
SG 10% 11% -5% -11% 20% 5%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Company AOL INC Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 25% 4% 1% 8% 7%
PM -32% 1% 48% 4% 5%
ATO 1.06 1.28 1.20 1.17 1.11
SG -26% -9% 0% 6% 9%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

Web.com Group, Inc. provides a range of Internet services to
small businesses. The Company offers Domain Name
Registration and Services, Do-It-For-Me Web Solutions, Do-It-
Yourself Web Solutions and Online Marketing Services. It
offers Domain Name Registration and Services, such as
domain name registration, transfers, renewals, expiration
protection and privacy services. It offers Do-It-For-Me (DIFM)
Web Solutions, such as custom Website, Ignite, Facebook
Boost by Web.com and eCommerce. It offers Do-It-Yourself
Web Solutions, such as Website building and marketing
solutions. It offers Online Marketing Services, such as search
engine optimization (SEO), search engine marketing, Leads
by Web and renovation experts. Web.com offers small
businesses subscription-based solutions, such as domains,
hosting, Website design and management, search engine
optimization, online marketing campaigns, local sales leads,
social media, mobile products and eCommerce solutions.

TechTarget, Inc. is a provider of online content and brand
advertising that brings together buyers and sellers of
corporate information technology (IT) products and services.
The Company offers a number of data analytics solutions. The 
Company operates a network of over 150 Websites, each of
which focuses on a specific IT sector, such as storage, security
or networking and for decision support information. The
Company's integrated content platform consists of a network
of Websites. Based upon the logical clustering of users'
respective job responsibilities and the marketing focus of the 
products that the Company's customers are advertising, the
Company's marketing opportunities and audience extensions
are addressed using nine distinct media groups, such as
Application Architecture and Development; Channel; CIO/IT
Strategy; Data Center and Virtualization Technologies;
Business Applications and Analytics; Networking; Security;
Storage and TechnologyGuide.

AOL Inc. (AOL) is a global media and technology company
with a worldwide audience and a suite of digital brands,
products and services that it offers to consumers, advertisers, 
publishers and subscribers. The Company has three
reportable segments: The Brand Group, The Membership
Group and AOL Platforms. AOL Properties include the owned
and operated content, products and services in the
Membership Group and Brand Group segments. AOL
Properties also include co-branded websites owned or
operated by third parties for which certain criteria have been
met. The Company’s AOL subscription service is a distribution 
channel for AOL Properties. Through AOL Platforms, the
Company provides third party publishers. Its AOL Properties
with products and services, such as premium formats, video
advertising and content personalization, makes their
websites and applications to sell advertising inventory.
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Appendix 16: Distribution of industry RNOA, PM ATO & SG (2001-2015) 

 

Appendix 17: Goodwill 

 

Company XLMEDIA PLC Type: Diversified 

Type 2010 2011 2012 2013 2014 2015 Company Description
RNOA 6% -7% 29% 62%
PM 2% 4% 8% 23%
ATO 3.99 4.41 4.05 2.43
SG 87% 25% 32% 47%

Source:  Authors' own compilation / COMPUSTAT / Goggle Finance / Company Data

XLMedia PLC is an online performance marketing company.
The Company operates through three segments: Publishing,
Media and Partners Network. Its Publishing segment owns
over 2,000 informational Websites in 17 languages. These
Websites refer customers to online businesses. The sites'
content, written by professional writers, is designed to
attract online traffic which it then directs to its customers
online businesses. Its Media segment buys advertising space
on search engines, Websites, mobile and social networks and
places adverts referring potential users to its customers'
Websites or to its own Websites. Its Partners Network
segment manages marketing partners, whose role is to direct
online traffic to its customers. It is responsible for paying its
partners. Its partner program enables affiliates to have a
single point of contact to direct traffic to, and receive monies
from, rather than engaging in multilateral negotiation,
administration and collection of revenues.

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

5.00

-20%

0%

20%

40%

60%

80%

100%

2011 2012 2013 2014

RNOA PM SG ATO

Source:  Authors' own compilation / COMPUSTAT

Source:  Authors' own compilation / COMPUSTAT

0

50

100

150

200

250

300

350

400

450

500

-2
97

%

-2
83

%

-2
69

%

-2
55

%

-2
41

%

-2
28

%

-2
14

%

-2
00

%

-1
86

%

-1
72

%

-1
58

%

-1
44

%

-1
30

%

-1
16

%

-1
02

%

-8
8%

-7
4%

-6
1%

-4
7%

-3
3%

-1
9% -5

% 9% 23
%

37
%

PM

0

50

100

150

200

250

300

350

400

450

500

-4
57

%

-4
21

%

-3
85

%

-3
48

%

-3
12

%

-2
76

%

-2
39

%

-2
03

%

-1
67

%

-1
31

%

-9
4%

-5
8%

-2
2% 14

%

51
%

87
%

12
3%

15
9%

19
6%

23
2%

26
8%

30
4%

34
1%

37
7%

41
3%

RNOA

0

50

100

150

200

250

300

350

400

-1
6,

7

-1
5,

1

-1
3,

5

-1
1,

9

-1
0,

4

-8
,8

-7
,2

-5
,6

-4
,0

-2
,5

-0
,9 0,
7

2,
3

3,
9

5,
5

7,
0

8,
6

10
,2

11
,8

13
,4

15
,0

16
,5

18
,1

19
,7

21
,3

ATO

0

50

100

150

200

250

-6
1%

-4
9%

-3
6%

-2
4%

-1
1% 1% 14

%

27
%

39
%

52
%

64
%

77
%

89
%

10
2%

11
4%

12
7%

13
9%

15
2%

16
4%

17
7%

18
9%

20
2%

21
5%

22
7%

24
0%

SG

Source:  Authors' own compilation / COMPUSTAT

100% 100% 100% 100% 100% 95%
82% 81% 85% 82%

89% 88% 91% 89%
79%

0% 0% 0% 0% 0% 5%
18% 19% 15% 18%

11% 12% 9% 11%
21%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Goodwill/NOA
Goodwill

  Page 159 of 171 

 



Appendices 

Appendix 18: Forecasting Assumptions 
Historical values 

  

Financial Value drivers 2010 2011 2012 2013 2014 2015
Growth in Operating Income (%):

Mobile Advertising - 3rd Party Publishers n.a. 120% 129% 53%
Consumer n.a. 11% 0% 0%
Tech Licensing n.a. 15% 54% -13%

Operating Income 13% 39% 35% 39% 60% 28%

Profit Margin (PM) 6.6% 15.0% 11.7% 16.2% 8.4% 1.4%
Unusual Items (UI) 0% 0% 0% 0% -6% 0%
Asset Turnover (ATO) 1.6 1.7 1.4 0.9 0.7 0.9

Income Statement, mUSD 2010 2011 2012 2013 2014 2015
Operating Income:

Mobile Advertising - 3rd Party Publishers 54 119 273 418
Consumer 118 131 130 131
Tech Licensing 44 50 78 68

Operating Income 115 160 216 300 481 616

Core Operating Expenses:
Cost of goods sold 0.1 3.5 24.9 58.2 137.8 248.0
Payroll and related expenses 65.5 77.2 91.1 104.6 143.6 155.8
Stock-based compensation expenses 2.8 2.4 3.6 4.0 11.3 8.8
Share of the profit (loss) from associated companies 0.0 0.7 3.7 3.3 10.3 3.2
Tax on operating income 4.0 11.8 8.6 7.2 18.0 22.5

Core Operating Expense 72.2 95.6 131.9 177.3 321.0 438.3

Core Operating Income (After Tax) 42.4 64.2 84.1 122.8 159.8 177.6

Other Operating Expenses:
Other operating expenses 25.3 32.3 36.4 50.8 81.5 104.1
Restructuring costs 5.7 1.7 12.8 2.5 3.2 10.4
Depreciation 3.8 6.2 9.7 20.8 34.8 54.3

Other Operating Expenses 34.8 40.2 58.9 74.1 119.5 168.8

Operating Income (After Tax) 7.6 24.0 25.2 48.7 40.3 8.8

Unusual Items:
Impairment expenses 0.0 0.0 0.0 0.0 -31.0 0.0
Interest expense related to VAT case -0.4 -0.3 0.0 0.0 0.0 0.0

Unusual Operating Income -0.4 -0.3 0.0 0.0 -31.0 0.0

Comprehensive Operating Income 7 24 25 49 9 9

Net operating assets 74 92 153 353 662 724
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Explicit forecast 

  

  

Financial Value drivers E2016 E2017 E2018 E2019 E2020
Growth in Operating Income (%):

Mobile Advertising - 3rd Party Publishers 20% 20% 15% 10% 10%
Consumer 10% 8% 5% 5% 5%
Tech Licensing 1% 1% 1% 1% 1%

Operating Income 16% 16% 12% 8% 9%

Profit Margin (PM) 3% 5% 7% 8% 10%
Unusual Items (UI) 0% 0% 0% 0% 0%
Asset Turnover (ATO) 1.0 1.2 1.4 1.5 1.7

Income Statement, mUSD E2016 E2017 E2018 E2019 E2020
Operating Income:

Mobile Advertising - 3rd Party Publishers 501 601 692 761 837
Consumer 144 155 163 171 180
Tech Licensing 68 69 70 70 71

Operating Income 713 826 924 1,002 1,088

Core Operating Expenses:
Cost of goods sold
Payroll and related expenses
Stock-based compensation expenses
Share of the profit (loss) from associated companies
Tax on operating income

Core Operating Expense

Core Operating Income (After Tax)

Other Operating Expenses:
Other operating expenses
Restructuring costs
Depreciation

Other Operating Expenses

Operating Income (After Tax) 22.3 39.8 60.2 82.2 107.7

Unusual Items:
Impairment expenses
Interest expense related to VAT case

Unusual Operating Income 0.0 0.0 0.0 0.0 0.0

Comprehensive Operating Income 22 40 60 82 108

Net operating assets 699 693 679 655 640
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Outputs used in fade period, E2021-E2055 

  

  

Autoregression outputs RNOA PM ATO SG
Long-run level 12.69% 7.4% 1.63 0.21
Persistence 0.33 0.43 0.31 0.53
Deviations 1.4 3.0%
Long-run risk free rate 3%
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Appendix 19: CCAPM input 

 

   

Year OI[t+τ] NOA[t+τ] l[t+τ] ri[t+τ] ROIR[t+τ] ε[t+τ] (ε[t+τ])^2
2000 2.82 6.53%
2001 -3.40 2.39 4.89% -3.58832 -150.0%
2002 -1.92 3.34 2.17% -2.04147 -61.1% -15.05% 0.022658
2003 -0.07 7.08 1.27% -0.14395 -2.0% 14.20% 0.020172
2004 8.35 3.03 1.22% 8.258722 272.2% 268.56% 7.212197
2005 -0.06 11.73 3.02% -0.09268 -0.8% -96.46% 0.930409
2006 -4.19 11.12 4.78% -4.54098 -40.8% -44.85% 0.20119
2007 -0.96 9.95 5.14% -1.4949 -15.0% -5.60% 0.003138
2008 12.44 5.71 1.93% 11.93369 209.1% 209.88% 4.404905
2009 3.07 6.00 0.66% 2.964139 49.4% -25.09% 0.062966
2010 2.23 16.65 0.37% 2.186383 13.1% -7.75% 0.006001
2011 23.67 30.89 0.36% 23.60801 76.4% 67.73% 0.458798
2012 23.50 82.90 0.20% 23.38795 28.2% -1.73% 0.000301
2013 79.30 205.70 0.17% 79.1352 38.5% 24.71% 0.061075
2014 -38.10 291.90 0.14% -38.4558 -13.2% -30.38% 0.092274
2015 -21.50 433.00 0.27% -21.8996 -5.1% -4.92% 0.00242

ROIR[o,t] 6.45%
w[r] 33.58%

Panel A: Residual income returns process estimation

Year c[N,t+τ] c[S,t+τ] P[N, t+τ] P[S, t+τ] I[t]+r c[t+τ] p[t+τ] ci[t+τ] δ[t+τ] (δ[t+τ])^2
2000 15.40 4.34 82.65 77.50 2.82 0.0858 81.52 -0.5102
2001 15.84 4.58 83.53 79.88 2.85 0.0866 82.71 -0.4783
2002 16.13 4.79 83.54 81.97 2.88 0.0873 83.18 -0.4550 -1.5232% 0.000232
2003 17.04 5.04 85.26 84.53 2.91 0.0893 85.10 -0.3878 2.8561% 0.000816
2004 18.20 5.36 88.21 87.06 2.93 0.0914 87.95 -0.3091 4.0095% 0.001608
2005 19.53 5.71 91.59 89.93 2.96 0.0935 91.22 -0.2262 4.4269% 0.00196
2006 20.80 6.07 94.44 92.98 2.99 0.0955 94.11 -0.1520 3.5579% 0.001266
2007 21.77 6.39 97.21 95.98 3.02 0.0963 96.93 -0.1068 0.6592% 4.35E-05
2008 22.73 6.64 102.65 98.95 3.05 0.0947 101.82 -0.0899 -2.1687% 0.00047
2009 21.75 6.65 100.00 100.00 3.07 0.0924 100.00 -0.1573 -10.6058% 0.011248
2010 22.92 6.84 103.09 101.66 3.10 0.0935 102.76 -0.1075 1.1229% 0.000126
2011 24.71 7.09 109.19 103.52 3.12 0.0944 107.92 -0.0380 3.0868% 0.000953
2012 25.47 7.31 111.84 105.84 3.14 0.0944 110.50 -0.0157 -1.6273% 0.000265
2013 25.99 7.56 112.03 108.29 3.17 0.0953 111.19 0.0087 -1.4175% 0.000201
2014 26.68 7.92 112.69 110.82 3.19 0.0966 112.26 0.0455 -0.1895% 3.59E-06
2015 26.50 8.29 109.05 112.91 3.22 0.0984 109.97 0.0622 -2.1874% 0.000478

γ 2 0.4197%
v 3.86% 0.4197%
SSE 0.01967

Panel B: Consumption index process estimation

COV(ROIR[t+τ];ci[t+τ])

  Page 163 of 171 

 



Appendices 

Appendix 20: Test of CAPM – Market efficiency  
We are testing if CAPM holds and test if the intercept is equal to zero. This means that we are testing the 

efficient market theory.  

𝐻𝐻0: 𝛼𝛼 = 0 ↔ 𝐻𝐻1 ≠ 0 

We are using t-statistics: 

𝑒𝑒𝑝𝑝 =
𝛼𝛼� − 𝛼𝛼𝑜𝑜
𝜎𝜎𝛼𝛼�

 

Where 𝛼𝛼� is the value of the regressed output, the intercept. And 𝛼𝛼0 is the value we are testing for, a non-

random and known constant which in this situation is zero. The standard error of the regressed estimate is 

noted as 𝜎𝜎𝛼𝛼� . In order to run the student´s t-distribution we assume that the error terms are normally 

distributed and homoscedastic. The degrees of freedom is, 𝑐𝑐 − 𝑀𝑀, where 𝑐𝑐 is the number of returns and 𝑀𝑀 

is the number of variables, including the intercept. If the absolute value of the test statistic is greater than 

the critical value we reject the null hypothesis, meaning the alpha is significantly different from zero at a 5% 

significance level. We cannot reject the null hypothesis for any of the combinations.  

Appendix 21: Test for autocorrelation  
We test for auto correlation in the residuals using a Durbin Watson test. We therefore test if the returns 

are affected by the lagged version of it self’s, namely if yesterday’s returns affect todays return. The Durbin-

Watson test statistics can be calculated as follows: 

𝑑𝑑 =
∑ (𝑉𝑉𝜏𝜏 − 𝑉𝑉𝜏𝜏−1)2𝑇𝑇
𝜏𝜏=2

∑ 𝑉𝑉𝜏𝜏2𝑇𝑇
𝜏𝜏=1

 

Where T is the number of observations, and 𝑉𝑉𝜏𝜏 is the residual in time 𝑉𝑉𝜏𝜏. The Durbin-Watson test statistics 

is compared to the upper and lower bond for the test statistics as proposed by Savin & Knight [1997] at the 

5% significance level. There is evidence of positive autocorrelation if the test statistics is below the lower 

band, and evidence of negative autocorrelation if the test statistic, subtracted four, is below the lower 

band. If the test statistic is greater than the upper limit there are no statistical evidence of positive 

autocorrelation, and if the test statistic, subtracted four, is greater than the upper limit there are no 

evidence of negative autocorrelation. And lastly, if the test statistic with and without the subtraction of 

four is between upper and lower limit the test is inconclusive.  The upper and lower limits can be seen 

below.  
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Appendix 22: OSEBX constituents   

 

Appendix 23: Development of OSEBX, Oil Price and Opera 

 

 

10 Years 5 years 10 Years 5 years 10 Years 5 years 10 Years 5 years
Observations 2570 1267 514 255 118 59 9 5
Lower 1.9255     1.9054     1.8491     1.7890     1.6826     1.5446     0.8243     0.6102     
Upper 1.9275     1.9086     1.8572     1.8044     1.7167     1.6134     1.3199     1.4002     
Source: Savin & White (1997), http://web.stanford.edu/~clint/bench/dwcrit.htm

Critical 
values(5%)

Daily Weekly Monthly Yearly

Name Ticker ISIN Weight Name Ticker ISIN Weight
Statoil STL NO0010096985 15.98% DNO DNO NO0003921009 0.59%
Telenor TEL NO0010063308 12.23% Aker Solutions AKSO NO0010716582 0.55%
DNB DNB NO0010031479 11.32% Prosafe PRS CY0100470919 0.54%
Yara YAR NO0010208051 7.55% Olav Thon Eiendomsselskap OLT NO0005638858 0.48%
Orkla ORK NO0003733800 5.96% BW LPG BWLPG BMG173841013 0.46%
Norsk Hydro NHY NO0005052605 4.64% Aker AKER NO0010234552 0.45%
Royal Caribbean Cruises RCL LR0008862868 4.32% Europris EPR NO0010735343 0.44%
Marine Harvest MHG NO0003054108 3.99% IDEX IDEX NO0003070609 0.44%
Gjensidige Forsikring GJF NO0010582521 2.77% REC Silicon REC NO0010112675 0.36%
Schibsted A SCHB NO0010736879 2.75% Ekornes EKO NO0003035305 0.30%
Schibsted B SCHA NO0003028904 2.50% Avance Gas AVANCE BMG067231032 0.29%
Subsea 7 SUBC LU0075646355 1.87% ABG Sundal Collier ASC NO0003021909 0.29%
TGS-NOPEC Geophysical Company TGS NO0003078800 1.75% Stolt-Nielsen SNI BMG850801025 0.26%
Storebrand STB NO0003053605 1.46% Wilh. Wilhelmsen WWASA NO0010571680 0.26%
Veidekke VEI NO0005806802 1.24% Wilh.Wilhelmsen ser a WWI NO0010571698 0.23%
Bakkafrost BAKKA FO0000000179 1.17% Scatec Solar SSO NO0010715139 0.23%
Tomra Systems TOM NO0005668905 1.12% Multiconsult MULTI NO0010734338 0.22%
Seadrill SDRL BMG7945E1057 1.04% Kongsberg Sutomotive KOA NO0003033102 0.21%
XXL XXL NO0010716863 0.98% Thin Film Electronics THIN NO0010299068 0.21%
Norwegian Air Shuttle NAS NO0010196140 0.94% Norwegian Property NPRO NO0010317811 0.20%
Petroleum Geo-Services PGS NO0010199151 0.89% Frontline FRO BMG3682E1277 0.19%
Kongsberg Gruppen KOG NO0003043309 0.86% Wilh.Wilhelmsen ser b WWIB NO0010576010 0.16%
SalMar SALM NO0010310956 0.75% Golden Ocean Group GOGL BMG396371061 0.14%
Opera Software OPERA NO0010040611 0.72% American Shipping Company AMSC NO0010272065 0.13%
Atea ATEA NO0004822503 0.70% Photocure PHO NO0010000045 0.08%
Entra ENTRA NO0010716418 0.69% Weifa WEIFA NO0010308240 0.08%
Nordic Semiconductor NOD NO0003055501 0.68% Biotec Pharmacon BIOTEC NO0010014632 0.06%
Det norske oljeselskap DETNOR NO0010345853 0.63% Nordic Nanovector NANO NO0010597883 0.05%
AF Gruppen AFG NO0003078107 0.61% Q-Free QFR NO0003103103 0.05%
Source:  Authors' own compilation / Oslo Børs

Source:  Authors' own compilation / DataStream
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Appendix 24: Chow-test on beta regression  
𝐻𝐻0: 𝛽𝛽29.03.2011−09.02.2016 = 𝛽𝛽29.03.2011−30.07.2013 = 𝛽𝛽06.08.2013−02.02.2016 

The Chow-test follows an F-distribution with the test statistics calculated as: 

 
𝐶𝐶ℎ𝑜𝑜𝑤𝑤 𝑖𝑖𝑒𝑒𝑉𝑉𝑒𝑒𝑒𝑒𝑖𝑖𝑒𝑒𝑒𝑒𝑐𝑐 =

𝐶𝐶𝐶𝐶𝑅𝑅𝐶𝐶 − (𝐶𝐶𝐶𝐶𝑅𝑅1 + 𝐶𝐶𝐶𝐶𝑅𝑅2)
𝑀𝑀

𝐶𝐶𝐶𝐶𝑅𝑅1 + 𝐶𝐶𝐶𝐶𝑅𝑅2
𝑁𝑁1 + 𝑁𝑁2 − 2𝐾𝐾

  

Where SSR is sum of squared error in the residuals, N is number of observations and K is number of 

regresses, including the intercept. The subscript, C, represents the combined regression, while 1 and 2 

represent the first and second regression, respectively. 

 

 

  

SUMMARY OUTPUT: The whole Period SUMMARY OUTPUT: 29.03.2011 - 30.07.2013

Regression Statistics Regression Statistics
Multiple R 0.400966 Multiple R 0.49275
R Square 0.160774 R Square 0.242802
Adjusted R 0.157457 Adjusted R 0.236545
Standard E 0.059251 Standard E 0.052439
Observatio 255 Observatio 123

ANOVA ANOVA
df SS MS F ignificance F df SS MS F ignificance F

Regressio 1 0.170159 0.170159 48.46829 2.88E-11 Regression 1 0.106692 0.106692 38.79978 7.06E-09
Residual 253 0.888213 0.003511 Residual 121 0.332726 0.00275
Total 254 1.058371 Total 122 0.439418

Coefficientsandard Err t Stat P-value Lower 95%Upper 95%wer 95,Upper 95,0% Coefficientsandard Err t Stat P-value Lower 95%Upper 95%ower 95,0%Upper 95,0%
Intercept 0.001294 0.003711 0.348761 0.727559 -0.00601 0.008602 -0 0.008602 Intercept 0.003163 0.004729 0.668814 0.504888 -0.0062 0.012525 -0.0062 0.012525
X Variable 0.948935 0.136304 6.961917 2.88E-11 0.680501 1.217369 0.7 1.217369 X Variable 0.927895 0.148965 6.228947 7.06E-09 0.63298 1.222811 0.63298 1.222811

SUMMARY OUTPUT: 06.08.2013 - 09.02.2016 Chow Test
Sum of squared residuals combined 0.89

Regression Statistics Sum of squared residuals  step 1 0.33
Multiple R 0.320573 Sum of squared residuals step 2 0.55
R Square 0.102767 K 2
Adjusted R 0.095865 N1 123
Standard E 0.065311 N2 132
Observatio 132 Chow statistics 0.14

Degrees of freedom 251
ANOVA Critical value (5%) 2.996

df SS MS F ignificance F
Regressio 1 0.063512 0.063512 14.88989 0.000179
Residual 130 0.554511 0.004265
Total 131 0.618024

Coefficientsandard Erro t Stat P-value Lower 95%Upper 95%ower 95,0%Upper 95,0%
Intercept -0.00045 0.005685 -0.07871 0.937383 -0.01169 0.0108 -0.01169 0.0108
X Variable 0.988161 0.256084 3.858742 0.000179 0.48153 1.494791 0.48153 1.494791
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Appendix 25: Bottom-up beta calculation  
Each industry participants’ regressed beta is levered and unlevered accordingly: 

 𝛽𝛽𝐿𝐿 = 𝛽𝛽𝑈𝑈 �1 + (1 − 𝑒𝑒) ∗
𝐷𝐷
𝐸𝐸
� ⟺ 𝛽𝛽𝑢𝑢 =

𝛽𝛽𝐿𝐿

�1 + (1 − 𝑒𝑒) ∗ 𝐷𝐷𝐸𝐸�
 

 

Where t is the tax rate and D/E is the debt to equity ratio. The subscripts L and U denote levered and 

unlevered betas, respectively. We have retrieved both D/E and tax rate from Damodaran’s yearly beta 

update, last update took place in January 2016, and represent industry values for the global, American and 

European market. We have used the American values for the American companies, European for European, 

and so forth. As mentioned in the analysis in section 10.2.1.2, the following cash adjustments have been 

made: 

 𝐴𝐴𝑑𝑑𝐴𝐴𝑉𝑉𝑖𝑖𝑒𝑒𝑉𝑉𝑑𝑑 𝐷𝐷𝑉𝑉𝑒𝑒𝑉𝑉 =
𝛽𝛽𝑈𝑈

1 − 𝐶𝐶𝑉𝑉𝑖𝑖ℎ
𝐸𝐸𝑉𝑉

 
 

Where the cash is retrieved using DataStream [WC02003]. EV, enterprise value, is calculated using the stock 

price [P] multiplied with outstanding shares [WC05301] and then added long term debt [WC03251]. 

 

 

Type Company Name Levered Beta D/E Ratio Tax Rate
Unlevered 

beta Cash/EV

Unlevered 
beta 

corrected 
for cash

ROCKET FUEL INC 1.09 4.69% 3.80% 1.04 51.4% 2.14
BRIGHTCOVE INC 1.55 11.52% 3.80% 1.39 11.5% 1.57
MARIN SOFTWARE INC 0.80 4.43% 3.80% 0.77 11.0% 0.87
YANDEX N.V. 1.84 4.69% 9.12% 1.76 13.2% 2.03
ALPHABET INC 1.08 4.43% 3.80% 1.03 3.4% 1.07
YAHOO INC 1.08 4.43% 3.80% 1.04 6.2% 1.11
IAC/INTERACTIVECORP 1.13 4.43% 3.80% 1.08 29.0% 1.52
TWITTER INC 1.09 4.43% 3.80% 1.04 2.6% 1.07
FACEBOOK INC 0.98 4.43% 3.80% 0.94 0.6% 0.94
WEB.COM GROUP INC 1.29 4.43% 3.80% 1.24 1.6% 1.26
TECHTARGET INC 1.15 4.43% 3.80% 1.11 6.5% 1.18
XLMEDIA PLC 0.98 11.52% 8.92% 0.89 0.2% 0.89

Net interest bearing debt (mUSD) 354.3 Average unlevered beta 1.31
Stock price (NOK) 48.77 Opera Debt/Equity 42.93%
USD/NOK 8.56 Tax 25.00%
Shares (m) 145 Equity beta 1.73
Equity (USD) 825
D/E 42.93%
Source:  Authors' own compilation / DataStream / Damodaran(2016)
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Appendix 26: Historically Equity Risk premium  

 

𝐼𝐼𝑐𝑐𝑑𝑑𝑉𝑉𝑥𝑥 𝐸𝐸𝑉𝑉𝑒𝑒𝑉𝑉𝐸𝐸𝑐𝑐𝜏𝜏 =
𝑃𝑃𝜏𝜏 + 𝐷𝐷𝜏𝜏 − 𝑃𝑃𝜏𝜏−1

𝑃𝑃𝜏𝜏−1
 

  

Type Company Name Long Term Debt Price Shares Cash Equity Value Firm Value Cash/EV
ROCKET FUEL INC 29,472 2.8 43,567 78,560 123,295 152,767 51%
BRIGHTCOVE INC 0 4.8 32,676 18,057 157,498 157,498 11%
MARIN SOFTWARE INC 1,557 2.8 37,568 11,762 105,566 107,123 11%
YANDEX N.V. 27,374,000 12.5 319,252 4,125,000 3,990,650 31,364,650 13%
ALPHABET INC 1,995,000 701.0 687,348 16,549,000 481,844,695 483,839,695 3%
YAHOO INC 1,352,174 26.8 945,854 1,661,589 25,367,804 26,719,978 6%
IAC/INTERACTIVECORP 1,748,213 40.4 83,035 1,481,447 3,356,275 5,104,488 29%
TWITTER INC 1,514,790 14.4 694,132 300,363 9,995,501 11,510,291 3%
FACEBOOK INC 107,000 99.5 2,845,000 1,703,000 283,191,300 283,298,300 1%
WEB.COM GROUP INC 411,409 16.1 48,563 18,706 783,807 1,195,216 2%
TECHTARGET INC 0 7.1 32,040 14,783 227,164 227,164 7%
XLMEDIA PLC 0 68.5 200,352 24,232 13,724,112 13,724,112 0%

Source:  Authors' own compilation / DataStream
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Arithemtic S&P 500 Zero-Coupon Geometric Mean S&P 500 Zero-Coupon 
1963-2015 11.4% 6.1% 1963-2015 9.8% 6.0%
1975-2015 13.1% 6.2% 1975-2015 11.5% 6.1%
1985-2015 12.4% 5.1% 1985-2015 10.6% 4.9%
1995-2015 11.1% 3.8% 1995-2015 8.9% 3.7%
2005-2015 8.7% 2.8% 2005-2015 6.4% 2.5%
Source:  Authors' own compilation / FED Source:  Authors' own compilation / FED

Risk premium Geometric Arithemtic Standard Error
1963-2015 3.8% 5.2% 2.3%
1975-2015 5.5% 6.9% 2.7%
1985-2015 5.7% 7.3% 3.0%
1995-2015 5.2% 7.3% 4.1%
2005-2015 3.9% 5.9% 5.3%
Source:  Authors' own compilation / FED
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Appendix 27: Implied Equity Risk Premium  

 

 

 

 

  

Valuation date 09-02-2016
S&P 500 1852.21
Yearly growth until terminal 11%
Long-run Risk free 3%
Dididend & Buyback yield 4.83%

Implied market risk premium 6.9%

Cash flows 2015 1 2 3 4 5 Terminal
Expected Earnings 100.45 111.20 123.11 136.29 150.87 167.03 172.04
Expected Cash Yield in % of earnings 89% 89% 89% 89% 89% 89% 89%
Expected dividend 90 99 110 121 134 149 153

90 91 92 92 93 1,394

Intrinsic Value 1,852.21
Diff 0.00

MARKET OPERATING AS REPORTED DIVIDEND & DIVIDENDS
VALUE EARNINGS EARNINGS DIVIDENDS BUYBACKS DIVIDEND BUYBACK BUYBACK & BUYBACKS

Yearly $ BILLIONS $ BILLIONS $ BILLIONS $ BILLIONS $ BILLIONS YIELD YIELD YIELD $ BILLION
31-12-2015 17,899.56 $885.29 $762.21 $382.46 $572.16 2.14% 3.20% 5.33% $954.62
30-12-2014 18,245.16 $1,004.22 $909.09 $350.43 $553.28 1.92% 3.03% 4.95% $903.71
31-12-2013 16,494.78 $956.01 $892.76 $311.77 $475.59 1.89% 2.88% 4.77% $787.36
31-12-2012 12,742.44 $870.19 $777.56 $280.69 $398.91 2.20% 3.13% 5.33% $679.60
31-12-2011 11,385.01 $876.76 $790.52 $240.20 $405.08 2.11% 3.56% 5.67% $645.27
31-12-2010 11,429.83 $758.71 $700.32 $205.82 $298.82 1.80% 2.61% 4.42% $504.64
31-12-2009 9,927.54 $500.78 $449.03 $195.61 $137.64 1.97% 1.39% 3.36% $333.26
Source:  Authors' own compilation / S&P 500

Year Growth
E2016 17%
E2017 15%
E2018 11%
E2019 7%
E2020 3%

Compunded Anually 11%
Source:  Authors' own compilation / S&P 500
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Appendix 28: Synthetic Credit Rating based on Moody’s 

 

  

Weighted

Weight 20%

Weight 15%

Weight 5%

Weight 10%

Weight 15%

Weight 15%

Weight 10%

Weight 10%

B2
15

Source:  Authors' own compilation / Moody's

<5%5-10%

New service 
offering with 
unknown demand 
trajectory. No 
differentiation of 
service. Service not 
important to 
customer.

Caa CaAaa Aa A Baa Ba B

>60

Reliable and
steady demand,
although
moderately
exposed to
economic cycles.
Very high
competitive
differentiation and
well established
track record for
service lines.
Service offerings
perceived to be

Highly reliable
and steady
demand;
impervious to
economic
cycles. Unique
service lines
with very well
established
track record.
Service
offerings
perceived to
be essential. 

Steady demand 
expected over the 
medium term; 
moderate exposure 
to economic or 
industry cycles. 
Significant service 
line differentiation 
and some track 
record. Service 
offerings perceived 
to be important.

Steady demand 
expected over the 
near term only, 
significant 
exposure to 
economic or 
industry cycles. 
Some service line 
differentiation and 
recent track record. 
Service offerings 
perceived to be 
somewhat 
important.

<0.2

10-15%15-20%20-25%25-35%

RCF/Net Debt

EBITA/Interest

Debt/EBITDA

>80%

>25x

<0.5x 0.5-1x 1-2x 2-3x

15-25x

60-80%

10-15x

40-60%

6-10x

25-40%

3-4.5x

3-6x

4.5-6.5x

15-25%

Credit rating

Competitive Profile

Financial Policy

Factor 1: Scale (20%)

Factor 2: Business Profile (20%)

Factor 3: Profitability (10%)

Factor 4: Leverage and Coverage (40%)

Factor 5: Financial Policy (10%)

1.5

2.7

2.25

1.5

1.2

0.60

1.8

3

2.5-7.5%

0-1x

6.5-9x >9x

<0x

<2.5%

Expected to have 
predictable 
financial policies 
that preserve 
creditor interests. 
Although modest 
event risk exists, 
the effect on 
leverage is likely to 
be small and 
temporary; strong 
commitment to a 
solid credit profile

Expected to have 
financial policies 
that create 
elevated risk of 
debt restructuring 
even in healthy 
economic 
environments

6 9

Revenue (bnUSD)
30-60 10-30 5-10 1.5-5 0.5-1.5 0.2-0.5

Expected to have 
extremely 
conservative 
financial policies; 
very stable metrics; 
public commitment 
to very strong 
credit profile over 
the long term

Expected to have 
very stable and 
conservative 
financial policies; 
stable metrics; 
minimal event risk 
that would cause a 
rating transition; 
public commitment 
to strong credit 
profile over the 
long term

Expected to have 
financial policies 
that balance the 
interest of creditors 
and shareholders; 
some risk that debt 
funded acquisitions 
or shareholder 
distributions could 
lead to a weaker 
credit profile

Expected to have 
financial policies 
that tend to favor 
shareholders over 
creditors; above 
average financial 
risk resulting from 
shareholder 
distributions, 
acquisitions or 
other significant 
capital structure 
changes

Expected to have 
financial policies 
that favor 
shareholders over 
creditors; high 
financial risk 
resulting from 
shareholder 
distributions, 
acquisitions or 
other significant 
capital structure 
changes

Expected to have 
financial policies 
that create 
elevated risk of 
debt restructuring 
in varied economic 
environments

1-3x

7.5-15%

Mostly steady
demand, with
moderate
exposure to
economic cycles.
High
differentiation of
service lines and
established track
record. Service
offerings
perceived to be
very important. 

Recent evidence of 
strong demand, but 
stability through 
the cycle is less 
certain. Limited 
service line 
differentiation. 
Service offerings 
perceived to be of 
limited importance.

Very recent service 
offering with 
unknown demand 
trajectory through 
the cycle. Little 
service line 
differentiation. 
Service of little 
importance to 
customer.

Demand 
Characteristics 

EBITA Margin
>50% 35-50%

Score 12 15 18 20

Multiple business 
segments and a 
wide range of 
services in all 
segments. End-
market is well 
diversified with no 
customer 
concentration. 
Strong barriers to 
entry eliminate 
possibility of new 
competitors. 
Dominant share of 
market.

Multiple business 
segments and a 
wide range of 
services in most 
segments. 
Endmarket is 
diversified with 
very limited 
customer 
concentration. New 
entrants are rare 
due to strong 
barriers to entry. 
Market share 
reflects 
oligopolistic 
industry profile.

Several business 
segments with 
broad service 
offerings in many 
segments. 
Endmarket is fairly 
well diversified 
with minimal 
customer 
concentration. 
Barriers to entry 
provide sustainable 
protection of 
market share. 
Leading market 
share in an industry 
characterized by 
limited 
competition.

Several business 
segments with 
broad service 
offerings in at least 
one key segment. 
Well diversified in 
its major market; 
some customer 
concentration. 
Barriers to entry or 
high switching costs 
limit new entrants. 
Among market 
share leaders.

Operates in a few 
business segments, 
with a broad 
portfolio in at least 
one segment. 
Somewhat 
diversified in its 
major market; 
moderate customer 
concentration. 
Limited barriers to 
entry or low 
switching costs 
encourage new 
entrants. Among 
top providers in key 
markets or a strong 
niche player.

Operates in a few 
business segments, 
although heavily 
reliant on one 
segment. High 
degree of customer 
concentration. 
Ineffective barriers 
to entry or absence 
of switching costs 
permit large 
number of new 
entrants. Local or 
niche player in key 
market or segment.

Operates in only 
one business 
segment with high 
customer 
concentration. No 
barriers to entry; 
service has 
commodity 
attributes. Small 
player compared to 
key competitors or 
somewhat 
fragmented 
market.

Operates in only 
one business 
segment with very 
high customer 
concentration. No 
barriers to entry; 
service is a 
commodity. Very 
small player 
compared to key 
competitors or 
highly fragmented 
market.

Credit rating Aaa Aa A Baa Ba B Caa Ca
1 3
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Appendix 29: Valuation of Opera – Market-to-Operating Income  

 

Appendix 30: Share price calculations based on different peers 

 

 

 

  

  

PV - Explicit Forecast 48
PV - Fade Period 139
PV - Continuing Value 602
PV - Residual Operating Income 790
Net Operating Assets 724
Value of Operations 1514
Net Interest Bearing Debt 354
Option Overhang 9
Value of Equity 1150
Number of shares, m 146
Value per share 7.9
NOK/USD 8.2
Estimated price per share (NOK) as of February 9th 64.7
Market Price(NOK) as of 09.02.2016 48.8

Source: Authors' own compilation Market pricing errors -25%

3%
9%

40%

48%

PV - Explicit Forecast

PV - Fade Period

PV - Continuing Value

Net Operating Assets

Contribution 
to Value of 
Operations

SARD-peers EV/EBITDA E2015 E2016

Median EV/EBITDA SARD-peers 12 9
Our EBITDA estimate 86 95
Enterprise Value 1,003 824

NIBD 364 364
Equity Value 639 460
Shares outstanding, thousands (2015) 145,631 145,631
Per share (USD) 4.4 3.2
Per share (NOK) 35.9 25.9
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Appendix 31: Trading and Acquisition Scenario  

 

 

 

 

 

 

 

Trading Scenario, numbers in USDm E2015 E2016
Mobile Advertising
Revenues 418 501
EBITDA 39 47
EBITDA % 9% 9%

EV/EBITDA AdTech Peers 19.3x 19.4x
Implied EV based on AdTech peers EV/EBITDA 758 903
Implied EV per share (NOK) 43 51

Consumer and Tech Licensing
Revenues 199 212
EBITDA 46 48
EBITDA % 23% 23%

EV/EBITDA other diversified peers 17.1x 10.5x
Implied EV based on other diversified peers EV/EBITDA 788 509
Implied EV per share (NOK) 44 29

Opera Group
Revenues 617 713
EBITDA 86 95
EBITDA % 14% 13%

Enterprise value 1,546 1,412
Net Interest Bearing Debt 364 364
Equity Value 1,182 1,048
Shares outstanding, thousands (2015) 145,631 145,631

Per share (USD) 8.1 7.2
Per share (NOK) 67 59
Source: Authors' own compilation
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Appendix 32: Sensitivity of parameters persistence and long-run ReOIR 

 

 

 

 

Acquisition Scenario, numbers in USDm

Mobile Advertising
Revenues 418

EV/Sales Acquisition comps 3.6x
Implied EV based on acquisition comparables 1,484
Implied EV per share (NOK) 84

Consumer and Tech Licensing
Revenues 212
EBITDA 48
EBITDA % 23%

EV/EBITDA other diversified peers 10.5x
Implied EV based on other diversified peers EV/EBITDA 509
Implied EV per share (NOK) 29

Enterprise value 1,993
Net Interest Bearing Debt 364
Equity Value 1,629
Shares outstanding, thousands (2015) 145,631

Per share (USD) 11.2
Per share (NOK) 92
Source: Authors' own compilation

ReOIR
0.14 0.24 0.34 0.44 0.54

4.5% 56 56 55 55 54
5.5% 61 61 60 60 59
6.5% 66 65 65 64 63
7.5% 71 70 69 69 68
8.5% 75 75 74 73 72

Source: Authors' own compilation

Persistence of ReOIR

Long-run 
ReOIR
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