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Executive Summary 

The purpose of this thesis is to determine the fair value of a Bang & Olufsen stock as of October 

25
th

 2016 and identify the significant value drivers. The valuation is conducted based on a 

fundamental analysis of B&O of a strategic and a financial analysis.  

B&O operates in the business areas B2C and B2B, however their focus for the future lies on the 

B2C unit. A complete re-organization of the firm is part of a newly introduced strategy, Leaner, 

Faster, Stronger, which was introduced in 2011.  

The strategic analysis consists of 3 levels, a macro-, industry-, and internal environmental analysis. 

The analysis reveals that B&O is heavily affected by changes in the global economy and 

technology.  

The rapid evolution in technology and consumer behavior indicates that B&O will suffer injuries on 

their sales due to their slow product launches and long lasting products. The BRIC region is seen to 

experience a large growth in the future.   

A financial statement analysis was conducted, and illustrated that B&O have experienced positive 

and negative trends in the past years. They are still having issues with regards to an acceptable 

performance. Furthermore the analysis illustrated that the profit margin is a crucial factor for 

B&O’s operating performance. 

A DCF valuation was performed in order to forecast three different scenarios. The base case 

estimated the stock price at DKK 53.27. The best and worst case estimated a stock price at DKK 

67.60 and 4.71. The result indicates that the market has overvalued the stock price.  These results 

are supported in the brand valuation where the share price is estimated at DKK 43.32. 

The thesis concludes with a sensitivity analysis based on the base case scenario, illustrating how 

sensitive the share price is with regards to Weighted Average Cost of Capital and terminal growth. 

These findings supported the estimated share price at DKK 53.27 as of October 25, 2016, which 

represents B&O’s true value.  
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1. Introduction 
Bang & Olufsen (B&O) is a Danish world-renowned manufacturer of high-end products, including 

music systems, speakers and flat screen TVs, which combines the high technology with design, 

quality and ease of use.  

Bang & Olufsen was founded in Struer in 1925 by two engineering students, Peter Bang and Svend 

Olufsen, who ran the company after the motto: To create is to live. True to this mantra, the 

company has created countless of technological and design revolutionary products throughout its 

history. The company had at the end of the financial year 2015/16 1.734 employees and products 

were sold in more than 70 countries around the world
1
.  

The last five annual results (see Table 1.1) have been very volatile, and they have at no time been 

acceptable for the company itself or its shareholders. 

Year 11/12 12/13 13/14 14/15 15/16 

Revenue, after tax 104 -210 -228 -607 -198 

Table 1.1: B&O revenue after tax 

Source: Annual reports + own creation 

The share price before the financial year 2011 was of over 700 kroner, but it has after the economic 

recession been offered for as low as around 30 kroner.  

After Tue Mantoni was appointed as new director in 2011, B&O launched a new six-year strategic 

plan called 'Leaner, Faster, Stronger'. The original financial goal of the strategy was to achieve an 

EBIT margin of around 12% and revenue between 8-10 billion kroner. The annual report from 

August 2015, however, shows clearly that there is a long way to go. B&O unfortunately had to 

disclose a deficit of 607 million kroner, an EBIT margin of -34.3% and sales of just 2.3 billion 

kroner. 

A number of macroeconomic parameters indicate, however, a brighter future for the world economy 

as a whole and for the audiovisual industry in particular, which B&O belongs to. Whether the 

company's shares can be considered to be attractive investments will be studied in this thesis.  

                                                           
 

1
 Annual Report  2015/16 – Page 3 
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1.1 Problem Statement 

The purpose of this paper is to estimate the economic fair value of the company Bang & Olufsen 

A/S from a going-concern principle, in order to determine whether the market-share price is over- 

or undervalued.  

The thesis is divided into smaller units, all leading and contributing to the total and final valuation. 

These units are respectively, a strategic analysis, financial statement analysis and finally a pro 

forma budget that is based on the first two units.  

The valuation will at last be made on the basis of the stated pro forma budget. The economic fair 

value can then be calculated. The strategic analysis is performed on both external and internal level, 

and the external part will further be divided into a macro and micro section.  

The main purpose of this analysis is therefore to determine the macroeconomic and industrial-

economic factors that can affect the B&O’s value-creating ability. Furthermore it is determined 

what internal factors in the future will affect the company.  

Finally, the consequence of the above mentioned factors, and the company’s opportunities and 

threats are analyzed against its strengths and weaknesses. The goal is to shed light on the factors 

that play the biggest role on the company's future and the opportunity for value creation.  

The primary value drivers can be found by reformulating the financial statements. This makes it 

possible to make a profitability analysis that illustrates the historical values. This can later be used 

as a basis for a pro forma budget. The main purpose of the carrying part of the analysis is to 

determine the evolution of the historical value drivers as well as the reasons that have guided the 

development of these. Along with elements from the strategic analysis, the historical value drivers 

will be used to develop the pro forma budget that underlies the final valuation. In this part of the 

analysis, the estimated fair value of B&O is determined.  

This leads to the following problem statement: 

 “What is the fair share price of Bang & Olufsen as of October 25
th

 2016, and which factors have 

a significant impact on the value” 

In order to answer the problem statement, a number of sub questions will be addressed, as the 

decision regarding a stock shall be based on the results of a thorough analysis. Thus, the analysis 
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will be conducted as a fundamental analysis consisting of a strategic as well as a financial analysis, 

with the following sub questions: 

- Who are B&O and what is their current situation? 

- What are the significant financial value drivers and how do the industry and market 

conditions impact on the value drivers? 

- How will B&O perform in the future? 

- What is the market value of B&O? 

 

1.2 Methodology & Structure 

As a starting point the analysis begins with a brief description of B&O, which will describe the 

company's history, size, ownership, activity and strategic approach. Subsequently a two-part 

analysis is conducted; an external and an internal analysis.  

The external analysis will cover the macroeconomic factors that influence B&O, determine market 

prospects and describe the profitability of the industry, where B&O operates.  

The internal analysis aims to illuminate B&O's resources and skills in order to determine whether 

B&O possess any kind of competitive advantage. 

 Finally, there will be an analysis of B&O's growth strategy 'Leaner, Faster, Stronger'. The strategic 

analysis leads on to a financial analysis, which is based on B&O's annual reports from 2011-2016.  

The financial analysis focuses on key figures and financial situation illustrated thus to identify 

future challenges and opportunities, so that these can be used as a basis for budgeting. Based on the 

strategic and accounting analysis, a pro forma budget will be illustrated. This leads to the 

fundamental valuation which is carried out via a discounting of future free cash flows. Eventually a 

sensitivity analysis is conducted, to illustrate the uncertainty in the final outcome against key 

elements.  

The various parts are made in a logical order, and each element will thus form the basis for the next 

part. The valuation is thus the end result and is based on all of the foregoing parts. This task 

involves only publicly available information, thus allowing direct comparison to the market. 
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1.3 Delimitations 

It is assumed that the reader has extensive knowledge of economic theory and reasonable insight 

into accounting policies, why known concepts etc. will not be elaborated further. The models and 

methods are, in the same way, a starting point, not described in depth, as it is expected that the 

reader is aware of these. Since B&O released their annual report May 31
st
, 2016, the effective date 

for the valuation will be set to October 25
th

, 2016, because it is hereby assumed that the market has 

adapted to the latest information contained in this. The problem formulation is based on a going-

concern principle, and discussions concerning mergers and acquisitions are therefore not included. 

To get a more precise analysis of the share price the quarterly financial statements will not be 

included in the analysis, as these will not form an overall picture of the analysis. The latest budget 

year used, is therefore 2015/16. 

 

1.4 Data Collection & Source Criticism 

B&O's annual reports are used as the primary source for this thesis. A variety of databases are also 

used such as the Euromonitor, DST, and Dataworldbank, all of which are leaders in reliable 

delivery of their data.  

Articles from a number of news media and a number of consumer magazines are also used as 

sources of the strategic part of the thesis. It is taken into account that the used news media can have 

a political interest in the described issues but this is assessed to be minimal and therefore 

insignificant for credibility.  

Calculations made by the New York University Stern School of Business is used to compare a 

number of B&O's key figures with the average of over 100 companies in the electronics industry. 

This comparison should be interpreted with some reservations, since the stated industrial data 

applies to the category Electronics (consumer & office). This category is selected when B&O are 

included in this category in the calculation. Additionally, it has only been possible to obtain figures 

from the end of 2015.  

A rights issue in 2009 is used to analyze and describe B&O's activities. Although the rights issue 

was published in 2009, it is estimated that the remains are accurate in its description of B&O's 

activities as these are not considered to have changed significantly since then. 
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 For the financial statement analysis, budgeting and the valuation, literature Sørensen (2012) and 

Plenborg (2012) are used as primary sources. 

 

2. Presentation of B&O 

Chapter 2 provides the reader with a brief introduction to B&O. This includes a historic overview of 

B&O, its ownership and group structure followed by a brief look at the company’s financial 

position during the past few years. A comprehensive financial analysis will be conducted later in the 

thesis. 

 

2.1 Historic Overview2 

Bang & Olufsen was founded in 1925 by engineers Peter Bang and Svend Olufsen. The company 

quickly gained a reputation as a supplier of designer- and technical innovative audio / video and 

multimedia products. Their first breakthrough came with a main receiver that eliminated the need 

for batteries. 

This product was later dubbed 'Eliminator'. Eliminator gave B&O the necessary initial capital to set 

up its own factory, which was founded in Struer. 

The Second World War was unfavorable for B&O, which had to suffer the indignity of seeing their 

factory being blown up. The factory was blown, both because they would not work for the 

Germans, but also because large parts of its employees were involved in the war against the 

occupying power. After the war B&O fought to rebuild the company and factory. Throughout the 

1950’s and 1960’s, B&O established themselves in the Danish market as 'The Danish Quality' 

Brand. 

Denmark joined EFTA in 1960 and this paved the way for a growing export opportunity for rest of 

the world. This meant that the company grew tremendously towards 1970, when among other 

things, four new production facilities were built at headquarters in Struer, and the number of 

employees increased from 700 to 3,000. 

                                                           
 

2
 Annual Report 2008/09 – Page 8-13 
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In the late 1960s, the international competition intensified when a number of Asian manufacturers 

gained access to the European market. As a result, a number of Danish and European factories 

closed because of the intensive competition. By allying with a number of architects and designers 

B&O were able to differentiate themselves from competitors by focusing on the idea, design and 

quality. This meant that the company actively chose to refrain from engaging in a battle of price and 

instead chose to meet a narrower but stronger buying audience. 

Earning problems in the early 90’s meant that the company chose to sell all activities that could not 

be classified as core competencies, while a new distribution strategy was implemented. B&O's 

products were no longer sold exclusively via radio/TV stores, which negotiated a wide range of 

electronics brands, but through dedicated outlets which exclusively negotiated B&O's products. 

The establishment of its own stores continued worldwide after the turn of the millennium, in 

particular China, India and Russia. In the same period, the Automotive business area was 

established, developed, produced and sold exclusive sound systems for cars. All these activities 

must be considered to have been a success, and from the late 1990s until 2007 B&O experienced 

great revenue growth. 

The global economic crisis, which is believed to have started in 2007, however, put an end to the 

positive development and the company's cyclical products have not yet managed to sell to the same 

extent as before the crisis. 

In March 2011 Tue Mantoni joined as the new director, and he launched a strategy plan 'Leaner, 

Faster, Stronger'. This is valid until 2017. The goal is to revitalize the company's product portfolio, 

lifting the overall innovative level, launch new initiatives attract a younger customer segment and to 

strengthen the company's global sales network
3
. In the same period Mantoni set a number of 

financial targets, but the company has, as mentioned earlier, a series of challenges before targets can 

be considered to be met. 

                                                           
 

3
 Annual Report 2015/16 – Page 30 
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2.2 The Organization 

 
Figure 2.1: Corporate Structere 

Source: B&O annual reports + own input 

- Bang & Olufsen A/S located in Denmark and by procurement production and logistics for 

the group and the sale of audiovisual products. 

- Bang & Olufsen s.r.o. Located in the Czech Republic and is responsible for production and 

development of parts of the company's products. 

-  Bang & Olufsen OÜ. Located in Estonia and manages software development. 

-  B & O Play A / S located in Denmark and is responsible for marketing and sales of 

products within the product category B & O Play. 

ICEpower A/S and Automotive, which respectively developed and produced amplifiers and car 

sound systems, were acquired by HARMAN International Industries March 31
st
 2015. The idea of 

selling was according to Tue Mantoni - "To focus and strength that part of the business, which aims 

at consumers and reduces operational complexity". This deal generated a prepayment of 1.105 

million kroner for B&O, as well as a license fee per unit for at least 20 years, since Harman also 

acquired the right to use the name Bang & Olufsen in the twenty-year period
4
. 

As of 31th May 2015 # of shares Capital/Votes % 

Delta Lloyd Asset Management N.V. 6,359,351 14,7 

Arbejdsmarkedets Tillægspension 5,361,391 12,4 

Sparkle Roll Holdings Ltd. 25/F 2,404,186 5,6 

Tabel 2.1 - Major Shareholders 

  

Source: B&O annual reports + own input 

 

                                                           
 

4
 http://borsen.dk/nyheder/virksomheder/artikel/1/301983/ 
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B&O had a share capital of DKK 431,974,780 with nominal value DKK 10 per share, giving a total 

of 43.197.478 shares
5
. Each share holds the right to one vote and carry the same rights. B&O A/S 

holds 29.999 shares and approx. 25.000 registered shareholders where approx. 24.100 are in 

Denmark
6
.  

Table 2.1 depicts the shareholders that hold more than 5% of the Groups share capital. There are 

mainly 3 investors that hold more than 5%, Delta Lloyd Asset Management N.V, Arbejdsmarkedets 

Tillægspension and Sparkle Roll Holdings.  

 

2.3 Business Units 

B&O split their business segments based on differences in the customers and products of the 

segments
7
. The B2C segment is made of AV and B&O PLAY, which has an incitement to increase 

revenue and attract new potential customer. B&O PLAY products are sold through B&O’s B1 

shops and other retail sales channels
8
. 

The B2B segment consists of B&O’s previous Automotive which covers the cooperation with a 

number of Automotive partners, and ICEpower which revenue comes from sales of components to 

the electronics industry, independently of the B&O brand. 

 

2.3.1 ICEpower 

ICEpower, as mentioned, is a product which is not sold under the B&O brand, but 

separately as a subsidiary to the Group. The purpose of this segment was to sell digital 

amplifiers, furthermore the ICEpower technology made it possible for amplifiers to 

use energy more efficiently.  

                                                           
 

5
 Annual report 2015/16 page 27 

6
 Annual report 2015/16 page 26 

7
 Annual report 2013/14 page 57 

8
 Annual report 2013/14 page 57 
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ICEpower experienced a significant growth in the financial year 2013/2014 compared to the past 

year. The revenue increased from DKK 87 million to DKK 102 million
9
, a total increase just above 

17%.  

 

2.3.2Automotive  

Automotive, had its start in 2005, where B&O took its iconic emotional appeal and 

audio performance, derived from technological excellence, and applied it to the 

Automotive industry. B&O sold sound systems to luxury car brands such as BMW, 

Aston Martin, Audi and Mercedes Benz. 

 

Automotive turned out to be a success with growth rate above 10% each year since it 

was presented, except one. The sales in the segment were counted to DKK 613 million 

in 2013/14, compared to the previous year, which counted to DKK 546 million, a total 

increase just above 12%
10

. Figure 2.2 and table 2.2 illustrates the business unit 

Automotives’ revenue progress.  

 

 

 

                                                           
 

9
 Annual report 2013/14 page 13 

10
 Annual report 2013/14 page 13 
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Year Revenue DKK million Growth 

2013/14 612 12,08791209 

2012/13 546 20,26431718 

2011/12 454 0,442477876 

2010/11 452 68,65671642 

2009/10 268 54,02298851 

2008/09 174 41,46341463 

2007/08 123 41,37931034 

2006/07 87 357,8947368 

2005/06 19   

Table 2.2: Automotive revenue growth 

Source: Own creation based on B&O annual reports 

 

Figure 2.2 and Table 2.2 illustrate Automotives’ revenue growth since its launch in 2005. B&O 

could already, in the second year after the launch, report a significant growth on approximately 

358%. Furthermore the Automotive unit experienced a positive growth during the financial crisis, 

the unit managed to increase the revenue.  

 

2.3.3 AV 

The AV business unit has three product series, BeoVision, BeoSound, and BeoLab. 

B&O aims to design products with a unique quality and targets the wealthier customer 

segment.  

The BeoSound series consists of three main sound systems, BeoSound 5, BeoSound Essence and 

BeoSound Moment. The prices vary from 4.995-16.995 DKK
11

. BeoSound Moment is an intelligent 

wireless music system, and is the world’s first touch sensitive interface
12

.  

The BeoLab series is the art of acoustic perfection, and has since 1925 specified every loudspeaker 

model by hand. The product line consists of 17 products, and the prices vary from 1.545-249.995 

DKK
13

. The models can be used with TV’s and sound systems, and for playing regular music.  

BeoVision contains video systems and consists of 9 products which are sold in the price range 

28.995-174.995 DKK
14

. B&O video systems is a personal experience for the consumer, since it 

                                                           
 

11
 https://bocopenhagen.dk/wp-content/uploads/BO-PRISLISTE-01.12.2015.pdf 

12
 http://www.bang-olufsen.com/en/sound/sound-systems/beosound-moment 

13
 http://www.beoherning.dk/app/webroot/uploads/DK%20price%20list%20RCP%2001032016.pdf 

https://bocopenhagen.dk/wp-content/uploads/BO-PRISLISTE-01.12.2015.pdf
http://www.bang-olufsen.com/en/sound/sound-systems/beosound-moment
http://www.beoherning.dk/app/webroot/uploads/DK%20price%20list%20RCP%2001032016.pdf
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gives them the opportunity to personalize the TV, because of the many different colors which can 

be chosen for the front cover. B&O offers excellent sound quality and excellent picture. All B&O’s 

flat screens have built in speakers that consist of the best sound quality used by B&O. All this 

together, gives the consumer an excellent TV experience. The TV division represents 32% of the 

total revenue of the continuing business
15

. 

 

2.3.4 B&O Enterprise 

Before the financial crisis, B&O had a separate enterprise department that sells audio 

and video products for luxury hotels and major property developments. In year 

2008/09 more than 200 five-star hotels were using it. This led to B&O expanding their 

partnerships with leading property developers for supply of audio/video products in 

Middle East and Asia.  

Since the crisis, the division has been shut down as a separate business unit and is 

now merged together with the AV division.  

 

2.3.5 B&O Play 

The B&O PLAY brand was launched in the year 2011/12 and had a purpose to reach 

the younger segment. B&O PLAY offers premium audio and visual products for the 

digital generations. B&O used distribution channels such as Apple stores, independent 

premium shops, chain shops, and online shops. This gives B&O the opportunity to 

reach the young generation optimally, at a lower price than the traditional AV 

products. 

B&O PLAY’s product portfolio consists of sound systems, video systems, speakers 

and accessories. The prices vary between 999-16.499 DKK
16

. 

 

 

                                                                                                                                                                                                 
 

14
 http://www.beoherning.dk/app/webroot/uploads/DK%20price%20list%20RCP%2001032016.pdf 

15
 Annual report 2015/16 page 10 

16
 http://www.beoherning.dk/app/webroot/uploads/DK%20price%20list%20RCP%2001032016.pdf  

http://www.beoherning.dk/app/webroot/uploads/DK%20price%20list%20RCP%2001032016.pdf
http://www.beoherning.dk/app/webroot/uploads/DK%20price%20list%20RCP%2001032016.pdf
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Year Revenue DKK Million Growth 

2014/15 613 14,57943925 

2013/14 535 0,563909774 

2012/13 532 40,74074074 

2011/12 378   

Table 2.3: B&O PLAY revenue growth 

Source: Own creation based on B&O annual reports 

 

 

Figure 2.3 and table 2.3 illustrate that B&O PLAY came out with a significant revenue of DKK 378 

million in the year 2011/12, and an increase on 40,7% the following year. The past year, B&O, 

experienced an increase on 14.57%. B&O has maintained a positive increase each year since the 

launch, and this segment is considered as a success for the Group.  

 

 

2.4 Market Segments 

This section will supply an overview on where and how B&O has chosen to offer its products 

across the world, furthermore, this section will shed light on which og B&O’s sales regions are 

strongest and which weak.  

B&O has classified their geographical sale markets into 4 regions which contain several countries. 

0 

100 

200 

300 

400 

500 

600 

700 

2014/15 2013/14 2012/13 2011/12 

Figure 2.3: B&O PLAY revenue growth 
compared to previous year 

Revenue DKK Million 

Previous year 
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These regions are Europe, North America, BRIC and the Rest of the World. The individual regions 

contain the following countries
17

: 

Europe North America BRIC 

- Austria 

- Belgium 

- Denmark 

- France 

- Germany 

- Italy 

- Netherlands 

- Norway 

- Spain 

- Sweden 

- Switzerland 

- UK 

- Canada 

- Mexico 

- USA 

- Brazil 

- Greater China (China, 

Hong Kong, Korea, and 

Taiwan) 

- India 

- Russia 

Table 2.4: The individual regions 

Source: Own creation 

B&O products are represented in two types of business endeavors – B1 shops, which mainly sell 

B&O products, and Shop-in-Shops where a considerable area of the shop is exclusively designed to 

sell B&O products.  

B&O has reduced the number of B1-shops and Shop-in-Shops throughout the years, as the company 

aims towards a retail network of fewer, more profitable stores
18

. Since the financial crisis, B&O has 

been focusing on fewer but profitable stores. This will enable the opportunity for B&O’s retail 

network to invest in service, marketing, store design, events and other important customer focused 

activities. This strategy will help strengthen the customer experience when buying a B&O product. 

                                                           
 

17
 Annual report 2015/16 page 12 

18
 Annual report 2015/16 page 5 
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In the year 2015/16 69 shops were closed and 29 new shops opened
19

. The following figure 

illustrates the number of B1-shops per region (Source: B&O annual reports). 

 

It is clear that a heavy amount of B1-Shops are located in Europe. The Europe region counts for 

almost 71% of the total revenue
20

, and most of the closed shops in the year 2015/16 came from 

Europe. Every other region has experienced a reduction in shops. There was a reduction of 12 stores 

in the North American market, 5 stores in the BRIC market and 9 stores in the Rest of World 

market
21

. BRIC revenue increased by DKK 121 million. The revenue in the BRIC markets was 

adversely impacted by the crisis in Russia where revenue declined by approximately DKK 42 

million.  

 

2.5 Leaner, Faster, Stronger 

August 2011 highlighted the launch of a 5-year strategy called Leaner, Faster, Stronger. The 

purpose of this strategy was to unlock the full potential of B&O. 

Key points of Leaner, Faster, Stronger 

                                                           
 

19
 Annual report 2015/16 page 5 

20
 Annual report 2015/16 page 16 

21
 Annual report 2015/2016 page 16 
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1. Increased focus on sound and 

acoustics for audio-video 

development and sourcing 

2. Re-organizing the retail 

network for increased 

customer focus and store 

profitability 

3. Launching a new product 

category and expanding the 

distribution 

4. Expanding the business in the 

BRIC market 

5. Strengthening the Automotive 

business further 

6. Creating a leaner and more agile 

organization with a global 

outlook 

Table 2.5: Key point – Leaner, Faster, Stronger 

Source: Own creation based on the information given in B&O annual reports 

Looking at the year 2014/15, it is clear that B&O have reached most of the key points in the 

strategy. The following will sum some of these points. 

Point 1: B&O are interested in building further on the acoustical leadership while increasing the use 

of technology partners in areas where B&O can benefit from the partners’ scale and technology. 

This will lead to a strengthening of B&O’s capabilities with particular focus on software design and 

innovation
22

. 

Point 2: B&O have completely restructured the retail network and their stores. The strategy has 

been closing the unprofitable stores and building more productive stores in better places. 

Furthermore the stores have been decorated and re-invented in order to enhance the customer 

experience
23

. 

Point 3: B&O has launched a new product line and expanded the distribution when it comes to the 

B&O PLAY products, which are a huge success for B&O
24

. 

Point 4: BRIC market has been expanding every year since the launch of the strategy. Through 

cooperation with Sparkle Roll, this segment has been experiencing an increase in revenue almost 

each year 
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Point 5: As shown in figure 3 and Table 2, the Automotive business was a huge success for B&O. 

Automotive had experienced a huge growth rate almost each year.  

Point 6: After selling Automotive and ICEpower, B&O will focus on an increased use of 

technology and sourcing partners in areas where the Group can benefit from the partner’s economy 

of scale, furthermore the opportunity of a strong product life cycle management will be possible
25

. 

 

3. Strategic Analysis 
The previous chapter gave the reader a short description of B&O, its ownership and organizational 

structure, financial situation as well as a brief introduction to the company’s strategy, “Leaner, 

Faster, Stronger”. Chapter 3 will contain a strategic analysis of B&O. The analysis is divided into 

three levels – macroeconomic, industry and internal. The frameworks used in the three analyses will 

be presented as we go along. Finally, before moving towards the financial analysis, the findings will 

be summarized in a SWOT-matrix, which provides a good overview of SAS’ strategic position.  

 

3.1 Analysis of B&O’s Macroeconomic Environment – PEST 

The four elements of PEST, politics, economics, social trends and technology, will now be 

reviewed. Although PEST is a macro analysis, which should refrain from mentioning individual 

players, it nevertheless has intended to illuminate a given enterprise’s environment. The analysis 

will therefore focus on the markets and conditions that are considered to have the greatest impact on 

B&O's future ability to create value
26

. This means that the wider PESTEL analyses, is reduced to a 

PEST analysis. Thus deleting environmental- and regulatory factors since changes in these features 

are not considered to have the reasonable affect on B&O's future ability to create value.  
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3.1.1 Political Factors (P) 

Political factors can have a huge importance on the business of B&O. B&O is a global company, 

and because of that, it has to follow some rules and regulations in all the countries which they are 

presented in. A huge part of the revenue which B&O generate, comes from other countries, a total 

of 91% of the Groups’ turnover was in foreign currency year 2015/2016
27

. As a global company 

B&O is obliged to comply with the legislation and rules of the country in which they operate. In the 

subsidiaries, management has extensive knowledge of local rules and on central level compliance 

addressed in relation to products, production, finance administration and CSR in order to assist the 

organization in complying with applicable rules, regulations, policies and standards
28

.  

 

Taxes  

There are two major taxation, income tax and corporate tax, which can both have an effect on B&O. 

A high tax rate is equal to less income available for the use of consumption, so locating in a country 

with low income taxes would be optimal. Corporate tax, is typically applied to companies’ 

operating earnings after expenses and depreciation have been deducted from revenues. The 

corporate tax is determined by the government and can differ from country to country. A low 

corporate tax will for B&O mean that they would earn a higher profit.  

Figure 3.1: Individual tax rate 2008-2015 

Source: KPMG 
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The development in the income tax rate has been very consistent for China, Russia and Brazil. The 

individual income tax rate in India was constant at 30% until 2013 where India experienced an 

increase on 4%, and hereafter constant.  

In Europe the income tax rate has been fluctuating between 32.7% and 33.66%. Since the figure 

only could be made with 5 countries, the 5 countries shown are the ones with the highest variation 

in the individual taxes. The rest of the European countries in which B&O operate did not show any 

significant fluctuations in the individual tax rate
29

.  

Figure 3.2: Corporate tax rate 2008-2015 

Source: KPMG 

As shown in figure 3.2, the European average has had a small reduction over the period from 

21.64% to 19.68%. Brazil, China and Russia have all had a constant corporate tax rate through the 

period. These are the three countries from B&O’s BRIC region which are considered to be very 

stable.  

There has been a constant development in both individual tax rate and corporate tax rate in China, 

Brazil and Russia. India, however, has experienced a fluctuation in corporate tax, in 2008 the 

corporate tax rate was 33.99% and decreased to 32.45% in 2012, and later in 2014 rose to 33.99%. 

In 2015, India, has increased its corporate tax rate to 34.61%.  

 

Exchange rate and interests 

As previously mentioned, most of B&O’s revenue is generated in foreign currency, more precisely 
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91% in the year 2015/16
30

, therefore, a major change in exchange rates could have a huge effect on 

B&O’s future performance. The Groups significant net in-flows are in EUR, GBP, and CHF and the 

exposure is related to these
31

. The most significant exposure on the outflow is in USD
32

.  

The foreign exchange risks are managed by the parent company’s finance department based on a 

foreign exchange rate policy approved by the Board of Directors, in which up to 75% of the 

expected net cash flows in selected currencies are covered
33

. B&O use forward contracts for their 

hedging of future cash flow, and this is made on an 18 month horizon. B&O only hedge a limited 

amount of cash flow, which is why major changes in the exchange rate could still cause a problem 

for B&O. The net exchange rate loss in 2013/14 amounted to DKK 4.6 million
34

 (2014/15 and 

2015/16 values are not available). 

 
Figure 3.3:  Currency comparison with DKK 

Source: www.valutakurser.dk 

Figure 3.3 illustrates a comparison between DKK and three other currencies which B&O operate 

with. EUR and DKK are following each other by law, and the variation is almost close to zero.  

The interest rate has been historically low during the financial crisis. This affects the customers 

buying power, as it will be cheaper to borrow money, and therefore benefit B&O. But recently the 
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interest rate is starting to increase, though it’s still low compared to the history of the interest rate 

development. 

 

Environment and Levy’s 

Huge changes in levies are something that can affect B&O’s performance, especially VAT. VAT in 

Denmark has been stable for many years at 25%. The VAT varies between 0 and 25% in the 

countries which B&O operate in
35

. Denmark’s VAT range is clearly at the high end. India, Italy and 

France have experienced increasing VAT rates in the latest years, which cannot be seen as 

beneficial for B&O. Increased demands from the environment leads to an increase in costs of B&O. 

B&O products are manufactured by lots of electricity, furthermore, the production uses a lot of steel 

which pollutes the environment. Therefore, B&O has to environmentally, be responsible and 

comply with the existing rules in the countries in which they produce and sell their products.  

 

Patents 

Since B&O are in a business where technology and designs are a huge focus, B&O have to keep 

control and ensure that the new products don’t violate any third-party rights
36

. Therefore, B&O 

have to be first movers with regards to creating a new design or realizing a new technology that 

potentially could create a competitive advantage.  

 

Trade barriers 

Trade barriers are actions which the government performs or public affairs, which place imported 

products or services, competitive worse than locally manufactured products and services. This could 

often be done by imposing a tariff on the imported products, which increases the product price. 

Since the European region is a main source for B&O’s revenue, it is an advantage, that there is a 

free trade agreement in EU
37

.  

 

3.1.2 Economical Factors (E) 
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The economic factors in B&O's environment have the greatest influence on its operations. 

Especially the AV industry was influenced by this. Prior to the financial crisis, the AV industry, 

generated more than DKK 4 million in revenue and in the financial year only approximately 

DKK1.6 million. B&O products can be categorized as luxury goods, which means that fewer people 

will buy these goods during hard times, compared to if they were necessity goods. Furthermore, 

B&O are known for their high price, which leads to the fact that trends in consumer spending are 

sensitive to the economical movements in the market, and the movements in the market will reflect 

the performance of B&O.  

It is therefore essential to analyze the expected movement in the future for B&O’s primary market 

regions, Europe, BRIC and North America.  

 
Figure 3.4: Real GDP Growth by regions 

Source: Euromonitor International  

Figure 3.4 illustrates the change in real GDP, which is inflation-adjusted and therefore provides a 

more accurate figure. The figure clearly indicates that Europe and North America were hit hard in 

2009 when the financial crisis had its start. Europe is B&O’s primary market, and this shows why 

the Group suffered during the crisis.  

The future promises positive things for B&O, since the European GDP shows a fine growth from 

2014 an onwards. The BRIC region seems to not have been affected by the financial crisis and 

performed well. What the figure actually shows is the fact that Brazil and Russia had a negative 

GDP during the crisis, and it was India and China that had a GDP above 8% in 2009 and 2010. 
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B&O should primarily focus on China and India since these countries are huge, the markets are 

potentially great for B&O.  

Looking at the consumer habits for the BRIC countries, it seems that China and India are more 

likely to buy luxury brands. A survey for middleclass consumers was conducted by Euromonitor 

International in 2012/13. One of the questions asked was “I prefer branded goods to cheaper 

alternatives”. Brazil only had 34% agreeing with the question, 40 % for Russia, 52% for China and 

64% for India
38

. This underlines that it is evident for B&O’s future that they manage to break 

through in both China and India. China and India excels in all statistics in terms of changes in real 

GDP, market size, growth in spending on luxury goods and consumer habits. 

 

3.1.3 Social Factors (S)  

B&O sell luxury products, to the premium market. The target group is therefore the 

wealthier consumers. Hence it is important to look at the demographics in which B&O 

operate. Change in demographics can have an impact on B&O since it can determine 

whether B&O’s niche market will contain a larger customer market in the future.  

The wealthiest people are the ones in the age groups between 55 -64 and 65-75, mainly 

because they don’t have any children living at home any more whom they have to 

support, and because of the fact that they don’t have as many  house holding debts39.  

 
Figure 3.5: Ageing population by key country 2013 and growth 2013-2020 

Source: Euromonitor 
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Figure 3.5 illustrates that most of the BRIC countries are young countries but are expected to have a 

growth in the elder age group population in the following years. China alone had more than 230 

million individuals, above the age of 60 in 2013, which is more than North America, Australia and 

Western Europe put together. Furthermore, China is significant due to it being the most rapidly 

ageing region, since the number of 60’s are expected to grow by 32% until 2020. As the figure 

illustrates, Japan is the eldest country in the world. Japan consists of 32.7 % people above the age of 

60, where Germany and Italy are ranked second with 27%. Overall Europe can be labeled as the 

oldest region where as Asia Pacific is titled the youngest region.  

B&O should definitely focus on the BRIC countries. These regions contain the younger population, 

and are expected to grow fast in term of age. This can turn out to be beneficial for B&O if they 

seize this opportunity and capture the market while it is a young region market. This will create a 

loyal customer base later on, however, if they are unable to penetrate the BRIC region, it will be 

very difficult for B&O to secure a loyal customer base in the later years, since the population will 

grow old and be unfamiliar with B&O. 

 

3.1.4 Technological Factors (S)  

Technology is something which is in constant development. The rapid development in technology 

has changed the competition regarding the AV industry. The product life cycle and replacement 

cycle has decreased since new technology is discovered every year. This is a potential problem for 

B&O, since they have a complete different strategy. B&O makes products which can last up to 20 

years without any issues
40

. B&O’s products average 10-15 years, without any loss in sound or 

image quality
41

. A research conducted in 2012 showed that the replacement cycle of TV’s has been 

reduced from 8.4 years to 6.9 years on average
42

. The research also shows that one of the reasons 

for this trend is the declining prices, more variety in size and a desire for the latest technologies
43

. 

Earlier on people kept their TV’s for 10-20 years, which was according to B&O’s strategy and 
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product life cycle
44

. In 2014 most countries replaced their TV’s after 4-5 years, which can prove to 

be a huge problem for B&O, where it takes 2-6 years to develop a new product that lasts 10-15 

years
45

. This strategy is not in accordance to a changing market and does not value the customer 

preferences. B&O do recognize the fact regarding changing technology demands faster product 

launches. Furthermore B&O’s CEO stated in 2015 that B&O’s goal is to launch a new product each 

month
46

.  

 

3.1.5 – PEST Summary 

PEST analysis Low                      Medium                     High 

Political Factors  +/-  

Economical Factors   + 

Social Factors  +/-  

Technological Factors   - 

Table 3.1: PEST factor’s degree of impact on B&O 

Source: Own creation based on findings from the PEST – analysis 

Table 3.1 illustrates the impact, each factor in the PEST model has on B&O’s business, and if the 

impact is believed to be positive (+), negative (-) or neutral(+/-). The political factors are believed 

to have a medium neutral impact on B&O’s business. The economical factors are seen to have a 

high positive impact on B&O’s business, due to the growth in real GDP, market size, and the 

spending habits on luxury goods for China and India.  

The social factors, as the political factors, can have a medium neutral effect on B&O’s business, 

meaning that this factor can have a positive and negative effect, due to the ageing population, which 

is a positive aspect for B&O, since there will be more customers in the target group. 
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The Asia pacific is a rather youth region that is expected to age, and the neutral impact will depend 

on how B&O utilize this opportunity. The Technological factors are expected to have a very high 

negative impact, and it has had, and still has a negative impact. B&O have a long waiting between 

the launch of their products, long life product lifecycle, high prices and new technology that arrives 

faster. All these are technological factors that work against B&O. This means that B&O must be 

very aware and adapt to the changes in the macro environment in order to be more successful. 

 

3.2 Industry-Environmental Analysis 

Now that the external macro environmental factors have been analyzed, the analysis will move on 

to analyze the macro environmental factors that are closest to B&O. This is often referred to as the 

industry environmental analysis. This analysis will be conducted on the basis of Porters 5 Forces. 

 

3.2.1 Porters 5 Forces 

This model is named after Michael E. Porter and contains 5 forces that shape industries and helps 

determine the attractiveness of a specific industry
47

. The forces which will contain an analysis are 

the following: Intensity of competitive rivalry, threat of new entrants, threat of substitutes, 

bargaining power of buyers and bargaining power of suppliers.  

 
Figure 3.6: Porters 5 Forces 

Source: Michael E. Porter 
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3.2.1.1 Intensity of competitive rivalry 

The Luxury Market Segment: 

The AV segment corresponds to 57% of total sales for B&O, which makes it the largest segment for 

the company. This segment is particularly known for its high quality products, innovative and 

exclusive design, and premium prices. Considering the fact that this is a luxury segment, there are 

not many players in this particular market segment. Some of the players are B&O, Swedish People 

of Lava and Loewe. The Danish and German companies, B&O and Loewe, have been struggling in 

this market segment due to the financial crisis which had consumers buying less luxury products. 

This is essential for companies like B&O and Loewe, because of their dependence on the specific 

customers buying their luxury products.  

 

The General Market Segment: 

The rivalry, in this segment, is much more severe since there are a number of international 

companies on this market, such as Phillips, Samsung, Panasonic, Sony, Toshiba and LG. 

Companies which are all competing against B&O, and especially B&O’s B&O PLAY products.  

 

The Gap Between Market Segments: 

The Gap between the above analyzed segments has become smaller the past years. Technology has 

been increasing rapidly, making it easier for companies to produce better TV’s at a lower cost. This 

has resulted in decreased prices while the quality of the TV is increasing, thus making it more 

attractive for customers to buy a high quality TV at a much lower price.  

The current development in price and technology in TV’s gives an incentive to buy a TV at a much 

lower price, and replace it after a couple of years with a much more advance TV for the same price. 

This evolution in the TV market has benefited the customers and not the manufactures. The prices 

of LCD panels fell 80% between the years 200-2008, while the manufacturing costs only fell by 

50%
48

. The industry is seen as unprofitable since there are many suppliers offering the same product 

at almost the same price.  
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3.2.1.2 Threat of New Entrants 

The threat of new companies, trying to take a share of the market, is something that will always be 

existing. The global spending on audio and video products is expected to grow, which is why there 

is a possibility that new competitors could enter the market.  

 
Table 3.2: Total global spending by region 

Source: Mckinsey & Company 2015 

Latin America and Asia Pacific are great markets with an expected growth on 42.9% of total global 

spending in 2019
49

. This makes Latin America and Asia Pacific a great market, which is why it is 

important that B&O establish themselves in emerging markets while there is seen growth and 

before competitors arrive.  

As we can see from table 3.2, the global spending on audio and video is expected to grow, 

especially in particular regions. This leads to the possibility that new entrants might arrive.  

 

Capital and Distribution Channels: 

In order for a new entrant to start production in this industry, the company has to have a huge 

amount of capital, furthermore is need production facilities, distribution channels and marketing, 

which is very expensive. B&O has approximately DKK 210 million tied up in land, building, plant 
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and machinery
50

. B&O has increased the number of retail stores selling B&O PLAY products, from 

1000 in 2013/14 to more than 5.500 in 2015/16
51

. 

 

Technological Knowhow: 

As previous mentioned, technology is growing rapidly, especially in this industry. Companies 

wanting to succeed in this industry need to have technological competencies in order for them to 

keep up with the established players on the market. Furthermore the companies have to spend 

money on innovation and development.  

It would take time before a new company can manage to take hand of the technological growth and 

master the changing needs of the consumers.  

 

Product Differentiation and Brand: 

For a company, it is essential, that they differentiate from all competitors in order to establish 

themselves. B&O has done this already, with their exclusive and innovative design and quality. 

Buying a B&O product creates a sense of status, and assembles high class customers, which is why 

it is even more difficult for a newcomer to steal the customers.  

Existing Brands Entering the Market for High-end Audio and Video: 

The analysis made above clearly shows that entering the market for high-end audio and video is 

very difficult considering the entry barriers. These barriers include distribution channels, capital, 

knowhow, brand value and network.  

Companies such as Samsung, Toshiba, LG, Phillips and Sony are companies who are more likely to 

enter the market for high-end audio and video by expanding their product line. The only issue 

would be to create something exclusive. To own a B&O or Loewe TV is something really unique. 

This is why the whole image of owning a Sony TV would have to change in order to create the 

same satisfaction which one gets by owning a B&O TV. 

Apple is a company who has the capabilities to enter this market, since they are known for creating 

innovative products with great focus on design and quality. They could be a great threat to B&O.  
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3.2.1.3 Threat of New Entrants 

B&O has operations in different markets, which is why the substitution possibilities are varied, 

however B&O’s main revenue comes from B2C sales. Audio and video products are electronics, 

and there are a lot of companies which provide audio and video products. The industry is growing 

rapidly as we saw earlier due to the fast pace in which the technology is evolving. B&O’s high-end 

TV has to go against tablets, smartphones and laptops. The need for smartphones and tablets is 

increasing due to these products being portable, and the consumer being able to take the 

entertainment everywhere. Going to the cinema is also a substitute for audio and video but nor a 

direct substitute.  

Owning a B&O product signals prestige and wealth, compared to buying a low price TV which 

satisfies the consumers basic needs regarding audio and video, but not prestige and wealth that 

comes with buying a B&O product.  

The consumers have the opportunity to buy a low price TV which is 10-50 times cheaper than a 

B&O TV, which is why the threat of substitutes is high.  

 

3.2.1.4 Bargaining Power of Buyers  

The bargaining power of buyers is dependent on two factors, availability of substitutes and 

switching costs. Earlier it was shown that there are only a few players that provide AV products 

within the high-end, however there are a lot of substitutes available regarding the AV industry. 

Customers have the option of checking the price, compare the products and their specifications 

online. However the end user doesn’t buy in quantity, which is why each shop has a big influence 

on the buyers’ choice.  

Eventually the customer who wants everything, will buy a B&O product, however the bargaining 

power for this customer is relatively low since there only are a few players providing this type of 

product.  

On the other hand you have the customers who are in between buying and substituting. These 

customers are likely to settle for a low price AV product, but lose the prestige that comes with 

B&O. The success of B&O PLAY illustrates that the customer wants everything that comes with 

owning a B&O product, and most important a lower price.  
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3.2.1.5 Bargaining Power of Suppliers  

The bargaining power of suppliers is expected to be very strong, because B&O are dependent on 

few suppliers, and if the contract to these few suppliers is ended, B&O will lose a lot of money. All 

materials bought for B&O production, are brought to Struer, Denmark and I Koprivnice, Czech 

Republic. The components are put together, and B&O differentiates from competitors by creating a 

unique product. 

B&O uses different suppliers which is why they are not dependent upon one. Furthermore most of 

the components are standardized which is why switching costs are very low. This diminishes the 

bargaining power of suppliers.  

 

3.2.2 Porters Five Forces Summary 

Porters 5 Forces Impact on the AV industry 

Low Medium High 

Competitive rivalry x   

Threat of new entrants  x  

Threat of substitutes   x 

Bargaining power of 

buyers 

 x  

Bargaining power of 

suppliers 

x   

Table 3.3: Porters 5 Forces impact on the AV industry 

Source: Own creation based on the findings from the Porters 5 Forces 

The table illustrated above, states that B&O are in a good industry due to the fact that the five forces 

have a low/medium impact, and only one having a high impact.  
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3.3 Internal-Environmental Analysis 

The final analysis performed, will be the internal-environmental analysis. This analysis depicts 

B&O’s strengths and weaknesses. These strengths and weaknesses will be explained through a 

value chain analysis. 

 

3.3.1 Value Chain Analysis 

The Value Chain is a framework that will be used in order to analyze B&O’s core competencies, 

and if these competencies can create competitive advantage, and add value to B&O. The value 

chain consists of five activities which set forth a chain of activities that create added value
52

. These 

activities are inbound logistics, innovation and design, outbound logistics, marketing and sales, and 

service and sales. These main activities consist of four supporting activities, firm infrastructure, 

human resource management, technology, and procurement. The four supporting activities will not 

be discussed, and the focus will rather be upon the five main activities.  

 

3.3.1.1 Inbound Logistics 

Inbound logistics are the different components and material that B&O purchase from their many 

different suppliers. Most of these products are standardized, and the suppliers are primarily from 

Europe and Asia.  

B&O are dependent on a large number of suppliers, and strive to maintain long-term supplier 

relations with regard to the purchase of development services and production goods
53

. B&O 

endeavors to ensure that supplies of critical raw materials are assured through contracts and 

agreements and, when possible, through co-operation with several suppliers
54

. 

The materials are brought to B&O’s production facilities in Struer, Denmark and in Koprivnice, 

Czech Republic. This is where the components are put together with B&O’s developed software 

and technology. 
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B&O could try and produce the raw material themselves, and thereby add more value to it. 

Furthermore better contracts in terms of long-term contracts, better raw materials (produce 

themselves), and less dependency on suppliers are some of the main factors to create more value.  

 

3.3.1.2 Innovation and Design 

B&O’s history clearly indicates the fact that innovation and design has been a huge part of their 

brand. They had already established themselves early in their launch with the revolutionizing 

product “Eliminatoren”. This product was followed up with “Beolab 500”, the first transistor radio 

with high fidelity stereo system, and hereafter presenting the first color television, “Beovision 

3000”. B&O recognize themselves as experts with regards to competencies such as design and 

concept development
55

. 

B&O uses a lot of time and effort to create innovative and long lasting concepts and designs, in 

order to stand out. B&O’s concept developers collaborate with a few external designers, who have a 

huge influence, and this helps the company make sure that the design and technology created, is 

user friendly
56

.The fact that B&O collaborates with external designers helps the company to 

continuously receive new ideas for their designers.  

The innovation process of B&O is something that is in constant optimization for the company. The 

definition, creation and realization of the right products for consumers are all elements in the 

innovation process
57

. 

B&O has been able to successfully launch their brand B&O PLAY, where focus is on the younger 

generation, and thereby underline what other innovative capabilities this company consists of. 

Furthermore they recently launched BeoSound Moment, which is the world’s first touch-sensitive 

wood interface. 

It is clear that B&O use a lot of resources and time to design and develop their innovative products. 

It is a process that is time consuming, which is why B&O earlier have been criticized for being to 

slow with their new line of products.  
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Earlier on, it was mentioned, that bigger and more flat TV’s are getting more popular. The 

replacement cycle of TV’s are reducing, this can be proven as a threat to B&O. A company with 

great focus on design and innovation should thereby also keep up with the fast changing 

technology. B&O produce long lasting products with a unique design. The question is whether their 

rules regarding product environment is adding more value or lessening the value due to the amount 

of time and resources used. So in order to create more value, B&O, should be faster and more 

effective with their product development.  

 

3.3.1.3 Outbound logistics 

B&O has changed their outbound logistics a lot over the years. In the beginning B&O had a very 

decentralized structure of their logistics, the products were produced in Struer, Denmark and 

distributed to warehouses all over the world. Approximately 19 years ago B&O closed the 

warehouses in Europe and established a main warehouse in Struer, Denmark. This new way of 

directly distributing was a huge success
58

. 

 

B&O opened a new logistics center in 2008 in Herning, Denmark, and used trucks for deliveries 

with smaller distance, and air freight for long distances. B&O wanted to avoid using warehouses, 

due to the development in technology, which would lead to outdated products
59

, therefore B&O 

mainly manufactures products based on the consumers. Having a warehouse and storing products 

there is risky and increases financial bindings.  

 

As mentioned previously in the assignment, B&O, focuses on the core business, in other words, the 

B2C segment, and has sold the business unit Automotive and ICEpower. B&O has therefore 

outsources the main logistics center in Herning. This warehouse and distribution center is operated 

by Scan Global Logistics. Scan Global Logistics is B&O’s partner in sea- and air freight, and B&O 

believes that this could create synergies
60

.  

                                                           
 

58
 http://www.scm.dk/direkte-distribution-til-hele-verden 

59
 http://www.scm.dk/direkte-distribution-til-hele-verden 

60
 http://www.transportmagasinet.dk/article/view/205117/scan_global_logistics_udvider_samarbejde_med_bo# 



38 
 
 

The change in logistics has shown how much value is created by choosing the correct distribution, 

however it is hard to say what will happen in the future with regards to their alliance. 

 

3.3.1.4 Marketing and Sales 

Marketing is an essential part of B&O’s business, since they target the premium market. When 

analyzing the innovation and design activity, it was clarified that B&O have an innovative and 

unique product and design, but this alone is not enough to succeed. They need optimal marketing, 

where they are introduced and promoted to the target consumers. 

B&O has established them as a strong brand within its business area. The Center for Brand Analysis 

performs a survey annually in order to rank the coolest brands in UK. B&O was ranked 16 in 

2015
61

 and was the winner of the category “Technology and Audio”. 

Marketing is the segment which captures the consumers’ attention and which represents B&O, and 

is one huge factor upon which the consumers establish their opinion on this particular brand. 

However the sales segment is what makes the customers pay this premium price for an exclusive 

product. B&O has shifted their Marketing and Sales from Struer to Copenhagen, which will enable 

them to attract a broader range of employees with skills related to this segment.  

As mentioned previously in the assignment, B&O has closed many shops in order to increase 

revenue from the profitable shops. This has resulted in B&O being able to invest more time and 

resources on marketing, store design, events, service and design
62

. This has proven to be optimal for 

B&O, since their strategy with fewer stores paid off. The growth in sales was 4% for B1-shops and 

2% for shop-in-shops, which indicates progress
63

, and revenue from third-party-channels increased 

by 111% in 2015/16
64

. 

B1-shops and shop-in-shops are essential for B&O, since they are the first place where consumers 

are presented B&O products, and get an experience of B&O. the experience which the consumers 
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get by visiting a B&O store has to be equivalent with the marketing of B&O, since the shops are 

representative for B&O’s brand.  

It is a major key for B&O that they keep improving the customer experience for consumers entering 

their B1-shops. The shops must contain a unique design and professional salesman, furthermore 

they must be placed at great locations. the added value in this segment will then be the consumer 

purchasing a unique product with an exclusive design, but at the same time purchasing the 

experience in a B&O store.  

 

3.3.1.5 Service after Sales 

Previously the assignment concluded that B&O’s ability to market them, is what draws the 

consumers attention towards them. Next step is the sales who are responsible for turning customers 

into paying customers, but it is important to remember that the service after sales is just as 

important as marketing and sales, since this is where the customer goes from being a paying 

customer, to a loyal customer.  

B&O partners receive a broad range of training, before the opening of a store. B&O wants to ensure 

that the stores are fitted with the best possible staff. Training is an important part for B&O staff, 

since this is where the staff gathers their knowledge regarding the products, and thereby be able to 

answer any questions the consumer might have. By charging the consumers with a premium price 

and offering a unique product, B&O are aware that the consumers will on the contrary expect a 

higher level of service. Furthermore B&O offers its consumers a warranty of 36 months
65

. 

 

3.3.2 Value Chain Analysis – Summary 

Porters 5 Forces Value Creation and Potential 

Low Medium High 

Inbound Logistics  X  
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Innovation and Design   X 

Outbound Logistics  X  

Marketing and Sales   X 

Service after Sales  X  

Table 3.4: B&O’s activities which create value 

Source: Own creation based on findings from the Value Chain Analysis 

 

Overall it is clear to say that inbound logistics adds a medium value to B&O, and it is difficult to 

add more to it. B&O should depend less on raw materials and instead secure important and essential 

contracts. Furthermore they have the choice of producing parts of the raw material, but this would 

require the capability to do so.  

Innovation and design is one of the factors which create most value for B&O. It has been a 

cornerstone of the company’s success for many years, and has the potential to be even bigger. B&O 

are slightly slower than their competitors with regards to product launches, due to the time they use 

on internal demands, for example, high durability, unique design, quality, environmental demands 

and many more. B&O must find the optimal balance which provides the consumers with the same 

innovation and unique design, but at a faster pace.  

The outbound logistics is operated in Scan Global Logistics which is why this segment is measured 

to have a medium effect on the company’s value chain.  

Marketing and sales is as important as innovation and design, due to the fact that marketing and 

sales are B&O’s presenters towards the consumers. The essential part here would be to optimize the 

in-store experience and be clear with the promotion of the brand B&O, and be clear about which 

way they are headed.  

Service after sales is analyzed to have a medium effect on the company’s value creation ability, but 

this could turn out to be an essential part for B&O’s value chain if they implement loyalty programs 

etc. 
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3.2.3 VRIO 

The purpose of this analysis is solely to establish whether B&O has competitive advantages. 

Competitive advantages are required if a given company wants to achieve an exceptionally high 

profitability. The activity inbound logistics and outbound logistics can be excluded as being sources 

of sustained competitive advantage, since they do not cause any significant value for the customer. 

This is largely due to to the fact that B&O follows a differentiation strategy, so focus is not on 

optimizing inbound and outbound logistics. This leaves primary activities are production, marketing 

and sales and service, with their associated support activities as opportunities. The four VRIO 

criteria are briefly described and illustrated in the following. 

 

The competitive implication in relation to VRIO criteria can be seen in Table 3.4. 

 

3.2.3.1 Production – V-Value 

Strategic properties are of value in the creation of a product or service that is of value for the 

customer if, and only if they result in higher revenue or lower costs or both. At the same time the 

product or service could be delivered at a cost basis, which allows the company to gain profit so 

that this has the ability to respond to external opportunities and threats
66

. 
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The question is therefore not whether the products offer customers a genuine value, but rather, the 

costs associated with the production and development prevents B&O achieving profit on the sale of 

these. 

The large deficits the past three years is a strong indicator that costs related to the preparation and 

development of innovative products is simply too big to create a profit now or on the short run. It 

can thus be concluded that B&O does not have the ability to deliver products, enabling profit. 

Since it has concluded in this section that the production is not valuable, the sections rarity, 

imitation and organization will not be covered since it isn’t necessary. 

 

3.2.3.2 Marketing and Sales and Service – V-Value 

As recognized in the value chain analysis, activities Marketing and Sales and service are specific 

value-added for the customer. Unfortunately, the associated costs are so big that operations remain 

unprofitable. This is clearly expressed, as B&O has incurred losses five of the last seven years. 

This actually seems to be the whole crux of the matter - B&O has brilliantly thought out and value-

added activities, but they are simply too costly to execute. This is neither a persistent or temporary 

competitive advantage but actually just a competitive disadvantage. 

 

3.4 T.O.W.S Analysis 

The TOWS analysis illustrates which Threats, Opportunities B&O should consider and which 

Weaknesses and strengths they face. This analysis will be performed on the basis of the macro-, 

industry and internal environmental analysis. The findings are presented in the following matrix: 

Threats Opportunities Weaknesses Strengths 

- Another 

financial crisis 

- Consumer 

trends 

- Fast 

technology 

change 

- Ageing 

population 

- The huge 

market of 

China 

- Consumer 

trends in 

- Slow product 

launch 

- High demand of 

products 

- Dependant on 

BRIC and 

Europe regions 

- Strong brand 

recognition 

- Outsourced 

distribution 

channel 

- Unique design 

- Long lasting 
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- Political 

threats (tax, 

environmental 

etc.) 

- Depending on 

wealthy 

consumers 

- Threats from 

other 

companies 

such as Apple, 

Samsung etc. 

India and 

China 

- Economic 

recovery 

(post crisis) 

- Patents 

- Free market 

trade 

- High real 

GDP in key 

markets 

- Long product 

life cycle 

- Dependency on 

one category 

(B&O PLAY) 

- Limited capital 

products 

- Compatible 

products 

- Strong 

marketing 

- Strong Chinese 

partners 

- Focus on core 

business 

- Trimmed 

business 

- Successful 

brand of B&O 

PLAY 

Table 3.5: TOWS – Analysis 

Source: Own creation based on chapter 2 and 3 

B&O must be aware of utilizing their opportunities and threats and thereby strengthen their 

weaknesses and become even better at what they already are good at.  Some of B&O’s eldest 

strengths are that they have a unique design, long lasting products and a strong brand. B&O PLAY 

and the sale of the Automotive business unit are some of the recent strengths of the company. There 

is no doubt that B&O has to optimize their product launches because of the fast changing 

technology.  

 

4. Financial Statement Analysis 

The strategic analysis has now found the non-financial value drivers, and the focus will now be on 

the financial value drivers. B&O's accounts from the period 2011-2016 will now be subject to a 

reformulation, and in the following a profitability analysis will be conducted based on these.  

The accounts meet the accounting legislation. It means, the accounts give a true and fair view of the 

company's activities, including, that the accounting policies are appropriate and the accounting 

estimates reasonable. There is Therefore, no adjustments to the company's reported financial figures 

before reformulation.  
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Due to the divestment of Automotive and ICEpower in the beginning of 2015, B&O experienced 

great jumps in a number of items from 2013 to 2014 and 2014 by 2015.  

Generally the annual reports for 2015/16 and partly in 2014 are very different from the previous 

years. This is due to the divestment, but also that B&O is facing a number of important strategic 

measures which are all part of the strategy plan 'Leaner, Faster, Stronger'. Although 2015 represents 

year 0 after the sale and thus a whole new organizational structure, it is not necessarily this year that 

is most true in relation to the company’s future operations. It will be continually discussed whether 

2015 is the most fair year for the company's future, as this will vary from item to item and from 

ratios to ratios.  

 

4.1 Reformulated Financial Statements  

The historical financial statements will now be reformulated so that they are ready for the financial 

statement analysis. To identify which activities that contributes to the company's total financial 

results, the reformulation will split accounting records in operational and financial aktivities
67

. The 

reformulation is conducted, so the accounts are useful in the subsequent ratio analysis of 

profitability. Operating activities are the primary value-added activity, and the reformulated 

statements increase the focus on this. 

Reformulation also ensures an easier comparability of the individual activities analysis period. The 

classification serves to reduce the possible accounting noise, which masks its underlying economic 

activities
68

. 

4.1.2 Reformulated Balance Sheet 

The balance is reformulated so that the operating and financial assets can be separated. This allows 

calculating the ratios that can give a picture of how operating and financing activities have evolved 

over the analysis period.  

All assets directly related to the operation, are classified as operating assets. From these all 

operating liabilities are deducted, so net operating assets can be found and used for further analysis. 

According to Sørensen (2012, p. 161) 1% of revenue is included under operating activities as which 

will typically be cash earmarked for operation in the form of working capital. Investment properties 
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are leased to associates why it is classified as an operating asset. The investments in associated 

companies consist primarily of John Bjerrum Nielsen A / S, who assists B&O with surface 

treatment. This item is therefore classified, as an operating asset. 

 

4.1.3 Reformulated Income Statement 

Reformulation of the income statement aims to track the sources of the company’s total profit (total 

income).  

The total operating profit can further be divided into the permanent operating surplus, which 

includes operating profit from sales and other operating profit and unsusual operating items. The 

total surplus should also be divided into operating and financial costs, and thereby creates a 

connection to the reformulated balance, as operating profits are based on net operating activities and 

no financing activities. The distinction between these items must be retained.  

Items from other total income are to be brought into the income statement in order to avoid so-

called "dirty surplus" items
69

. For B&O, this applies to the following items: Exchange rate 

adjustments, change in fair value of financial instruments and profit from investments in associated 

companies. These items are therefore moved from net capital statement to the income statement and 

are included in other operating profit. To give a more accurate picture to B&O's results, income 

statement for 2014 is adjusted retroactively by B&O in 2015. This correction is included in 

reformulation, so that the result only reflects the part of the company that is still owned by B&O 

after the sales in 2015. 

5. Profitability Analysis 

This section will conduct a profitability analysis with the aim of identifying the financial value 

drivers. The analysis is based on the reformulated statements from sections 4 and using the 

extended Dupont-Model to create an overview. The Dupont-model has three levels, (these are 

illustrated in Figure 12), where the analysis at a lower level is hooked along with the overlying 

analysis levels
70

. 
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Figure 5.1: Dupont-Model 

Source: Own creation based on Ole Sørensen 

 

5.1 Return on Equity (ROE) 

ROE is a measure for the ability to recoup the capital invested and also one of the most important 

figures. This is expressed by the ratio of total income to ordinary shareholders who are on the 

bottom line of the reformulated income statement, and average net capital. 

Year   2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 

ROE   3,07% 4,91% -9,76% -1,69% -37,58% 6,24% 

Table 5.1: ROE 

Source: Own creation based on analytical statements 

The table illustrates the years 2010/11 and 2011/12 with positive returns. This can be interpreted as 

shareholders earning 3.07 pennies per DKK in 2010/11 which can be seen as a positive 

development for shareholders. However it is seen that B&O do not perform that well in the 

following years with negative returns in 2013, 2014 and 2015. It appears that something did not go 

so well in those years, and in 2015/16 they manage to get positive returns.  

The average for the total industry was 13.18% at the end of 2015
71

. B&O has in the 6-year period 

not been close to that value. 
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5.1.1 Analysis of Financials 

On the first level of the pyramid return on equity is divided in the operating and financing activities. 

The first decomposition of the ROE separates the profitability of these two activities. Additionally, 

it is possible to read the effect of financial leverage, which also affects ROE
72

. The connection 

between the various factors can be seen from Equation 5.1. 

ROE = ROIC + [(FGEAR x (ROIC – r))]    (5.1) 

ROIC is return on net operating assets, FGEAR the financial leverage and r is the ratio between the 

net financial expenses and net financial liabilities and designated average borrowing rate. The 

difference between the ROIC and R may also be referred to as SPREAD.  

Year   10/11 11/12 12/13 13/14 14/15 15/16 

FGEAR 

 

-0,04 0,09 0,14 0,19 0,04 0,09 

SPREAD 

 

21,27% -3,74% -14,90% -6,89% -20,44% -4,14% 

r 

 

24,92% 8,90% 7,31% 6,38% 8,62% 9,35% 

Table 5.2: Decomposition of ROE 

Source: Own creation based on annual reports 2011-2015 

ROIC measures the profitability of the company's operating assets and ROE measures return to 

company owners, when all shareholders are respected.  

r = Net financial expenses / Net interest-bearing debt 

Net cost of debt is very high in 2010/11 due to cash being high that year, however B&O manages to 

decrease r to 6,38% in 2013/14, and increases to 9,35% in 2015/16.  

 

SPREAD 

SPREAD has been positive one year in 2010/11, but has afterwards been negative the entire period. 

It manages to have a high negative value until 2014/15, and decreases to -4,14% the final year. 

When SPREAD is positive then it will be a good payoff for B&O to take on more debt to finance its 

operations.  

 

FGEAR 

The financial gearing increases from 2011/12 to 2012/13 which means that in order to finance the 
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operations, B&O increases debt instead of equity. Since the SPREAD is negative, it is not optimal 

for B&O to work with debt. The final year, however, indicates that SPREAD is moving towards the 

right direction and perhaps it could be beneficial in the future. 

Year   11 12 13 14 15 16 

roe 

 

3,07% 4,91% -9,76% -1,69% -37,58% 6,24% 

ROIC 

 

3,66% 5,17% -7,59%        -0,5% 

     

3,62% 5,20% 

Effect from financials 

 

-0,86% -0,34% -2,20%   -1,28% -41,20% 1,04% 

Table 5.3: Effects from financials in the period 

Source: Own creation based on the analytical statements 

From the above table it is seen that B&O has not exploited the company’s financials optimally, 

hence the effect being negative during the period.  

 

5.1.2 Analysis of Operations 

ROIC can be subdivided and is the product of the profit margin (total operating profit divided by 

revenue) and turnover rate (Revenue divided by the average amount of net operating assets). 

Operating margin indicates the profits generated by one kroner sale by the company's operating 

activities. This key figure indicates its ability to adjust revenues to costs. The turnover rate 

measures the per capita sales invested in net operating assets. It reciprocal value can therefore be 

regarded as an expression of how much is connected to net operating assets to create one kroner 

sale
73

. These ratios are presented below in Table 5.3. 

Year 11 12 13 14 15 16 

ROIC 3,66% 5,17% -7,59%        -0,5%      3,62% 5,20% 

Profit margin 2,01% 2,98% -5,05% -0,34% -0,22% 4,04% 

Turnoverrate 1,82 1,78 1,66 1,49 1,37 1,15 

Table 5.3: Decomposition of ROIC 

Source: Own creation based on annual reports 2011-15 

The operating margin is desired to be as high as possible as it is an expression of how much of each 

kroner sale is remaining after all costs are deducted. A given profit margin should be made 

simultaneously provided with the minimum amount of capital invested. Capital-intensive 

companies such as B&O, who operate with high fixed costs, often meet a capacity restriction which 
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sets a cap on the rate of turnover. To compensate for the low turnover rate, these types of companies 

need to deliver high profit margins
74

. 

It has been made clear previously, that B&O operates in markets with high entry barriers, which 

gives the possibility for a high profit margin. This is confirmed by a study by Forbes, which 

calculates the total electronics industry NOPAT margin to 13.2% in the 2015
75

.  

Since B&O also follows a differentiation strategy, where there is no competition on price, the 

prerequisites for it are there for the company to achieve a high operating margin. B&O has not 

managed to get near the industry average in the last six years, where the best year resulted in an 

operating margin of 4,04 %, and three years ended with a negative operating margin. The turnover 

rate has been far from enough to ensure a satisfactory level of ROE. 

 

6. Forecasting scenarios 
The forecasting scenarios will be conducted on the basis of the two chapters “strategic analysis” and 

the “financial statement analysis”. These two chapters and there analyses are the foundation of this 

forecasting. By forecasting different scenarios, B&O’s future free cash flow can be determined and 

this will help value the company. This section is divided into three scenarios which will be 

explained in the following. 

6.1 Base Case Scenario 

Before conducting any forecasting for this scenario, a set of assumptions will be presented: 

- This scenario forecasts that the financial crisis will be over, and thereby see a growth in the 

economy on a global scale 

- B&O will penetrate the Chinese and Indian market and gain from that 

- B&O will manage to increase the sales of the Audiovision segment in Europe due to 

economy bouncing back after the financial crisis 

- Faster product launches 
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- The market rivalry is expected to be the same due to the high entry barriers, however the fast 

evolution in technology might suggest a small cannibalization between the Audiovision 

segment and B&O PLAY segment. 

6.1.1 Revenue Growth 

Table 6.1: Forecasted revenue growth  

Source: Own creation based on chapters 1-5 

Table 6.1 illustrates the forecasted revenue growth divided in the different business units. In 2015 

the revenue growth is significantly high, this is due to the sales of the Automotive business unit in 

2015.  

AV is forecasted to increase slowly by 2% in 2017. The AV unit has struggled in the past mainly 

because of the situation in Europe, which is the primary market. However the development in sales 

seems to be slowly increasing. B&O has trimmed down the business and will now only focus on the 

B2C business, AV and B&O PLAY. Furthermore the economy in Europe will pick up, and B&O 

will launch more AV products in the future, sales in China will increase. This results in an increase 

in revenue, which will go on and reach maximum growth rate in 2019. 

B&O PLAY is expected to grow much more than AV due to the fact that this business unit is new, 

which leaves a lot of space for growth. B&O PLAY has strong distribution channels and sales are 

increasing, especially through third party stores.  

Royalty comes from the sale of the Automotive business unit, which is why it is very dependent on 

the performance of the Automotive. Royalty is expected to decrease due to the almost -12% 

decrease in Automotive between the years 2015-2016. Royalty is expected to grow the following 

years due to the performance in Automotive the previous years. 

ICEpower has experienced many fluctuations in its growth rate, but since a big part of the revenue 

in this segment comes from internal sales, B&O will experience a general growth in this segment.  

 

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Revenue growth total -6% 2% -45% 9% 13% 9% 8% 6% 4% 4% 3% 3%

AV -19% -1% 2% 6% 10% 8% 8% 5% 3% 3% 3% 3%

B&O Play 41% 1% 10% 15% 20% 11% 8% 8% 6% 5% 3% 3%

Royalties (license) 0% 0% -10% 2% 4% 8% 8% 7% 7% 6% 4% 3%

ICEpower -24% 17% 0% 3% 5% 6% 6% 4% 3% 3% 3% 3%

"Automotive" 20% 12% 2% 5% 10% 10% 8% 8% 7% 5% 3% 3%

Terminal 

value

37%

-1%

3%

0%

-11,8%

-2,00%
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6.1.2 Production Costs 

Table 6.2: Production cost forecasted as a percent of revenue 

Source: Own creation based on chapters 1-5  

The past 5 years production costs only comprise 51% of revenue. In 2016 it is only -36% which is 

due to the single payment done to secure the sale of Automotive. Production are an approximate 

value of the amount of the historical average, and decreases in the later years. The explanation for 

the decrease is due to the fact that B&O are reorganizing.  

 

6.1.3 Operating Expenses 

Table 6.3: Operating expenses forecasted as percent of revenue 

Source: Own creation based on chapters 1-5  

Development cost has been presenting approximately 13% of the total revenue. The values in the 

forecasted years are expected to maintain the same value due to B&O needing to invest in their 

development.  

 

6.1.4 Depreciation and Amortization 

Table 6.4: Depreciation and Amortization forecasted as percentage of total non-current assets 

Source: Own creation based on chapters 1-5 

Table 6.4 illustrates a constant rate of 21% in the forecast period from 2019 and onwards. This 

value is found by taking the average of the last 5 years. B&O are not expected to do major 

investments since they are trying to tidy down their business.  

 

Production costs Historical years ended May 31 Forecasted years ending May 31

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Production costs as a % of revenue -61% -57% -62% -58% -56% -56% -55% -55% -54% -54% -54% -54%

Terminal 

value

-36%

Operating expenses Historical years ended May 31 Forecasted years ending May 31

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

As a % of revenue

Development cost -16% -13% -15% -15% -14% -14% -12% -12% -12% -12% -12% -11%

Distribution & marketing costs -27% -27% -17% -17% -18% -18% -19% -19% -19% -19% -19% -19%

Administration costs -3% -3% -3% -3% -3% -3% -3% -3% -3% -3% -3% -3%

-17%

-2%

Terminal 

value

-9%

Depreciation and amortization

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Depreciation as a % of Intangible and tangible assets -24% -26% -47% -28% -18% -18% -19% -21% -21% -21% -21% -21% -21% -21%

Terminal 

value
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6.1.5 Total Non-Current Assets 

Table 6.5: Total non-current assets forecasted as percentage of revenue 

Source: Own creation based on chapters 1-5 

The above table illustrates that the intangible assets and tangible assets in 2015/2016 are lower than 

the historical averages of 5 years. Revenue by the end of 2015 is higher than usual due to the sale of 

the Automotive business unit. This explains why 2017 is higher than the historical average.  

 

6.1.6 Net Working Capital 

 Table 6.6: Net working capital forecasted as percentage of revenue 

Source: Own creation based on chapters 1-5 

NWC has historically been low before B&O introduced their strategy Leaner, Faster, Stronger and 

their segment B&O PLAY. The forecasted values suggest that NWC is expected to decrease due to 

B&O’s re-organization.  

6.1.7 Free Cash Flow to the Firm (FCFF) 

Table 6.7: Forecasted FCFF 

Source: Own creation 

The above table illustrates the effects of the payment from the sale of Automotive.  

 

6.2 Worst Case Scenario 

The worst case and best case scenario are based on the same line of reasoning as the base case 

scenario and will not be presented with the same amount of details. A set of assumptions will be 

presented in the following for this scenario: 

- B&O does not manage to get a breakthrough in the BRIC countries 

- Sales in Europe will grow, but not significantly due to the economy being in a similar state 

as in the financial crisis 

- A strong competitor will enter the market which will result in a different market situation 

Total non-current assets

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

As a % of revenue

Intangible assets 26% 28% 20% 17% 33% 30% 25% 19% 19% 19% 19% 19% 19% 19%
Tangible assets 17% 12% 11% 8% 13% 11% 10% 10% 10% 10% 10% 10% 10% 10%

Other non-current assets 7% 6% 8% 8% 6% 6% 6% 6% 5% 5% 5% 5% 5% 5%

Terminal 

value

Net working capital

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Net working capital as a % of revenue 19% 22% 22% 19% 21% 19% 18% 18% 18% 18% 18% 18% 18% 18%

Terminal 

value

Free cash flow to the firm (FCFF)

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

NOPAT -143 54 -752 -302 -124 -28 35 50 118 126 164 170 175 217

+Depreciation and amortization 332 342 431 248 255 250 261 269 282 299 312 324 333 343

-Δ Net working capital 75 -84 103 4 -59 9 -41 -55 -52 -44 -32 -30 -25 -25

-Δ Net investment -376 -264 -27 -287 -796 -226 -243 -174 -344 -381 -372 -381 -380 -391

FCFF -111 48 -245 -337 -724 5 12 90 4 0 72 83 104 144

Terminal 

value
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- The AV segment will not experience a significant growth due to B&O PLAY segment 

capturing all consumers 

- License fees are forecasted as not being able to exceed the upfront payment 

The above listed assumptions play against B&O, which is why this 

 

6.3 Best Case Scenario 

The assumptions for this particular scenario will be presented in the following: 

- The economy will grow on a global scale, being very similar to the economy before the 

financial crisis 

- Europe region and BRIC countries will increase its GDP, thus providing a higher number of 

potential customers 

- The market situation will be status quo and no potential player will enter the market 

- The “rivalry” between AV and B&O PLAY will be kept towards a minimum 

- B&O has found a good and stabile tempo with regards to their product  launches and will 

minimize their time and resources used for development 

- License fees are forecasted as being able to exceed the upfront payment 

 

8. Valuation 
There are many choices when it comes to choosing the method for valuation. Typically most of the 

valuation approaches can be classified under 4 groups, Present value, Relative valuation (multiples), 

Liquidation and Contingent claim valuation
76

. This paper presents two valuation approaches. The 

present value approach that will be applied is the Discounted Cash Flow approach (DCF) and the 

relative valuation multiples. The argument behind choosing multiples and DCF is that these are 

undoubtedly the most popular valuation methods used and recognized by practitioners
77

. However 

there are some downsides to the DCF since it’s a static model. The model is entirely based by the 

inputs and the results is based on the estimated inputs and not the formula/method itself. The 

downsides by using multiples are that it is very hard to find perfect comparable companies. 
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Therefore a third method is applied in order to fully cover the valuation aspect and compare the 

valuation results. The third valuation approach is the Relief-to-Royalty method, which is essentially 

applied to value the brand value of B&O. The EVA model will be applied as well in order to 

present the best possible picture of B&O, however this model will only be presented in the 

appendix. 

 

8.1 DCF – The Enterprise Value Approach 

The discounted cash flow model can be specified in two ways, an enterprise value approach and the 

equity value approach both which gives the same result. All present value approaches yield the 

same value estimates, given that they are based on the same inputs. According to the model used, 

the value of B&O is estimated by determining the present value of future cash flows. The future 

cash flow (FCFF) is discounted back by a discount factor (WACC) that reflects risk in the cash flow 

and the time value of money
78

. The model is based on the following formula: 

 

where 

FCFFt = Free cash flow to the firm in time period t.  

WACC = Weighted average cost of capital 

The first part of the formula calculates the present value of the FCFF in the forecast horizon, and 

the second part calculates the present value of the terminal period. The second part is calculated as a 

growing perpetuity, which assumes that B&O will exist in infinity and experience a constant growth 

rate. The above formula is an estimation of the enterprise value; therefore net interest-bearing debt 

has to be subtracted from the enterprise value to reach the market value of equity. 

B&O’s latest annual report is from 2015/16, which is why year 2017 is the first forecast year. 2015/16 is the 

date that the FCFF will be discounted back to by using WACC and then discounted forward to the valuation 

date which is October 25, 2016 using the cost of equity. 
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8.1.1 WACC 

Weighted average cost of capital is a rate that B&O is expected to pay on average to all type of 

investors. The rate represents the minimum number B&O must earn on the existing assets in order 

to satisfy all type of investors, otherwise investors will chose other investment opportunities with 

higher rate, but with the same risk. The following formula calculates WACC: 

 

The equation presents the cost of debt after tax, cost of equity and the target capital structure. These 

will be estimated in the following.  

 

8.1.1.1 Cost of Equity 

The cost of equity is the expected rate of return demanded by investors in B&O’s common stock
79

. 

There are different models that can be used to calculate the cost of equity. Since the purpose is to 

develop a WACC to be used in a company valuation, the Capital Asset Pricing Model (CAPM) is 

the best model for estimating the cost of equity
80

. The following formula will be used to calculate 

cost of equity: 

 

The formula illustrates that the CAPM is based on three factors, 

rfree = risk-free interest rate 

βB&O = company specific beta 

Market Risk Premium 

The risk-free interest rate and the market risk premium are the same for B&O’s competitors and 

therefore beta only varies across firms.  

The three inputs will be discussed an estimated in the following: 
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Risk-free Interest Rate: 

The risk-free rate is theoretically a rate of return of an investment with zero risk. It is the expected 

amount an investor can earn without incurring any risk. In theory the risk-free interest rate is the 

minimum return an investor expects from any investments, because essentially investing in the risk-

free rate gives a guaranteed return on investment.   

For estimating the risk-free interest rate a government bond is usually used for a proxy for the risk-

free rate. The reason and underlying assumptions is that a government bond is risk free. However 

note that in practice a government bond is not risk-free. The optimal situation would be to match 

each cash flow with a government bond with a similar duration. This would unfortunate cause 

problems with constant growth in the terminal period. 

For this reason most practitioners apply a single yield to maturity from a government bond to match 

the cash flows
81

. 

To avoid inflation issues the government bond is therefore denominated in the same currency as the 

underlying cash flow. B&O’s cash flows are in currency DKK, therefore a 10-year Danish 

government bond is applied, and the 10-year maturity matches the number of forecast periods. 

Danish government bonds are in recognized amongst the safest investment in the world
82

, and 

Euromoney ranks Denmark as number 8 in the world with the safest bonds
83

. Therefore a 10-year 

Danish government bond is a fair estimation of the risk-free interest rate. The effective rate on a 10-

year Danish government is 0.8% in 2016
84

. 

The risk-free interest rate is extremely low looking at the past 15 years, especially since the 

financial crisis, it’s obvious that the effective rate has been decreasing rapidly. The economy 

situation in Europe pushes the Euro (EUR) down. This puts a lot of pressure on the DKK, since 

investors seeks to invest in safer currencies. A high DKK will eventually mean that the 

competitiveness of Denmark would be worsening. The National Bank of Denmark counters this 

with the monetary policy. Since the base case scenario assumes that the economy situation in 

Europe will increase in the following years, the current rate 0.8% is not applied. Instead a historical 
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average of 5.5 years will be used. The last 5.5 average of a Danish 10-year government bond equals 

2.1%. Therefore the risk-free interest rate used in this paper is 2.1% 

β - Beta: 

Evaluating a risk of an investment with a diversified portfolio, only the systematic risk is important, 

because this risk cannot be diversified away. The owners required rate of return increases if the 

systematic risk increases, which means that the investor wants to be compensated for incurring 

more risk by investing in a company. The systematic risk of a security’s return is measured by its 

beta. The beta measures the expected percentage change in the excess return of a security for a 1% 

change in the excess return of the market portfolio
85

. A consideration of the findings results in a 

beta of 1.04 equal to the beta published by Reuters.  

Market Risk Premium: 

The market risk premium is the difference between the return gained from investing in the market 

and the returns gained from investing in the risk-free rate.  

Koller et al. 2010 estimates the market premium to be between 4.5 and 5.5
86

. Petersen and Plenborg 

2012 estimate the average premium to 5.3%
87

. Furthermore PWC (Price Waterhouse Coopers) has 

done a 12 year research on the valuation methods used by practitioners. They estimate the market 

risk premium to 4.9%
88

. 

It is clear to say that from the above listed premiums, there is a high uncertainty when it comes to 

estimate the market risk premium. This paper will take the average of the three presented premiums 

at approximately 5.1%.  

The three input factors have now been estimated, cost of equity will now be estimated: 

requity = 2.1% + 1.04 x 5.1 % = 7.4% 
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8.1.1.2 Cost of Debt 

Cost of debt is the effective rate which B&O pays on its current debt. The debt is usually acquired 

through different bonds and other debt forms. Cost of debt presents the rate at which B&O can 

borrow at. This paper calculates the cost of debt as the following: 

 where, 

rf  = risk-free interest rate 

rd = required rate of return on net interest-bearing debt 

rs = risk premium on debt 

t = corporate tax rate 

The only unknown factor in this equation is the risk premium on debt. This factor presents a 

premium that B&O’s creditors expect from the loans supplied to B&O. B&O has current loans that 

comprise of fixed rate loans, interest rate 4.1%
89

 and floating rate loan, interest rate level 0.5-

1.0%
90

. An average of the loans is approximately 3.0% which will be used as the risk premium on 

debt.  

Earlier we calculated the risk-free interest rate = 2.1% 

Corporate tax rate = 25% 

Risk premium on debt = 3% 

Rd = (2.1%+3%) x (1-25%) = 3.8% 

We can now in the following estimate the final factor, target capital structure, and thereafter 

estimate WACC.  

 

8.1.1.3 Target Capital Structure 

The target capital structure is based on market values since these reflects the true opportunity costs 

of investors or lenders. Since B&O hasn’t disclosed their long-term target capital structure, then it 
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must be estimated by calculating the current capital structure by using market values. This 

discussion leads to that the target capital structure in this paper will be calculating by looking at 

three approaches
91

: 

1. Estimating B&O’s current capital structure by using market values 

2. Estimate the capital structure of one or more comparable companies 

3. Take the managements approach to financing the business and the implications for the long-

term capital structure into account 

 

B&O's current market capital structure 

Current stock price (October 25 

2016) 55 

Number of shares outstanding 43.197.478 

Market value of equity 2.765.000.000 

Net interes-bearing debt 599.000.000 

B&O's enterprise value 2.376.000.000,00 

  E/V 92% 

NIBD/EV 8% 

 

 

8.1.2 WACC Summary 

Now that all three factors have been estimated, it is possible to calculate WACC from the previous 

presented formula. 

WACC = 8% x 3.8% x (1-25%) + 92% x 7.04% = 7.40% 

This means that the discount factor that is going to be used in the DCF = 7.40% 

8.1.3 Terminal Value 

Looking at the past 10 year’s growth in world GDP, it has been higher than 2% in all years except 

the year of the financial crisis (2008/2009)
92

. The average is estimated at 3%, which is why the 

growth in the terminal period is set at 3%.  
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8.2 Valuation of B&O by using DCF 

The base case scenario suggests a share price of DKK 54.52. The worst case and best case scenario 

suggest a price range between DKK 14.00 – 78.00 (Presented in appendix’s 6 and 7) 

Table 8.1: DCF base case scenario 

Source: Own creation 

 

8.2.1 Sensitivity Analysis 

The base case scenario resulted in an estimated fair share price of DKK 53.27. The base case 

scenario was based on a number of different assumptions, and even though the analysis has been 

thorough the value is highly sensitive to a few key value drivers. Therefore is in important to see 

how much the share price would change if changes were made in these key drivers. The 2 main 

valuation drivers are the WACC and the terminal growth rate. 

 
Table 8.2: Sensitivity analysis – Terminal growth rate, WACC, percentage and prices 

Source: Own creation 

Years 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 Terminal

FCFF -337 -724 5 12 90 4 0 72 83 104 144

WACC 7,04%

Discount factor 0,98 0,92 0,86 0,80 0,75 0,70 0,65 0,61 0,57 0,53

Risk-free interest rate 2,1%

Beta 1,04

Market risk premium 5,1%

Cost of equity 7,40%

Cost of debt 3,8%

Corporate tax 25%

E/V 92%

NIBD/EV 8%

Terminal growth 3%

Present value of FCFF -331 -665 4 9 67 3 0 44 47 55

Total -766

Present value of terminal period 1903

Enterprise Value 1137

Debt -206

Market value of equity 931

Shares 43,2

Share price June 27 2016 53,00

Share price Oktober 25 2016 53,27

Terminal Growth

1% 1,50% 2,00% 2,50% 3,00% 3,50% 4,00%

5,80% 53,220 53,220 53,220 53,220 53,220 53,220 53,220

6,05% 53,229 53,229 53,229 53,229 53,229 53,229 53,229

6,30% 53,239 53,239 53,239 53,239 53,239 53,239 53,239

6,55% 53,248 53,248 53,248 53,248 53,248 53,248 53,248

6,80% 53,258 53,258 53,258 53,258 53,258 53,258 53,258

7,04% 53,267 53,267 53,267 53,267 53,267 53,267 53,267

7,30% 53,277 53,277 53,277 53,277 53,277 53,277 53,277

7,55% 53,286 53,286 53,286 53,286 53,286 53,286 53,286

7,80% 53,296 53,296 53,296 53,296 53,296 53,296 53,296

8,05% 53,305 53,305 53,305 53,305 53,305 53,305 53,305

8,30% 53,315 53,315 53,315 53,315 53,315 53,315 53,315

Terminal Growth

1% 1,50% 2,00% 2,50% 3,00% 3,50% 4,00%

5,80% 0,00% -0,09% -0,09% -0,09% -0,09% -0,09% -0,09%

6,05% -0,07% -0,07% -0,07% -0,07% -0,07% -0,07% -0,07%

6,30% -0,05% -0,05% -0,05% -0,05% -0,05% -0,05% -0,05%

6,55% -0,03% -0,03% -0,03% -0,03% -0,03% -0,03% -0,03%

6,80% -0,02% -0,02% -0,02% -0,02% -0,02% -0,02% -0,02%

7,04% 0,00% 0,00% 0,00% 0,00% 0,00% 0,00% 0,00%

7,30% 0,02% 0,02% 0,02% 0,02% 0,02% 0,02% 0,02%

7,55% 0,04% 0,04% 0,04% 0,04% 0,04% 0,04% 0,04%

7,80% 0,05% 0,05% 0,05% 0,05% 0,05% 0,05% 0,05%

8,05% 0,07% 0,07% 0,07% 0,07% 0,07% 0,07% 0,07%

8,30% 0,09% 0,09% 0,09% 0,09% 0,09% 0,09% 0,09%
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The first table illustrates changes in the share price, and the second table illustrates the percentage 

change. 

It is to be noticed how sensitive the value of the stock is with regards to the changes in WACC.   

 

8.3 Applying multiples from peers 

Valuation based on multiples is very popular among practitioners as previously stated. A valuation 

using multiples can be done quite fast with no greater complexity which is one explanation for the 

popularity. The indicative value of B&O will be based on multiples of forecasted EV/EBITDA and 

EV/EBIT. Furthermore a period of 2 years forward has been chosen and the peers are the home 

video and audio entertainment. 

 
Table 8.2: Multiples peer group comparison 

Source: Own creation 

The analysis reveals a current EV on 2.367 for B&O, and an estimated EV/EBITDA on 8.38 in the 

forecast year 1 and 7.62 in the forecasted year 2. However note that the EV/EBIT is empty for 

B&O, the reason here is that B&O has a lot of depreciations and this causes noise in the financial 

ratio. The analysis will therefore focus on EV/EBITDA.  

 

The mean for the peer group is 7.72 in 2015 and 7.62 in 2016, where as the median is 7.62 and 6.69 

respectively. The lowest ratio is 4.77 in 2016 and the highest EV/EBITDA is 11.32 in 2015.  

 

EV/EBITDA EV/EBITDAEV/EBIT EV/EBIT

FY1 FY2 FY1 FY2

8,38 7,62 N/A N/A

APPLE INC 9,05 8,78 10,4 10,2

SONY CORPORATION 5,57 4,81 9,24 7,48

PANASONIC CORPORATION 5,12 4,77 10,13 8,95

UNIVERSAL ELECTRONICS 8,36 7,76 9,17 8,62

TOSHIBA CORPORATION 6,88 5,62 13,48 10,2

HARMAN INTERNATIONAL INDUSTRIES, INCORPORATED 11,32 9,22 14,37 11,21

Mean 7,72 6,83 11,13 9,44

Median 7,62 6,69 10,265 9,575

High 11,32 9,22 14,37 11,21

Low 5,12 4,77 9,17 7,48

Company  DKK Enterprise value 2.376m
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B&O lies slightly above the mean and median in 2015 and in 2016 as well, indicating that B&O is 

more expensive than peers in the industry. This results in B&O being overvalued relative to its 

peers or simply has better prospects. The above results make sense since B&O is recognized as a 

more premium brand. B&O is compared with Apple and Harman, B&O is in that case undervalued 

relative to these two companies that are more premium brands. 

It is important to note that a valuation based on multiples critically relies on the assumptions that 

companies compared are truly comparable. Unfortunately this cannot be said in this case, as it is 

difficult to find a company with the same characteristics as B&O.  

 

8.4 Brand Valuation 

The recent sale of Automotive secured B&O a fixed royalty and variable payments from Harman in 

at least 20 years. Therefore the absolute lowest value for B&O would be equal to the brand value, 

which is B&O’s strongest asset. There are two ways which to perform a brand valuation
93

. 

The Excess Earnings method creates complications when the company’s biggest asset is the brand 

value
94

. Since this is the case with B&O and the Relief-from-Royalty method will be applied. The 

method is used by forecasting the B&O brands expected revenue stream and an assumed royalty 

rate that a third-party would be willing to pay for using the brand. Since B&O and the brand are 

expected to continue for infinity the following formula is applied: 

 

The royalty payment is discounted back to June 22, 2016 and discount forward to October 25, 2016 

matching the method used in the DCF model. The royalty payment equals what a third party would 

be willing to pay for using the brand, and this rate can be derived from the license agreement 

between Harman and B&O. The royalty payments from Harman constitute of a fixed and a variable 

payment, and the variable depends on volume sold on Automotive. Here the forecasted performance 

of Automotive has been taken from the worst case scenario. The forecasted royalty payments from 

                                                           
 

93
 Price Waterhouse Coopers March 2013 – Brands what’s in a name? 

94
 Price Waterhouse Coopers March 2013 – Brands what’s in a name? – Page 7 



63 
 
 

Harman in the worst case scenario constitute 2% of revenue at its lowest point. Since this is a worst 

case scenario valuation, the 2% is applied as royalty rate. The 2% of revenue is then added to the 

royalty payments from Harman from the worst case scenario. 

The terminal growth rate equals the 2.5% used in the worst case scenario and the same WACC has 

been used because of the risk of using the brand is the same across different companies. Lastly a 

corporate tax of 25% has been used. 
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10. Conclusion 

B&O is a Danish company that specializes in designing, developing and selling luxury audio and 

video products on a global scale. The firm is widely known for its innovative and exploring nature 

with regards to the market for premium audio and video products. B&O has established a brand that 

signals luxury and prestige in an industry with few comparable competitors. Furthermore it is clear 

to say that the financial crisis has had a huge impact on the performance of B&O. 

The crisis forced B&O to change several parts of the organization. A new CEO was brought in, who 

introduced a new strategy Leaner, Faster, Stronger. This led to restructuring in the firm, and 

hereafter B&O announced the launch of the sub brand B&O PLAY, in order to target the younger 

segment, something that the AV has struggled with. 

The firm has limited its business units with the sale of the unit Automotive to Harman Industries 

and the unit ICEpower being up for sale, thus focusing on the core business B2C that consists of 

B&O PLAY and the AV units. B&O operates in Europe, North America and the BRIC region. The 

products are sold through B1-shops and Shop-in-Shops. B&O are in a state of restructuring their 

retail network, where focus is on increasing the customer experience and gaining higher profit.  

A strategic analysis was conducted which comprised of three major analyses, the industry, internal 

and macro environmental analysis.  

The industry environmental analysis used Porters 5 Forces and concluded that B&O operate in a 

good industry with few competitors, who can only impact B&O’s future performance on the threat 

of substitutes, due to the development in technology that provides many alternates to B&O. 

The internal environmental analysis used a Value Chain analysis which showed that the primary 

activities in B&O are innovation and design, and marketing and sales. People see B&O as a luxury 

and unique brand with high end products.  

The macro environmental analysis used a PEST analysis, illustrating the political, economic, and 

technological factors having the highest impact on B&O’s performance in the future. The economic 

factors are seen to have a positive influence due to the estimated growth in real GDP, market size 

and spending habits on luxury products for China and India where population is growing rapidly. 

The technological factors are seen to have a negative impact on B&O due to their slow product 

launches, long life cycle of products and premium prices, however the market suggesting the 

opposite due to the fast evolution in technology. 
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The financial statement analysis illustrated how B&O will perform in the future. Return on Equity 

has been fluctuating and no consistency has been found in the development of the ratio. ROE has 

been effected from the operations, ROIC and the Profit Margin.  

B&O must focus on their Profit Margin in order to improve Return on Equity, and it is seen that 

operating with debt to finance the operations has not been profitable for B&O. 

A set of forecasting scenarios were illustrated, these included a base case scenario, best case 

scenario and worst case scenario. 

The base case scenario is the scenario that B&O are most likely to experience. The other two 

scenarios provide a range for what B&O should be valued at, given the negative and positive 

expectations. 

The base case scenario assumptions are conducted on the basis of the strategic and financial 

statement analysis. The assumptions forecast that real GDP will grow on a global scale, and it 

forecasts that the population is ageing. Furthermore it expects B&O to excel in China and India, and 

expects the sales in Europe to increase. It expects faster product launches and expects the rivalry to 

be status quo.  

The Weighted Average Cost of Capital was estimated at 7.04% and the terminal growth rate was set 

to 3%, these values were used in the DCF. The DCF resulted in a fair share price of DKK 53.27 as 

of October 25
th

, 2016. The estimated share price is of DKK 53.27 is equal to approximately a 23% 

decrease of today’s (October 25
th

) share price of DKK 76.00. 

Furthermore this thesis applied multiple from peers, however this analysis not being very 

dependable due to their not being truly comparable peers. The analysis provided a relative 

enterprise value of DKK 2.376 million (share price DKK 55). 

Finally this thesis contains a brand valuation which estimated the brand value to DKK 1.862m and 

estimated the share price at DKK 43.42. The worst case scenario estimated a fair share price at 

DKK 4.71.  

The analysis realizes an estimated brand value to be DKK 1.862m and that gives a share price equal 

to DKK 43.42 as of October 25, 2016. 

A DCF valuation based on the forecasts resulted in a fair value of the B&O stock as of October 25
th

 

2016 of DKK 53.27 with a closing market price on the date of valuation being DKK 76.00. Hence, 
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the fair value seems realistic; however the market seems to overvalue the stock. A sensitivity 

analysis was conducted to stress test the estimated value. As these resulted in stock values are in 

close range to the estimated fair value, the relative valuation and the sensitivity analysis support the 

fair value.   
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Analytical Income Statements 

  

Year 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16

Revenue 2761,5 2866,9 3000,7 2813,9 2863,8 2356,5 2633,4

Production cost -1672,0 -1711,4 -1792,0 -1718,0 -1639,5 -1776,2 -1681,5

  Adjustment for depreciation and amortization 97,2 82,5 57,2 59,6 57,2 84,5 47,3

Gross profit 1186,7 1238,0 1265,9 1155,5 1281,5 664,8 999,2

Development cost -342,8 -311,4 -337,4 -442,4 -369,5 -448,6 -314,8

Distribution and marketing costs -708,5 -660,8 -654,3 -755,9 -780,5 -861,7 -740,3

Administration costs -85,3 -109,1 -91,6 -85,9 -71,9 -77,1 -104,3

  Adjustment for depreciation and amortization 148,2 157,1 190,9 272,3 284,9 206,5 68,8

EBITDA 198,3 313,8 373,5 143,6 344,5 -516,1 -91,4

Depreciation and amortization -245,4 -239,6 -248,1 -331,9 -342,1 -430,8 -248,4

EBIT -47,1 74,2 125,4 -188,3 2,4 -946,9 -339,8

Tax operations 16,7 -12,1 -30,9 51,8 58,7 195,4 43,8

Tax shield -4,2 -4,4 -5,2 -6,0 -7,2 -0,8 -5,8

NOPAT -34,6 57,7 89,3 -142,5 53,9 -752,3 -301,8

Financial income 15,4 7,7 9,4 8,6 5,6 24,8 1,6

Financial expenses -31,2 -27,4 -27,6 -33,2 -34,5 -30,9 -40,5

Net financial expenses -15,8 -19,7 -18,2 -24,6 -28,9 -6,1 -38,9

Tax shield on financial expenses, net 4,2 4,4 5,2 6,0 7,2 0,8 5,8

Net financial expenses after tax -11,61 -15,33 -12,95 -18,58 -21,68 -5,29 -33,10

Earnings for the year -46,2 42,4 76,3 -161,1 32,2 -757,6 -334,9

(46.2) 42.4 76.3 (159.8) (29.0) (163.9)

effective tax 26,55% 22,20% 28,82% 24,48% 25,00% 13,20% 15%

Corporate tax rate 25% 25% 25% 25% 25% 25% 25%
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Analytical Balance Sheet 

  

Year 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16

Operating assets

Goodwill 44,7 44,8 47,8 51,9 63,5 70,2 66,4

Acquired rights 46 37,7 27,8 20,7 14,5 8 6,1

Completed developments projects 249,1 191,7 296,8 484,7 406,2 312,1 231,2

Development projects in progress 154,5 322 338,9 178,2 317,6 80,3 151,6

Land and buildings 240,9 227,8 210,3 198,2 114,7 104,6 97,8

Plant and machinery 209,4 164 145,6 155,6 123,5 68,9 63,5

Other equipment 34,9 31,3 29,3 24,4 26,8 26,8 18,9

Leasehold improvements 23,2 15,6 17,5 30,2 39,5 44,9 21,8

Tangible assets and prepayment for tangible assets 18,7 69,1 96,8 67,5 29,8 9,1 7,7

Deferred tax assets 140,4 144,1 139,9 183,1 180,4 187,5 209

Total non current assets 1161,8 1248,1 1350,7 1394,5 1316,5 912,4 874

Other financial receivables 41,4 40,1 46,6 43,3 44,2 123,3 30,6

Inventories 563,6 563 665 572,1 666,2 533,1 498

Trade receivables 417,9 365,2 539,9 443,9 537,4 456,6 430,5

Income tax receivables 21,2 13,3 12,4 23,8 21,3 33,5 32

Other receivables 27,6 24,3 50,4 41,7 65,8 71,5 48,9

Prepayments 22,4 15 18,8 43,2 69,5 19,9 17

Operational cash 1% of revenue 27,615 28,669 30,007 28,139 28,638 23,6 26,334

Total current assets 1121,72 1049,57 1363,11 1196,14 1433,04 1261,5 1083,33

Total operating assets 2283,52 2297,67 2713,81 2590,64 2749,54 2173,9 1957,33

Operating liabilities

Pension 7,8 9 9,8 12,4 13,3 17,1 14,8

Deferred tax 6,2 8,1 15,4 13,8 7,7 10,6 11,5

Provisions 78,2 81,5 86,2 57,9 39,8 44,8 43,4

Provisions 52,7 56,4 54,8 39,4 28,8 25,4 24,8

Other non-current liabilities 6,9 0,9 0,9 3,1 1,9 1,6 1,1

Trade payables 259,4 199,8 384,8 295,3 434 443,1 365,4

Other payables 289,9 303,9 259,9 226,9 215,8 101,4 98,9

Income tax 20 21,7 27,8 25,5 18,1 33,7 9,3

Deferred income 6,5 15 19,2 23,1 33,9 67,7 39,8

Total operating liabilities 727,6 696,3 858,8 697,4 793,3 745,4 609

Invested capital (net operating assets) 1555,92 1601,37 1855,01 1893,24 1956,24 1428,5 2566,33

Mortgage loans, ST 4,6 6,4 6,6 6,8 8,2 8,4 8,5

Loans from banks etc. ST 42,8 0 150 150 220 210 0

Mortgage loans 225,8 219,5 212,9 206,1 197,8 191,1 181,1

Loans from banks etc. 52,8 0 0 0 0 0 0

Overdraft facilities 11,9 47,7 37,8 56,2 68,5 0 0

Total financial liabilities 337,9 273,6 407,3 419,1 494,5 409,5 189,6

Investment property 45,4 42,7 41,3 40 38,6 17,2 16,5

Investments in associates 5,3 5,7 5,6 7 10,2 5,9 0

Receivables from associates 1,5 1,7 2,4 1,8 1,9 0 0

Cash 225,985 160,431 129,093 117,761 91,762 117,296 120,273

Total financial assets 278,185 210,531 178,393 166,561 142,462 140,396 136,773

Net financial liabilities( net interest bearing debt) 59,715 63,069 228,907 252,539 352,038 269,104 326,373

Equity 1496,2 1538,3 1626 1640,6 1604,4 1921,4 1724,9
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Base Case Scenario Income Statement 

  

Revenue 2761,5 2866,9 3000,7 2813,9 2863,8 2356,5 2633,4 2722 2960 3351 3654 3944 4187 4364 4532 4669 4809

Production cost -1672,0 -1711,4 -1792,0 -1718,0 -1639,5 -1776,2 -1681,5 -1688 -1717 -1876 -2046 -2169 -2303 -2356 -2447 -2521 -2597

  Adjustment for depreciation and amortization 97,2 82,5 57,2 59,6 57,2 84,5 47,3

Gross profit 1186,7 1238,0 1265,9 1155,5 1281,5 664,8 999,2 1034 1243 1474 1608 1775 1884 2007 2085 2148 2212

Development cost -342,8 -311,4 -337,4 -442,4 -369,5 -448,6 -314,8 -408 -444 -469 -512 -473 -502 -524 -544 -560 -529

Distribution and marketing costs -708,5 -660,8 -654,3 -755,9 -780,5 -861,7 -740,3 -463 -503 -603 -658 -749 -795 -829 -861 -887 -914

Administration costs -85,3 -109,1 -91,6 -85,9 -71,9 -77,1 -104,3 -82 -89 -101 -110 -118 -126 -131 -136 -140 -144

  Adjustment for depreciation and amortization 148,2 157,1 190,9 272,3 284,9 206,5 68,8

EBITDA 198,3 313,8 373,5 143,6 344,5 -516,1 -91,4 82 207 302 329 434 461 524 544 560 625

Depreciation and amortization -245,4 -239,6 -248,1 -331,9 -342,1 -430,8 -248,4 -255 -250 -261 -269 -282 -299 -312 -324 -333 -343

EBIT -47,1 74,2 125,4 -188,3 2,4 -946,9 -339,8 -173,1 -43,2 40,5 60,3 152,3 161,6 212,1 220,2 226,9 281,8

Tax operations 16,7 -12,1 -30,9 51,8 58,7 195,4 43,8 43 11 -10 -15 -38 -40 -53 -55 -57 -70

Tax shield -4,2 -4,4 -5,2 -6,0 -7,2 -0,8 -5,8 5 4 4 4 4 5 5 5 5 5

NOPAT -34,6 57,7 89,3 -142,5 53,9 -752,3 -301,8 -124,5 -28,0 34,7 49,6 118,5 125,7 163,8 170,2 175,4 216,7

Financial income 15,4 7,7 9,4 8,6 5,6 24,8 1,6

Financial expenses -31,2 -27,4 -27,6 -33,2 -34,5 -30,9 -40,5

Net financial expenses -15,8 -19,7 -18,2 -24,6 -28,9 -6,1 -38,9 -21,5 -17,5 -17,2 -17,4 -17,0 -18,0 -19,2 -20,0 -20,7 -21,4

Tax shield on financial expenses, net 4,2 4,4 5,2 6,0 7,2 0,8 5,8 5 4 4 4 4 5 5 5 5 5

Net financial expenses after tax -11,61 -15,33 -12,95 -18,58 -21,68 -5,29 -33,10 -16,1 -13,1 -12,9 -13,0 -12,8 -13,5 -14,4 -15,0 -15,6 -16,0

Earnings for the year -46,2 42,4 76,3 -161,1 32,2 -757,6 -334,9 -140,6 -41,2 21,8 36,5 105,7 112,2 149,5 155,2 159,8 200,7

(46.2) 42.4 76.3 (159.8) (29.0) (163.9)

effective tax 26,55% 22,20% 28,82% 24,48% 25,00% 13,20% 15%

Corporate tax rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%

Net borrowing rate 8% 8% 8% 8% 8% 8% 8% 8% 8% 8%

Terminal 

value
2009/10Year 2024/252023/20242022/232021/222020/212019/202018/192017/182016/172015/162014/152013/142012/132011/122010/11
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Best Case Scenario Income Statement 

  

Revenue 2761,5 2866,9 3000,7 2813,9 2863,8 2356,5 2633,4 2427 2651 3018 3363 3683 3931 4093 4246 4375 4506

Production cost -1672,0 -1711,4 -1792,0 -1718,0 -1639,5 -1776,2 -1681,5 -1359 -1484 -1690 -1850 -2025 -2083 -2169 -2250 -2319 -2388

  Adjustment for depreciation and amortization 97,2 82,5 57,2 59,6 57,2 84,5 47,3

Gross profit 1186,7 1238,0 1265,9 1155,5 1281,5 664,8 999,2 1068 1166 1328 1513 1657 1848 1924 1996 2056 2118

Development cost -342,8 -311,4 -337,4 -442,4 -369,5 -448,6 -314,8 -267 -292 -332 -370 -405 -432 -450 -467 -481 -496

Distribution and marketing costs -708,5 -660,8 -654,3 -755,9 -780,5 -861,7 -740,3 -437 -477 -543 -605 -663 -708 -737 -764 -788 -811

Administration costs -85,3 -109,1 -91,6 -85,9 -71,9 -77,1 -104,3 -73 -80 -91 -101 -110 -118 -123 -127 -131 -135

  Adjustment for depreciation and amortization 148,2 157,1 190,9 272,3 284,9 206,5 68,8

EBITDA 198,3 313,8 373,5 143,6 344,5 -516,1 -91,4 291 318 362 437 479 590 614 637 656 676

Depreciation and amortization -245,4 -239,6 -248,1 -331,9 -342,1 -430,8 -248,4 -227 -224 -223 -212 -225 -241 -250 -260 -268 -276

EBIT -47,1 74,2 125,4 -188,3 2,4 -946,9 -339,8 64,1 93,8 139,4 225,3 253,4 349,1 363,4 377,0 388,5 400,1

Tax operations 16,7 -12,1 -30,9 51,8 58,7 195,4 43,8 -16 -23 -35 -56 -63 -87 -91 -94 -97 -100

Tax shield -4,2 -4,4 -5,2 -6,0 -7,2 -0,8 -5,8 5 4 4 4 4 4 4 5 5 5

NOPAT -34,6 57,7 89,3 -142,5 53,9 -752,3 -301,8 53,4 74,3 108,4 172,9 193,9 266,0 277,1 287,5 296,2 305,1

Financial income 15,4 7,7 9,4 8,6 5,6 24,8 1,6

Financial expenses -31,2 -27,4 -27,6 -33,2 -34,5 -30,9 -40,5

Net financial expenses -15,8 -19,7 -18,2 -24,6 -28,9 -6,1 -38,9 -21,5 -15,6 -15,4 -15,7 -15,7 -16,9 -18,0 -18,7 -19,4 -20,0

Tax shield on financial expenses, net 4,2 4,4 5,2 6,0 7,2 0,8 5,8 5 4 4 4 4 4 4 5 5 5

Net financial expenses after tax -11,61 -15,33 -12,95 -18,58 -21,68 -5,29 -33,10 -16,1 -11,7 -11,5 -11,8 -11,8 -12,6 -13,5 -14,0 -14,6 -15,0

Earnings for the year -46,2 42,4 76,3 -161,1 32,2 -757,6 -334,9 37,3 62,6 96,9 161,1 182,2 253,4 263,6 273,4 281,7 290,1

(46.2) 42.4 76.3 (159.8) (29.0) (163.9)

effective tax 26,55% 22,20% 28,82% 24,48% 25,00% 13,20% 15%

Corporate tax rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%

Net borrowing rate 8% 8% 8% 8% 8% 8% 8% 8% 8% 8%

2011/12 2012/13Year
Terminal 

value
2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/2024 2024/252009/10 2010/11
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Worst Case Scenario Income Statement 

  

Revenue 2761,5 2866,9 3000,7 2813,9 2863,8 2356,5 2633,4 1946 2088 2303 2489 2653 2825 2973 3082 3175 3270

Production cost -1672,0 -1711,4 -1792,0 -1718,0 -1639,5 -1776,2 -1681,5 -1207 -1211 -1290 -1394 -1459 -1554 -1605 -1664 -1715 -1766

  Adjustment for depreciation and amortization 97,2 82,5 57,2 59,6 57,2 84,5 47,3

Gross profit 1186,7 1238,0 1265,9 1155,5 1281,5 664,8 999,2 740 877 1013 1095 1194 1271 1368 1418 1461 1504

Development cost -342,8 -311,4 -337,4 -442,4 -369,5 -448,6 -314,8 -292 -292 -299 -299 -318 -339 -357 -370 -381 -360

Distribution and marketing costs -708,5 -660,8 -654,3 -755,9 -780,5 -861,7 -740,3 -331 -355 -415 -473 -504 -537 -565 -586 -603 -621

Administration costs -85,3 -109,1 -91,6 -85,9 -71,9 -77,1 -104,3 -58 -63 -69 -75 -80 -85 -89 -92 -95 -98

  Adjustment for depreciation and amortization 148,2 157,1 190,9 272,3 284,9 206,5 68,8

EBITDA 198,3 313,8 373,5 143,6 344,5 -516,1 -91,4 58 167 230 249 292 311 357 370 381 425

Depreciation and amortization -245,4 -239,6 -248,1 -331,9 -342,1 -430,8 -248,4 -182 -177 -179 -183 -189 -202 -212 -220 -227 -233

EBIT -47,1 74,2 125,4 -188,3 2,4 -946,9 -339,8 -123,8 -9,6 50,9 66,0 102,4 109,1 144,5 149,8 154,3 191,6

Tax operations 16,7 -12,1 -30,9 51,8 58,7 195,4 43,8 31 2 -13 -16 -26 -27 -36 -37 -39 -48

Tax shield -4,2 -4,4 -5,2 -6,0 -7,2 -0,8 -5,8 5 4 4 4 4 4 4 4 4 5

NOPAT -34,6 57,7 89,3 -142,5 53,9 -752,3 -301,8 -87,5 -3,4 41,9 53,2 80,5 85,6 112,4 116,6 120,1 148,3

Financial income 15,4 7,7 9,4 8,6 5,6 24,8 1,6

Financial expenses -31,2 -27,4 -27,6 -33,2 -34,5 -30,9 -40,5

Net financial expenses -15,8 -19,7 -18,2 -24,6 -28,9 -6,1 -38,9 -21,5 -15,1 -14,7 -14,8 -14,7 -15,2 -16,2 -17,0 -17,6 -18,4

Tax shield on financial expenses, net 4,2 4,4 5,2 6,0 7,2 0,8 5,8 5 4 4 4 4 4 4 4 4 5

Net financial expenses after tax -11,61 -15,33 -12,95 -18,58 -21,68 -5,29 -33,10 -16,1 -11,3 -11,0 -11,1 -11,0 -11,4 -12,1 -12,8 -13,2 -13,8

Earnings for the year -46,2 42,4 76,3 -161,1 32,2 -757,6 -334,9 -103,6 -14,7 30,8 42,1 69,5 74,2 100,3 103,8 106,9 134,5

(46.2) 42.4 76.3 (159.8) (29.0) (163.9)

effective tax 26,55% 22,20% 28,82% 24,48% 25,00% 13,20% 15%

Corporate tax rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%

Net borrowing rate 8% 8% 8% 8% 8% 8% 8% 8% 8% 8%

Terminal 

value
2024/252023/20242022/232021/222020/212019/202018/192017/182016/172015/162014/15Year 2013/142012/132011/122010/112009/10
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Best Case Scenario: DCF 

  

Year 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 Terminal

FCFF -302 -73 96 77 171 61 137 193 208 229 237

WACC 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04%

Discount factor 0,98 0,92 0,86 0,80 0,75 0,70 0,65 0,61 0,57 0,53

Risk-free interest rate 2,1%

Beta 1,04

Market risk premium 5,1%

Cost of equity 7,40%

Cost of debt 3,8%

Corporate tax 25%

E/V 92%

NIBD/EV 8%

Terminal growth 2,5%

Present value of FCFF -297 -67 82 62 128 43 89 118 119 122

Total 399

Present value of terminal period 2783

Enterprise Value 3182

Debt -344

Market value of equity 2838

Shares 43,2

Share price June 27 2016 65,71

Share price Oktober 25 2016 67,60
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Worst Case Scenario: DCF 

  

Year 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 Terminal

FCFF -83 -375 39 31 67 24 -26 17 46 28 69

WACC 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04%

Discount factor 0,98 0,92 0,86 0,80 0,75 0,70 0,65 0,61 0,57 0,53

Risk-free interest rate 2,1%

Beta 1,04

Market risk premium 5,1%

Cost of equity 7,40%

Cost of debt 3,8%

Corporate tax 25%

E/V 92%

NIBD/EV 8%

Terminal growth 2,5%

Present value of FCFF -81 -344 33 25 50 17 -17 10 26 15

Total -267

Present value of terminal period 814

Enterprise Value 547

Debt -344

Market value of equity 203

Shares 43,2

Share price June 27 2016 4,71

Share price Oktober 25 2016 4,71
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Brand Valuation: DCF 

 

 

Year 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 Terminal

Royalty from Harman 75 57 58 60 64 67 71 74 78 81 83 85 87 90 92 94 97 99 102 105 107

Royalty rate 2% of revenue 44 49 52 58 62 66 71 74 77 79 82 84 86 88 90 92 95 97 100 102 105

Total Royalty 119 106 110 118 126 134 141 148 155 160 165 169 173 178 182 187 192 196 201 207 212

Tax -30 -26 -28 -29 -31 -33 -35 -37 -39 -40 -41 -42 -43 -44 -46 -47 -48 -49 -50 -52 -53

FCFF 89 79 83 88 94 100 106 111 116 120 124 127 130 133 137 140 144 147 151 155 159

WACC 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04% 7,04%

Discount factor 0,98 0,92 0,86 0,80 0,75 0,70 0,65 0,61 0,57 0,53 0,50 0,47 0,43 0,41 0,38 0,35 0,33 0,31 0,29 0,27 0,25

Risk-free interest rate 2,1%

Beta 1,04

Market risk premium 5,1%

Cost of equity 7,40%

Cost of debt 3,8%

Corporate tax 25%

E/V 92%

NIBD/EV 8%

Terminal growth 2,50%

Present value of FCFF 88 73 71 71 71 70 69 68 66 64 62 59 56 54 52 50 48 46 44 42 40

Total 1262

Present value of terminal period 944

Enterprise Value 2206

Debt -344

Market value of equity 1862

Shares 43,2

Share price June 27 2016 43,10

Share price Oktober 25 2016 43,32


