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ABSTRACT 

This thesis answers the question “What is the estimated Fair Value of Scandinavian Tobacco Group per 
08.04.2016, and to what extent did market conditions and underwriting bodies affect the aftermarket of the 
IPO”. Analyses of the strategic- and financial environment led to a fair value of DKK 128,2 per share. It was 
also found that market conditions changed considerably towards a cold market leading up to the offering. The 
thesis argues that the conditions affected the first day return of the company and finds significant evidence that 
the underwriter and stabilising manager, Nordea, performed price support to affect the stock price in the 
aftermarket.  
 
By applying a modified PEST analysis, Porter’s Five Forces, the VRIO-model and analysing financial 
statements, the thesis gained insight in to the financial performance and the environments in which the company 
operate. The thesis found that strong regulatory requirements are one of the primary threats, while the biggest 
opportunities stem from loyal- and price-insensitive consumers, along with increasing volumes in the U.S. 
market. Furthermore, the company is able to leverage a strong portfolio of brands but faces ineffective 
operations with a low utilisation of capital.  
These analyses led to an estimate of the company’s future cash flows and risk, represented in a forecast and an 
estimated cost of capital, which were the two main components of the applied DCF-valuation. The components 
exhibited a terminal growth rate of 0,5% and a WACC of 6,15%. The value of the underlying business was 
estimated at fair value to DKK 112,3, while an initiated efficiency programme was estimated at DKK 15,9, 
yielding a total share price of DKK 128,2.  
Subsequently, the components of growth and risk were, among others, stress-tested in a sensitivity analysis to 
determine the resilience in share price. Findings included a somewhat high sensitivity to changes in risk, while 
demonstrating a tolerance to changes in growth rates. In addition, a scenario-analysis on the removal of the 
Cuban Trade Embargo was performed, which indicated a significant downside and low upside in the event of an 
embargo-lift. 

Finally, the thesis used investor’s sentiment along with index movements to analyse the market conditions 
leading up to the IPO. These indicated a change from positive to negative sentiment and considerable drops in 
the Danish C20-index, leading to a climate change in market conditions, from hot to cold. Analyses suggest that 
the offering did not adjust the offer price to the market climate, which led to a first-day return of 0,0%.  
Because of abnormal market movements and a lack of first-day return, the thesis investigated intra-day tick data 
to test if price support were applied to keep the stock afloat at the offer price. It was found that the stabilising 
manager, Nordea, bought an abnormal amount of shares at the offer price and was building up inventory of the 
stock in order to decrease the supply of shares in market.  Referring to Lewellen (2006), these findings are clear 
indicators of underwriters affecting the aftermarket through price support.  
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2 Introduction 
Scandinavian Tobacco Group, hereafter mentioned as STG, released a press statement the 14th of January 
2016 announcing that they intended to launch an Initial Public Offering (IPO) on NASDAQ OMX 
Copenhagen (STG 1, 2016). Less than one month after, the company was listed the 10th of February as the 
first in 2016 on the Copenhagen Stock Exchange. The price per stock was initially determined to be in the 
price range of DKK 93 to DKK 110 per share with a total of 100 million stocks (STG 2, 2016). 
Subsequently, STG were listed to the price of 100 DKK. (STG 3, 2016) 

An IPO in the tobacco industry seems controversial and one might believe that the industry was facing 
diminishing markets. Also, would investors be willing to invest in a company selling highly unhealthy 
products? People may believe that it is not possible to generate returns in such an industry. This is however 
not the reality – firms like British American Tobacco and Philip Morris has risen steadily and grown their 
value by 7,58% and 8,85%, respectively, per year for the last five years (Nordnet, 2016). 

It looks impressive that the market leaders in the tobacco industry are able to generate such growth rates. 
BAT and PM are however different as they mainly sell cigarettes, unlike STG who primarily sells cigars. 
One may therefore ask, is it also possible to generate acceptable returns in the niches of the tobacco industry 
and how does this shape the fair value of a company like STG operating in such a niche? This has been a key 
question in the motivation for writing this thesis. STG were listed to DKK 100 per share and were steady 
around DKK 100 before jumping to DKK 104 after a month. The thesis aims at answering if these values 
were the fair value of STG at the time.  

Initial Public Offering is a highly discussed phenomenon within finance. Market conditions may be an 
important determinant for the amount of money a firm can raise, which can make timing essential. The 
importance of timing means that IPOs often occur in bulks and when investor sentiment is high (optimism). 
When numerous companies become enlisted over a shorter period of time, the market is characterised as 
being hot. This occurs due to companies’ timing, prone investors with excessive optimism, falling cost of 
capital or improvements in the economic outlook. (Brealey, Myers & Allen, 2014). The market conditions 
seem to have a large effect on the amount of underpricing and first day return on an IPO - when markets are 
hot, underpricing seems to be more significant relative to a cold market.   
Underpricing as a concept is also a relatively well researched area within IPOs. Underpricing is normally 
defined as the first-day return of an IPO, which means the % change in the stock price from the opening- (the 
offer price) to the closing price at the first day of trading. Ritter & Welch (2002) have found a causal 
relationship between the number of IPOs and a higher first-day return. Underpricing is an obscure concept at 
first glance; as a company “leaves money at the table” that they basically could have received themselves in 
terms of a higher offer price.  

In some IPOs an even more controversial concept is apparent. An underwriter of an IPO often commits to 
support the stock in the aftermarket. Price support is deliberate transactions performed by the underwriter to 
artificially affect the stock price. (Lewellen, 2006). Normally, such behaviour would be considered illegal 
manipulation of stock prices though it is legal to do so in IPOs. The reasoning behind price support is to 
mitigate some of the adverse selection problems and information asymmetries existing in the market between 
the underwriters and investors (Lewellen, 2006). Other, more negative, interpretations of price support could 
be that underwriters try to mask overpriced IPOs. 

Why are the above-described concepts interesting to analyse in the case of STG? When looking at the IPO of 
Scandinavian Tobacco Group, it becomes obvious that it is a quite unique IPO, as it does not follow many of 
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the trends that have been observed in the past. First of all, there was no first-day return - this is only observed 
for 17% of all IPOs (Ritter & Welch, 2002). It would therefore make sense to analyse why the market 
reacted as it did. Secondly, the IPO seems quite isolated and in the midst of a declining market, as the 
Copenhagen OMX C20 dropped 15,9% from New Years Eve to the day of the IPO. Initially, it seems that 
the market was cold at the IPO and it would therefore be interesting to analyse if this was the case at the 
announcement of the IPO and at the day of listing. Thirdly, the stock seems very stable at DKK 100 in the 
first month of trading, and it has been discussed in the media, whether or not price support has been provided 
(Børsen 2, 2016). One could therefore speculate, if price support was used instead of underpricing as a 
device to mitigate behavioural problems. The motivation is therefore to investigate if price support has taken 
place and how it affected the aftermarket. 

As a consequence, the formulation and research questions in the following sections have been formulated.  

 

2.1 Problem Formulation 
The above introduction raises relevant and interesting questions, which founded in the following problem 
statement:  

What is the estimated Fair Value of STG per 08.04.2016, and to what extent did market conditions and 
underwriting bodies affect the aftermarket of the IPO. 

 

2.2 Research Questions 
The following sub questions will be answered to support the problem statement:  

x What are the external- and internal value drivers and risks for Scandinavian Tobacco Group and how 
does it shape the cost of capital? 

x How has the economic situation for Scandinavian Tobacco Group developed in the last five years 
and how is the outlook? 

x Is it attractive to buy stocks in Scandinavian Tobacco Group as per the 08.04.2016, and how 
sensitive is the stock price to changes in the underlying assumption? 

x What is the motivation for underpricing and price support and was it apparent in the case of STG? 
  

2.3 Delimitations and Constraints 
This thesis is written from an external perspective. This means that data and information only has been 
collected through public available information. The writers have no internal contacts to the firm. This fact 
makes gathering of empirical data very hard making the internal analysis of factors such as human capital 
and corporate governance quite troublesome. The writers will however try wherever possible to make use of 
credible sources to describe the internal processes, social context and human resources that create 
competitive advantages and disadvantages for STG.  

The industry analysis will be delimited both in terms of regions and products. Only regions where STG has 
their core operations will be included. The introduction of the industry analysis will also show that the 
deselected regions show no significant growth and are therefore deemed irrelevant to analyse. As a result, 
only Europe and North America is included in the industry analysis.  The product category Other is not 
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included in the industry analysis as it consists of a wide range of products ranging from contract 
manufacturing for third parties, distribution of lighters and matches, accessories and licensing. It is therefore 
not possible to define a clear-cut industry based on these products. Furthermore, it is not a core area of 
STG’s operations and is therefore not included in the industry analysis. 

The reformulation of STG’s balance sheet was problematic as no data on the revaluation of assets were 
available for 2010 and 2011. This lack of data made it impossible to reformulate the equity statement for 
these years. The result may affect the profitability analysis but the effect is not considered to be significant. 
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3 Methodology 
The section of methodology has the purpose of documenting the methodological considerations and thoughts 
of defining the problem statement, choice of method, determining the models used to solve the problem and 
collection of data. The research philosophy, type of case and choice of method will firstly be investigated in 
order to clarify the underlying assumptions in the research design. Afterwards, the collection and critique of 
data will be lined out to clarify what kind of data is used, the weaknesses of the data and how the validity is 
ensured. The methodology section will end with a presentation and choice of theories applied to answer the 
problem formulation.  

 

3.1 Theory of Science 
Overall, this thesis tries to determine the fair value of STG and analyse to what extend market conditions and 
underwriting bodies affected the aftermarket of the IPO. The fair value is an objective value and the 
approach to solving this must therefore be from an objective perspective. The problem of being objective is 
the fact that forecasting of future cash flows is needed. This cannot be done without the use of subjectivity 
and it seems impossible not to keep your own ideas and meanings out of a forecasting, as some kind of 
personal evaluation of future performance is needed. The same is true in the assessment of cost of capital – 
this is partly a subjective assessment of risk. The research philosophy for this thesis is therefore constructed 
in a neo-positivistic perspective, which strives to reach the objectivity, but recognise that such is not possible 
in real life. Therefore, the goal is only to minimise the human bias rather than achieving objectivity. In this 
thesis, the intention is to investigate the fair value of STG, explain why this value is similar or differs from 
the market value and to explain how market conditions and underwriters may have affected the aftermarket. 
Neo-positivism must ensure that data is valid and reliable. (Heldbjerg, 1997) 

This thesis is a combination of a critical- and deviant type of case. The purpose of a critical case is to test a 
hypothesis known in advance and the result will be to either verify or falsify the implicit hypothesis of the 
case. The critical case therefore relates to this thesis in order to verify or falsify whether or not STG was 
underpriced at the IPO, whether or not the market were hot or cold at the IPO and whether the underwriter 
performed price support or not. The deviant case has the intention to obtain information of a specifically 
picked unusual case and thereby create openness of what makes the case unusual. This is applied in the 
analysis of what occurred in the aftermarket of the IPO. (Rendtorff, 2007) 

 

3.2 Collection of Empirical Data 
The data collected for this thesis is a combination of qualitative and quantitative data. Most importantly for 
this thesis is however the quantitative data as this is the most significant element when analysing a company 
and determining its value – without numbers, one cannot determine a value. Quantitative data is also key for 
evaluating if any price support has taken place. The quantitative data is the annual reports from STG, various 
market reports, stock data, forecasts of future consumer behaviour and intraday tick data for STG. The 
quantitative data is supported by qualitative data to ensure validity and reliability. The qualitative data 
comprises of various articles, market reports and parts of the annual statement and prospectus that contains 
the management’s report of the year’s financials, the industry and similar.  

The primary data sources used in this thesis counts the annual reports and intraday ticks for STG. The annual 
report is considered very credible due to the fact that it has been audited and signed off by authorised 
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auditors. It is however known that there is room for a small degree of manipulation and subjectivity in the 
financial statement – this is one of the reasons the statements are analysed and changed accordingly. Intraday 
tick data on trades and trading partners for STG is considered to be primary data due to the fact that it is first-
hand knowledge directly based on the prices-, amounts-, timings, buyers/sellers of STG stocks in the market. 

The secondary sources used are the prospectus for STG, market reports (e.g. Market Line, Euromonitor, 
WHO and WARC), sales forecasts and various articles from business newspapers (e.g. Børsen). The reports 
are considered valid but it is considered important to reflect upon the data and compare it to other sources. 
The prospectus will be used with great care due to the fact that STG and the underwriters have conflicting 
interests with the investors. When using data from the prospectus it will be compared with other data 
wherever possible to ensure validity and precision. 

 

3.2.1 Critique of Data 
Collecting appropriate, timely and trustworthy data is essential when trying to elucidate every angle of a 
company. It is believed that the gathered data in this thesis will render sufficient to be able to shed light on 
the aspects of STG that are interested the stated purpose. Even so, the data still has its limitations and 
shortcomings, which will leave the thesis limited in some regards.  

No direct contact has been taken to the company. This is a limitation as internal data would give a better 
insight into the company’s internal- and perhaps also external value drivers. If this information was 
available, a more accurate analysis of the firm’s value would be possible. It could however be argued that 
access to such information would yield another value relative to the value generated based on market 
information. The value would therefore not be equal to what is expected in an efficient market.  

 

3.3 Application of Theory 
The following section will introduce the choice of theories used in the thesis. The theories will shortly be 
described in terms of why they are used, their weaknesses and strengths. 

 

3.3.1 Strategic Analysis 
The purpose of this section is to create a common theoretical ground for strategic models used in this thesis’ 
analytical- and discussion section. Through this, the reader and author should obtain an aligned 
understanding of the models, definitions and theories used. The theories are described in the same order as 
they are used in the analysis. The models will lay the ground for a SWOT analysis which will conclude on 
the cash-flow potential and -risks for STG. 

PESEL – Macro Environment Analysis: This thesis has chosen a variation of the PEST, in which 
technology factors are disregarded and ethical and legal factors are taken into account. This model depicts 
the external environment surrounding the industry and outlines the positive and negative effects of these 
factors. The analysis achieves two functions; first, it outlines in which environment the industry operates. 
Secondly, it provides information and knowledge to predict future events. (Yüksel, 2012) The model is 
widely used qualitatively, but in cases where this project deems it possible, an attempt to quantify measures 
will be made in order to be able to predict STG’s future cash flows used in the valuation. The technological 
aspect from the original PEST is disregarded as it was not deemed as a determinant for future cash flow for 
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STG. During an initial analysis of the environment, no noteworthy technological advancements were noted. 
Furthermore, a common ground seemed to be in place for the political, legal, sociocultural and ethical why 
these perspectives have been grouped together to enhance the understanding of how they interact with each 
other. A detailed review of each perspective included in the PESEL can be found in Appendix 1.  

Porters Five Forces – Industry Analysis: Porters Five Forces is used to analyse the competitive 
environment in which the firm operates. The attractiveness of the industry affects the possibility of creating 
acceptable returns and gives an indication of the cost of capital, which are key aspects in determining the fair 
value of a company (Petersen & Plenborg, 2012). A strength of Porters 5 forces is the fact that it does not 
only consider current competitors but also considers four other competitive forces; customers, suppliers, 
potential entrants and substitute products. This makes the model better at determining what actually shapes 
the industry and how industry factors affect the long-term profitability and risks. (Porter, 2008). An in-depth 
description of the theory can be found in Appendix 2. The model has been criticised for not fitting today’s 
industries which is much more unstable and dynamic. This means that it is hard to use the model to 
determine the long term profitability of an industry (Ehlers, 2009). Also, the model does not consider any 
complementary effects between products – Porter only observes competition and how it affects profitability. 
One could argue to include complementary products as a sixth factor as it has the potential of increasing the 
profitability in the industry (Sørensen, 2012). Porter also assumes a perfect market – the tobacco industry is 
however highly regulated meaning that the industry analysis is less meaningful (Recklies, 2015). This thesis 
does however compensate from this limitation by including the legal and political aspects in the analysis of 
the macro environment and hereby account for the important aspect of regulation in the tobacco industry.  

VRIO-Framework - Analysis of Internal Resources: The internal resources of the company will be 
analysed in order to identify internal competencies that can affect the ability of generating cash flows. 
Identification of resources is done by analysing four categories: Tangible plant-resources, Intangible 
resources, Human resources and Financial resources (Barney, 1991) (Sørensen, 2012). Barney’s VRIO 
framework is used to determine which resources are valuable and the competitive implication of them. The 
VRIO framework is used to identify the sustained competitive advantages based on the four indicators 
Valuable, Rare, Inimitable and Organisation. The indicators must be apparent in the listed order to create a 
competitive advantage and the more of the indicators that are apparent; the more sustainable is the 
advantage. Barney’s VRIO framework has been criticised for not providing a way to identify relevant 
resources. Furthermore, the framework does not help to identify factors that in the future may provide a 
sustainable competitive advantage, hence, one may miss important aspects. (Sanchez, 2008) The translation 
from a strategic value driver to an economic effect (e.g. higher cash flow) is not apparent from the 
framework. (Petersen & Plenborg, 2012) An in-depth description of the theory can be found in Appendix 3. 

 

3.3.2 Valuation Models 
Overall, there are four different approaches to the valuation of assets. Each of these has their own drawbacks 
and benefits.  

The most widespread approaches, are the Present Value and Relative Valuation(Multiples) approaches. The 
approaches within the Present Value methods are based on discounting future income streams or cash flows. 
The type of input applied varies across the approaches within the Present Value genre, thus, it is implied that 
there needs to be some kind of forecasting to determine the future income stream (Petersen & Plenborg, 
2012). Alternatively, or as in many cases complimentary, the Relative Valuation (Multiples) approaches is 
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applied. This application does not require forecasting, but it does require comparability as a prerequisite for 
performing the relative valuation. Multiples are easy to calculate and their value lies within the quicker and 
easier comparisons across several companies. (Petersen & Plenborg, 2012) The third valuation approach is 
Liquidation. This method is seldom applied, but has its justification, as being useful in valuing companies 
where doubt of going concern arises.  The fourth approach, Contingent Claim Valuation, is most often 
applied to companies, which have a lot of uncertainties in its future success. This could be within R&D-
projects or just large accrual contingencies. This approach is similar to the calculation of real options. 
(Petersen & Plenborg, 2012) 

This thesis will apply the Present Value, Discounted cash flow (to firm), model with carefully selected 
supporting multiples to estimate the value of STG. This approach has been chosen due to the accuracy of the 
models and further justified by the traits of STG, which are consistent with the prerequisites needed for such 
approaches. The variation of choosing the Enterprise Value approach compared to the Equity Value 
approach is rationalised based on the perception, that the Enterprise Value model more accurately depicts the 
company’s ability to be operationally profitable regardless of the company’s financing. This is because the 
Enterprise Value model focuses on the operational activities rather than financing activities. It is not believed 
that STG creates value through its financial activities, and as such the Enterprise Value will be applied. The 
FCFF models are applied alongside EVA. The two models will yield the same result, why they are applied in 
order to verify the correctness of calculations. Only FCFF is introduced in the thesis, while the EVA 
calculation can be found in appendices. To compliment the Present Value calculations, multiples are used as 
a sanity check. 
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4 Company and Market Description 
This section will give an introduction to STG as a company in order to create an understanding of the 
products they sell, their markets, history and strategy. This will lay the ground for the strategic analysis.  

Scandinavian Tobacco Group is a Danish based manufacturer of cigars, pipe tobacco, fine-cut tobacco and 
other tobacco-related products. They are the world’s leading manufacturer of cigars and pipe tobacco and 
employs 8.115 people worldwide.  The organisation has its headquarter in Denmark and has 13 factories in 8 
countries, 18 sales companies in 15 countries and a handful of shops in New Zealand, USA, Netherlands and 
Denmark. In total, over 100 markets are addressed by STG where North America and Europe are the main 
regions. STG was enlisted on the Danish Stock Exchange, NASDAQ OMX Copenhagen, the 10th of 
February 2016 with a market capitalisation of DKK 10,58 billion. The company has net sales of DKK 6.732 
million, EBITDA of DKK 1.247 million, Net Profit of DKK 668 million, and a cash flow from operations on 
DKK 1.285 million. STG holds assets worth of DKK 14.544 million. (STG 5, 2016) Skandinavisk Holding 
A/S and Swedish Match owns the majority of shares with a combined ownership of 64,4%. The remaining 
35,6% of the shares is free-float in the market1. With 100 million stocks, each sold to value of 100 DKK, the 
IPO generated an initial market capitalisation of DKK 10 billion. At the 8th of April the share price was DKK 
105,2. 

 

4.1 Products and Segments 
After selling off the snus and cigarette business to British American Tobacco in 2008, the remaining 
products that Scandinavian Tobacco Group produce and distribute can be divided into five categories: 
Handmade Cigars, Machine-made Cigars, Pipe-tobacco, Fine-cut tobacco and Other tobacco-related 
products. An illustration of the products revenue split can be observed below:  

Figure 1 

 
(STG 4, 2016) 

 

                                                            
1 On the 10th of March, the free-float shares increased by 2,6% as, the Stabilising Manager of the IPO, Nordea, exercised their 
overallotment option, increasing the free-float with 260.187 shares.   
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Handmade Cigars are made up of filling tobacco, a binder and an outer wrapper. The tobacco is produced 
and reduced from full-sized tobacco leaves, while the binder is a full tobacco leaf wrapped around the 
tobacco for containment purposes. The outer wrapper, also a tobacco leaf, provides the cigars with its 
distinctive colour and has a significant effect on the flavour as well. Key brands include Macanudo, Cohiba 
and CAO. (STG 2, 2016) 

Machine-made Cigars resembles Handmade Cigars in its appearance and primarily differs in the 
constructional approach. Key brands include Café Créme, Captain Black and Break. (STG 2, 2016) 

Pipe tobacco consists of a mixture of several tobaccos and is given its flavour artificially. Similar to the other 
products, STG has created a large portfolio of different products varying in mixtures and cuts.  Key brands 
include W.Ø. Larsen, Erinmore and Captain Black. (STG 2, 2016) 

Fine-cut tobacco is typically used as a substitution for premade cigarettes through homemade cigarettes. 
Key brands include Bugler, Escort, Bali Shag and Tiedemanns. (STG 2, 2016) 

Other tobacco-related products refer to a number of products and activities; contract-manufacturing of 
cigars, pipe tobacco and fine-cut tobacco for third parties, distribution of lighters and matches for third 
parties, sales of tobacco-related accessories and fire lighting products and royalties from third-party usage of 
brand rights. (STG 2, 2016)  
An extended description of the products can be found in Appendix 4. 

 

4.2 Strategy 
STGs purpose in the industry is to “…create moments of great enjoyment for smokers” (STG 4, 2016). They 
are market leaders within cigars, pipe tobacco and fine-cut tobacco and they want to keep and leverage this 
position through their strategy. The strategy is based on four priorities, aimed at creating focus on improving 
and maintaining profitability alongside a strong cash generation.  The four priorities and strategic actions are 
outlined in figure 2.  

Figure 2 

 
Own creation based on STG 5, 2016 

  

OUTPERFORM 
the overall market where it competes

EMPOWER 
for accountability, speed and motivation

‐ Build brand equity ‐ Fostering talent and curiosity
‐ Optimise pricing strategy ‐ Acting as a market leader
‐ Leverage trade partnerships
‐ Keep winning in direct‐to‐consumer

‐ Use new regulation to enhance competetive advantage

SIMPLIFY 
for efficiency

GLOBALISE 
the geographic footprint

‐ Achieving cost savings and reducing working capital ‐ Using our M&A platform
‐  Expanding geographical footprint
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4.3 Market 
The market for STG can be characterised as niches of the wide tobacco industry. The tobacco industry in 
itself is vast and the countries’ market value, in which STG has operations, is DKK 1.682 billion. The 
majority of the value is however cigarettes in which STG have no representation. Instead, STG operate in the 
niches which generate DKK 258 billion annually. The DKK 258 billion is spread out between the categories 
Handmade-, Machine-made Cigars, Other Tobacco Products, Pipe- and Fine-cut Tobacco, with the latter 
being the largest category representing DKK 121 billion. Machine-made cigars is the second largest with 
DKK 50 billion, while handmade cigars and pipe tobacco each represent DKK 7 billion in the markets. STG 
is furthermore selling tobacco related products (e.g. pipes or lighters) representing a value of DKK 27 
billion. 

Figure 3 

 
(STG 2, 2016) 

Dissecting STG’s sales further, Figure 3 shows STG’s addressed markets compared to the sales split per 
segment. This clearly illustrates that STG generates most of their sales (68,8%) from cigars, which in turn 
only represent a smaller fraction of the total addressed market (22,1%). 46,9% of the addressed market stems 
from fine-cut tobacco, which only generates 8,7% of STG’s sales. From below chart it also becomes clear 
that North America and Europe are the main regions for STG’s sales, as they constitute 89% of the total 
sales. The sales per category are not split evenly between the two regions: North America is the world’s 
largest consumer of handmade cigars (Approximately 66% of all cigars are sold in U.S) why the U.S. is the 
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main market for handmade cigars. Conversely, STG sells the majority of their machine-made cigars in 
Europe. Pipe-tobacco, fine-cut tobacco and other related products are all sold in the regions somewhat 
equally. (STG 2, 2016) 

Figure 4 

 
(STG 2, 2016) (STG 5, 2016) 

When comparing the market shares for STG with its competitors, it becomes clear that the competition in the 
tobacco markets are somewhat consolidated. When exploring a niche part, one will find that the competitors 
are the same across niches. The major companies within the niche for handmade cigars are STG, Imperial, 
Caribbean Cigar and Cubatabaco. Herein, STG holds the largest market share in the U.S. while Cubatabaco 
dominate all other regions with a market share of 70% outside the U.S. The Cuban state-owned company 
Cubatabaco does however not sell any cigar in U.S. due to the U.S. trade embargo against Cuba. This 
relationship will be explored in section 5.1.1 and section 10.1. STG, British American Tobacco, Phillip 
Morris International, Japan Tobacco, Swisher and Imperial dominate the market for machine-made cigars. 
Most of these companies also sell cigarettes and hold a main position in the market for pipe- and fine-cut 
tobacco. More details on competition can be found in the industry analysis in section 5.2 and section 5.3. 
(STG 2, 2016) 
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5 Strategic Analysis  
This section will analyse the external environment, the industry and internal resources of STG. The analysis 
will culminate in an assessment of risk and the ability to generate future cash flows.  

 

5.1 PESEL – External Analysis  
Cigars and tobacco products are globally distributed, and the external threats and opportunities affiliated with 
these products are therefore very diverse. The following sections will be limited to focus on the environment 
in the EU and North America from an industrial perspective, as these are the main markets for STG. The 
purpose of this analysis is therefore to map the external environment and determine their effect on the 
industry’s risk and cash flow.   
Each of the three perspectives are analysed and rated on a scale from 1 to 5 referring to risk and cash flow 
generation, where 1 is the best possible environment and 5 is the most unfavourable. These ratings will 
culminate in a total risk assessment for STG and be expressed by the total cost of capital. Additionally, the 
analysis will be applied when forecasting growth for STG.  

 

5.1.1 Political and Legal Factors 
Most businesses are in one way or another exposed to regulatory and constitutional forces, whether it be a 
new law or turmoil in the political environment. This thesis will outline some of the most important political 
and legal factors for the tobacco industry. Both political and legal factors are consolidated into one category, 
as they have similar traits and are easily comparable. The analysis will cover trade embargos, global 
regulation, European regulation, the U.S. regulation and emerging regulation.  

Trade Embargos and Sanctions:   
While several embargos and sanctions exist in the tobacco industry against numerous countries from the U.S. 
and EU, the most relevant and severe are the ones directed at Russia, Iran and Cuba. Also, other trade 
restrictions are present in other countries, but these are minor in comparison. At this point in time, the 
outlook for lifts of the sanctions are long, STG argues (STG 2, 2016). 

Currently, Cuban cigars have 70% market shares in the global cigar industry outside of the U.S.. Cuban 
cigars are not present in the U.S market as they are limited through the OFAC2 trade embargo in the U.S. 
since the early 1960s (STG 2, 2016). Recently, the relationship between the U.S. and Cuban government has 
improved since the American announcement of the intentions to re-establish the diplomatic ties between the 
two countries. Since then, the American embassy has reopened in Havana, President Obama has visited the 
country, American hotels are investing and individual importation caps and restrictions have been slightly 
alleviated. The short-term outlook does not include a lift of the trade embargo, but a lot of uncertainty 
surrounds the relationship in the mid-term. One could argue that the recent easing of the trade embargo has 
no reason to discontinue, if the relationship remains steady. (Reuters, 2015) (Reuters, 2016)   
A lift of the Cuban trade embargo would have large implications for the American cigar industry. It is 
speculated that Cuban brands would gain significant market shares, as their products long have been 
regarded as premium cigars (Marketline 1, 2015) (Euromonitor 1, 2015) while their inlet to the American 
market is expected to yield market shares of up to 25-30% in the short run and even consolidate at 70% in a 
longer perspective (Reuters, 2015).  
                                                            
2 Office of Foreign Assets Control  
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While these numbers might seem speculative there remains little doubt that a lift will have significant effects 
on the industry, and put risk on the companies present in the U.S. market. The industry is aware of this threat 
and is actively trying to lobby the politicians surrounding the Cuban negotiations (Reuters 1, 2015). It can be 
argued, that an embargo-lift will produce a hype for Cuban goods, and encourage more consumers to buy 
Cuban products in the short term. If the monopoly in Cuba is enforced, it will put pressure on the remaining 
industry and affect their potential revenue in the American market (Børsen 3, 2016). If the Cuban state-
owned producer, Cubatabaco, is privatised, the industry could face an opportunity to acquire Cuban brands 
and benefit from the embargo-lift. It is however important to keep in mind that the Cuban embargo lift only 
poses a threat to the hand-made cigar segment. 

Global Regulation:  
In 2005, WHO’s Framework Convention on Tobacco Control was put into effect. This was the first global 
health treaty and was developed in response to the globalisation of the “tobacco epidemic” (WHO, 2015). 
The treaty seeks to: 

“...reduce the global burden of disease and death caused by tobacco, thereby protecting present and future 
generations from the devastating health, social, environmental and economic consequences of tobacco use 

and exposure to tobacco” (WHO, 2016) 

This treaty has been adopted by 180 countries, and regulates the production, lobbying, age-restriction, 
contents and emission, sale, distribution, advertisement and taxation of tobacco. However, these regulations 
are put up as minimum requirements and are as such, less stringent than other similar local regulatory acts. 
Even though the treaty is widely recognised, the compliance with the framework is quite low. (Hoffmann, 
2012) This is most likely caused by the fact that the treaty is merely a guideline for good practice rather than 
actual regulation. Interestingly, it shall be noted that the United States has not ratified or signed the treaty.  

European Regulation:   
With the exception of Norway and Switzerland, this thesis defines Europe as the members of the European 
Union. The Union has free movement of goods, capital, services and people along with many more 
advantages. This also means, that common legislation and regulations on tobacco products can easily be 
installed and enforced. In 2014, the Tobacco Products Directive (TPD) was updated, which every member 
state has to include in their national law by May 2016. (EU, 2014) The directive regulates the ingredients and 
the emissions, the additives, the labelling and packaging and health warnings of tobacco products 3. The 
implementation of the directive in the non-EU European Economic Area member states are pending, but the 
implementation date is unknown (STG 2, 2016). In certain aspects the TPD regulates the cigars and pipe 
tobacco differently compared to cigarettes and fine-cut tobacco. For example, the member states of EU may 
exempt the cigars and pipe tobacco from some labelling requirements as consumption is more limited and 
their target group is older (STG 2, 2016). The TPD has been integrated in most western European countries 
but lags behind in most eastern European countries. Please refer to Appendix 5 for a brief overview of the 
current legislatory progress in Western and Eastern Europe respectively. Overall, the function of the 
directive is to improve the internal market for tobacco, while ensuring health protection for European 
citizens. 

The updated directive imposes some changes for the industry, such as labelling and redesigning of packages, 
which poses usage of a significant amount of resources, as new machinery may need to be acquired or old 
machinery needs to be rebuilt (STG 2, 2016). Also, it reduces the companies’ ability to compete by limiting 
                                                            
3 List is not exhaustive. 
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advertising and thereby creates an inability to differentiate. Another repercussion is the effect on demand, 
where an overall decrease in volume of tobacco products is expected. As a result, the forecasts for the 
volume of cigars are lowering, which can be observed on Figure 15 in section 5.2.1.  

The final form of the directive is yet to be adopted by each member of the EU. The content of the directive is 
still unclear meaning that once the directive is implemented it can result in consequences for companies in 
the industry as the directive can impose significant changes to production and fixed assets. Some companies 
may face inflexible production set-ups and may incur large write-offs as a result.  

Following these directives and regulation, this thesis believes that it will have a negative impact on the net 
cash flow for the industry and increase the risk. Moreover, it can be speculated that the future regulation will 
pick up, and become a bigger factor similar to the impact it has on the cigarette-industry.   

American Legislation:   
On June 22, 2009, the Family Smoking Prevention and Tobacco Control Act was signed into the United 
States law. The act provides the FDA with authority to regulate the tobacco industry. The regulations within 
the act are quite similar to the European TPD and provide restrictions on many of the same aspects as the 
TPD. In addition, flavoured tobacco, vending machines and free product samples are banned by the FDA, as 
they believe, that this works as a gateway into the tobacco products. Furthermore, the act provides some 
entry-barriers to the market, in order to keep new innovative tobacco products from flooding the market. All 
products that have similar features to already established products, called grandfathered products, may stay 
on the market, but are subject to approval from the FDA. 

The function of this act is however only applicable to fine-cut tobacco and cigarettes, as it does not regulate 
cigars, or pipe tobacco. This lenient regulation towards cigars and pipe tobacco can serve as a possibility for 
producers to distribute e.g. flavoured products. However, this is up for change, as of 25th of April 2014, 
where the FDA published the Deeming Regulations, which will bring all tobacco products subject to an FDA 
approval. Currently, the final version of Deeming Regulations is pending, and publishing is imminent in the 
near future. For STG, this regulation could cause some products to be revoked from the market due to e.g. 
flavoured cigars. In addition, products may be temporarily excluded from the market until STG have filed 
and have gotten an approval from the FDA. This change in regulation has the risk of increasing the 
administrative costs and the time it takes launching a new product. 

Emerging Legislation:  
It’s important to analyse the emerging legislation and assess its potential impact on a business. Some of the 
emerging regulations, such as flavour bans on cigarettes (not cigars), are already implemented in the USA. 
Currently, the emerging regulation of plain packaging, where no brand names or differentiation are allowed, 
is being widely discussed. The matter was enforced in 2012 in Australia (Australian Parliament, 2011) and is 
in the process of being implemented in France, the UK and Iceland. The tobacco industry has argued that 
plain packaging would benefit the already blooming illicit trade and create a black market for tobacco 
products (KPMG, 2014). Other emerging regulations include variant limits, turbo taxation4 and birth year 
bans5. (Euromonitor 3, 2015)  

This thesis believes that these emerging regulations could have large implications on the industry. Plain 
packing for example, can undermine the strong brand values, and encourage customers to experiment with 

                                                            
4 Rapid increase of excise taxation. 
5 Birth year bans is a proposition to ban all people born after a specific year from purchasing tobacco products. 
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different brands. It shall be noted, that these regulations are mostly directed towards cigarettes and smoking 
tobacco, but it should be expected to be applicable to cigars over time.  

Political and regulatory factors seem to have a significant influence on the risks imposed to companies 
operating in the industry. Especially cigars seem exposed as it previously has been a seemingly overlooked 
area of tobacco regulation. Overall, this thesis finds the risk, on a scale from 1 to 5, to be 5.  

 

5.1.2 Economic Factors 
Macro-economic trends are something any business has to be aware of. They can have a direct effect on the 
purchase power, patterns of spending, wages, commodity-prices and interest rates, which all are factors that 
have the possibility to affect industries significantly. The economic factors in Europe and U.S. will now be 
analysed.  

Europe: 
Following the Maastricht treaty in 1991, Europe became united in terms of their monetary policy in the 
European Monetary Union (EMU). As a result, was a central European bank established and many countries 
adopted the Euro as currency. The respective national banks now have an obligation to collaborate in terms 
of fiscal- and monetary policy through the European Monetary System6. This was established to lay a stable 
foundation for Europe and herein prevent large fluctuations in currencies relative to one another. In turn, the 
increased stability in the Euro makes European revenues for the tobacco industry more stable over time and 
in terms makes EU-based companies less exposed to monetary-risks.   
Today, individual countries have some autonomy to carry out their own fiscal- and monetary policy, though 
it has to be within specific guidelines drawn by the EMU. This also means that Europe has become very 
stable and sizable fluctuations are rare. Below, three different graphs are illustrated to elucidate some of the 
macro-economic accords that could affect the tobacco industry within Europe. 

Figure 5 

 
(Euromonitor Web, 2016) 

                                                            
6 Presently known as European Economic Community (EEC) 
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Figure 5 shows the Gross Domestic Product (GDP) and private consumption in the EU. As some products 
sold within the tobacco industry are somewhat price elastic, a change in GDP and the private consumption 
can have a direct impact on the revenue of the tobacco industry (mainly cigars). Moreover, cigars are 
arguably viewed as luxury products and their consumption may as such boosted in economic upswings. The 
GDP and private consumption are good indicators for the consuming trend in a country and their future 
consuming habits. As seen above, there is a minor expected growth in both GDP and Private consumption, 
which overall will benefit most retail industries, including the tobacco industry.  More consumers will 
therefore have the money to buy luxury goods such as cigars relative to, if the private consumption and GDP 
were declining. The growth is however not considerable, but steady. (Euromonitor Web, 2016) 

Other general financial indicators are the saving ratio and interest rate. These are mapped in figure 6 below. 
Both of these factors are infinitely intertwined with the private consumption. The household saving ratio is 
more or less the residual of the private consumption and as such, a higher household saving ratio will, all else 
being equal, lower the private consumption. Conversely, a lower interest rate will increase the private 
consumption, while lowering the household savings, as the incentive for saving diminishes. 

Figure 6 

 
(Euromonitor web, 2016) 

As illustrated above, the household saving ratio is expected to have a slight increase in the foreseeable years. 
Although it theoretically might affect the consumption negatively, the rise in GDP might be enough to 
absolutely increase the private consumption. The increase in household savings is furthermore only 
increasing marginally and the impact of this on revenues in the cigar niche may be minimal. It is moreover 
unlikely, that an increase in household savings or lower private consumption will have a major impact on 
pipe tobacco, as consumers are less price-sensitive and more brand-loyal7. It may however affect consumers 
of fine-cut tobacco who are price-sensitive. However, it is important to note that household saving rate is 

                                                            
7 Information on price-sensitivity, brand-loyalty etc. Can be found in the industry analysis in section 5.2.  
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affected by a myriad of factors, such as unemployment benefits, cost of education, structure of retirement 
pensions and health coverage. As a rule of thumb, saving rates are high in bear markets and low in bull 
markets.  

Figure 7 

 
(Euromonitor Web, 2016) 

Above figure shows the disposable income and unemployment rate. These two measures are, all else being 
equal, negatively correlated, which figure 7 also shows. A higher disposable income will create a cash surge 
to the retail market, if the saving rates do not change. This creates a prosperous economy and positive 
outlook. Taking the notions above into account, it makes sense that the disposable income increases, since 
interest rates are low and expected to stay low. The macro-economic outlook for Europe is arguably slightly 
positive.  

Overall, there is no reason to believe, that the macro-economic environment will incapacitate or damage the 
cigar- or tobacco industry from being fully functional and potentially prosperous in the near future. 
Especially the EU-based companies are relative more safe than non-EU companies, as they are not exposed 
to the same currency risk.  

The U.S.:   
The U.S. states are much more solidified and intertwined than the European countries. The macro-economic 
environment is therefore more universal and applies to a larger degree to the entirety of the country.   
However, the comparison between Europe and the American states is arguably flawed. The states are more 
consolidated and governed under the same laws. As a result, they benefit from a lot of positive externalities. 
First of all, the culture across the states are very similar, they speak the same language and their borders are 
easy penetrable. Altogether, these factors create high physical mobility for the people. EU and U.S. are not 
completely comparable e.g. due to differences in culture and risk. This means, that the development in each 
area not always can be compared to each other by merely looking at the numbers. The thesis will only draw 
parallels where applicable and otherwise analyse the area isolated. The same factors that were analysed in 
EU will now be analysed for the U.S.  
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Figure 8 

 
(Euromonitor Web, 2016) 

As illustrated in figure 8, the U.S. private consumption growth rate is expected to drop quite significantly, 
however it is still high when compared with the European growth. Given that the expectation to the 
American market remained the same as the current situation, this would deteriorate the retail-markets 
position and in turn potentially damage the tobacco industry relatively.  Additionally, their GDP appears to 
be very steady and slightly outweigh the European 5-year forecast by averaging 2,24% growth pro anno 
(Euromonitor Web, 2016).  

Figure 9 

 
(Euromonitor Web, 2016) 
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When observing the U.S. interest rates and household saving ratio and comparing it to the EU market, two 
things are obvious – The large discrepancy in the saving ratio and the change of interest rates in USA.   
The European saving ratio lies between 3-5% while the U.S. only lies between 0,5-2%. This is a huge 
difference, which to some extent can be explained by the cultural differences. Europe is arguably a more 
risk-averse area and has a long history of saving rather than incurring debts. The low U.S. saving rates are 
also a product of the governmental mass-consumption campaigns through the 1980s and the extension of 
credit facilities with an accompanying perception of “saving through housing”. (Garon, 2012)  

It appears counter intuitively that the household saving ratio in the U.S. is expected to drop when the interest 
rates are increasing, but this might be the result of a perception of positive economical outlooks. On the other 
hand, one would think that the private consumption would increase when the saving ratio decreases. One 
could speculate, that an overall positive outlook encourages investments which are not accounted for in the 
private consumption metric. If there is an overly optimistic atmosphere, it could be the leading cause of 
bubbles, which can help to explain the rise in interest rates from a governmental standpoint.     
Also, increasing interest rates will increase the cost of capital for companies. For companies with weak 
solvency, it might have significant effect for their profitability. This also poses true for the tobacco industry, 
but an individual assessment of each company is necessary in order to unfold their exposure.  

All of these assumptions fall into line with the expected development of the unemployment rate, as seen 
below. A slight decrease from 5.3% to 4.7% is expected through 2017.  

Figure 10 

 
(Euromonitor Web, 2016) 

Conversely, the growth in the disposable income is lessening. This can be the result of the higher interest rate 
accompanied with active investments. As illustrated, there has been a large increase in disposable income 
growth from 2013, which can stem from the fact that people were saving more in 2013. Now, when 
optimism is back, money is more expensive and this accompanied with an appetite for investing will lessen 
the growth in disposable income.  
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Many of the above notions are estimates of what this thesis believes to be the root causes of future economic 
development. Overall, this thesis finds the coming environment for the tobacco industry in the US to be 
slightly negative compared to the current and previous situation. Additionally, economic downswings have 
an ability to damage the niches quite extensively, as e.g. cigars are viewed as a luxury good. Conversely, 
upswings would have the opposite effect. Overall, the thesis finds the industry to be somewhat sensitive to 
economic factors and their risk will, on a scale from 1 to 5, considered to be 3,5.  

 

5.1.3 Social Demographic and Ethic Factors 
Social and ethical factors are important to analyse for products like tobacco, which is a highly discussed 
product that almost anyone have an attitude towards. The general attitude towards tobacco in the macro-
environment can (and have already changed) over time and affect the demand significantly thereby affecting 
the risk and cash flow opportunities of firms operating in the industry.  

In the 1980s and 1990s smoking rates were declining alongside with imposed stigmatisation of smokers. The 
social classes became polarised on the issue, as the ones with higher education quit, while those at the 
bottom of the social classes continued to smoke. It is debatable whether or not the stigmatisation was 
intentional, but it segregated the non-smokers from the smokers and arguable stigmatised cigarette smoking 
(Vuolo & Kelly, 2016). In this industry, such stigmatisation is lessened, but will be present for consumers of 
fine-cut tobacco. 

There is no denying that cigarettes, tobacco, cigars and everything affiliated with it has been a hot topic for 
many years in a socio-cultural perspective and the negative health effects associated with it are well-
documented facts. (Nonnemaker et al., 2010) As a result, it has become the main purpose for many 
organisations to reduce or even eliminate this consumption. One of their main instruments to reduce this 
consumption is through lobbying politicians into regulating, but also by questioning the ethics of producers 
and as a result stigmatise the consumption. This activity will and is directly damaging the tobacco industry 
and the sanctions imposed on the cigarette- and fine-cut producers will most likely trickle down into negative 
externalities on the cigar producers as well. This poses a direct risk and some also argue, that cigars are due 
for additional regulation, as they are drastically under-regulated and are becoming an increasing health-threat 
(Nonnemaker et al., 2010). For comparison, from 2000 to 2011 the consumption of cigars has doubled from 
6,2 billion to 13,7 billion, while the cigarette consumption has decreased by 33% in the US (Nonnemaker et 
al., 2010). This development could stem from the fact that the stereotypical image of cigars and the people 
who consumed them, have changed. Since the mid-1990s, cigars have increasingly attracted both women and 
younger adults. (Euromonitor 1, 2015) A trend of attracting a younger segment could potentially prove very 
profitable, as consumers of cigars typically are very loyal why long relationships could form that would 
secure long-term cash flows.   

However, most companies, including STG, have a declared CSR-policy of not attracting new smokers as 
they are aware of the health effects of smoking. Such a policy appears quite extreme at first glance, but when 
taking their restrictions on acquiring and attracting new customers through advertising into account, it pales. 
In that perspective, such a CSR-policy is a commitment without any real costs, and they are arguably making 
the best out of a bad situation. Overall, this thesis departs from the assumption that all companies within the 
tobacco industry are established in order to generate shareholder value and such a CSR-policy contributes in 
this aspiration, as they appear socially aware and responsible. The reputation of smoking companies has 
arguably been deteriorating over the past decades and an honest and lenient CSR-policy could help to soften 
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these relationships. The future may however show that even more ethical questions towards tobacco will 
appear, putting even more pressure on the industry’s policies and operations.  

As with all social science, it is difficult to quantify its direct effect on the cash flow and risk for the industry. 
However, the increasing stigmatisation of smokers poses a great risk for the industry, as it could decrease the 
total amount of consumers. Overall, this thesis finds the industry to be quite sensitive to socio demographic 
and ethical issues. On a scale from 1 to 5, these external factors will be considered to be 3,75.  

   

5.2 Industry Analysis – Porter’s Five Forces 
The analysis of the industry in which STG operates will be separated in two parts. Part one will analyse the 
industry for cigars, while part two will cover the industry for smoking tobacco, which is defined as pipe 
tobacco and fine-cut tobacco. This split is done in order to separate the main products based on the customer-
segments, customer-preferences and market differences. 

The cigar-products contribute to 69% of STG’s total revenue (40% machine-made and 29% handmade), why 
the key focus is on this industry in order to determine the factors that here has an effect on the cash flow- and 
risk opportunities and -threats that affect the industry and in implicitly STG.  
Fine-Cut Tobacco and Pipe Tobacco contributes each to 9% of the total revenue. The category Other will not 
be included as it is not possible to define a clear-cut industry based on the variety of products and with a 
negligible percentage of revenue, 13%, it seems out of scope to construct a separate analysis on these 
products alone.  
The analysis will be delimited to the region in which STG has their core operations, i.e. Europe and North 
America. Below figure shows the split of revenue between tobacco products and regions.  

Figure 11 

 
(STG 5, 2016) 

Each of the five perspectives in Porters five forces are analysed and rated on a scale from 1 to 5, where 1 is 
the lowest power and 5 is the highest power.  

 

5.2.1 Industry for Cigars 
Figure 12 shows the split of demand per product and region for 2015 and forecasted numbers for 2019. The 
graph is used to determine where the main markets exist and how they develop over time. North America 
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and Europe are the largest markets, while the Asian region is growing fast and will increase their share of 
global demand in units for handmade cigars from 8,6% to 12,6% and 3,7% to 6,0% for machine-made cigars. 
(Marketline 1, 2015). North America and Europe will still be the main area of analysis. 

Figure 12 

 
(Marketline 1, 2015) 

 

Supplier Power:   
Suppliers capture value through numerous factors, such as the product they deliver, relative size compared 
industry players and lack of substituting products. As a result, the supplier power affects the industry 
players’ risk and profitability. 

Tobacco-leaves used for cigars are mainly supplied from Central America and The Caribbean. The leaves 
used in production are sourced from an enormous number of independent farmers (Marketline 1, 2015). As a 
result, the cigar-producers become very independent, as the suppliers are very fragmented, scattered and can 
be easily pinned against each other when negotiating prices. There is a vast amount of types of tobacco that 
only can be produced on certain geographical locations. Some brands may be dependent on a specific kind of 
tobacco-leaf, which is supplied by a small number of suppliers. This can make some brands vulnerable due 
to the limited supply and one could imagine that a cigar-brand who had to switch tobacco-leaf due to low 
supply or high price could face problems in creating a similar tasting product. The switching cost can 
therefore be fairly high if a brand cannot find a similar kind of tobacco-leaf elsewhere.   
Conversely, the supplier is heavily dependent on the cigar-industry due to the fact that the leaves cannot be 
used for much else than cigars. On a longer term, it could however be likely that the suppliers shift 
production to other kinds of tobacco or commodity (e.g. fruit).  

The small size of suppliers makes forward integration very unlikely. In fact, some industry players are 
acquiring some of the tobacco farms instead. As an example, STG owns 20% of one of the largest tobacco 
farms in Central America (STG 2, 2016). The presence of the industry among suppliers grants the industry a 
higher bargaining power as they control parts of the market for tobacco-leaves.  
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Below figure shows the U.S Tobacco Import Price index representing the wholesale price of tobacco for the 
industry-players. The index can be interpreted as the suppliers’ ability to increase prices why it represents a 
proxy for supplier power.  

Figure 13 

 
(Ychart 1, 2016) 

As illustrated, the wholesale price has been increasing slightly since 2008. Across the observed period, the 
price of wholesale tobacco has however been lying steadily around index 80-130 while averaging 102,6. This 
indicates a hardship for suppliers to increase prices. Still, the recent development shows that the prices of 
tobacco have increased in the last few years to 148. This development demonstrates that tobacco farmers 
have been able to increase their prices and arguably gained some power. However, looking over longer 
periods of time, the power of suppliers does look weak. 

Overall, the bargaining power of suppliers is low and can, on a scale from 1 to 5, be considered a 2,5.   

Buyers:   
Buyers of cigars are both consumers and retailers. Overall, the sales channels for cigars are wholesalers, 
tobacconists, convenience stores, liquor stores and cigar specialists. Cigars are also sold through distributors 
and partners, online, via catalogue and through cigar-producers’ own brick-and-mortar stores (STG 2, 2016). 
One prerequisite for keeping cigars is that they should be stored in humidified spaces in order to stay fresh. 
This complication has the possibility of reducing the number of cigar retailers, as it requires capital to invest 
in such facilities (humidors). Some technological advances, through innovative packaging that maintains 
proper humidity, have however mitigated parts of this entry barrier (STG 2, 2016).  

Machine-made cigars are generally sold in a wider range of stores compared to handmade cigars, such as 
supermarkets, gas stations etc. Taste preferences of consumers vary greatly across countries why only few 
global brands exist, making local brands dominate their respective countries – customers are loyal to the 
brands and products they use (STG 2, 2016). Thus, industry players have high bargaining power against the 
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retailers due to the fact that retailers cannot easily substitute the differentiated and consumer-demanded 
product that successful industry players have. Retailers, such as gas-stations and supermarkets, do however 
buy in large volumes and may gain some bargaining power through this.   

There is a growing trend in the U.S market of buying handmade cigars online and through catalogues. The 
trend is driven by lower prices and a wider range of products compared to physical retailers. In 2015, 60% of 
all handmade cigars in the U.S were sold through catalogues and online. The online- and catalogue-sites are 
owned and operated by industry players. STG and Imperial, the two largest, are contributing 58% of all 
online- and catalogue sales (STG 2, 2016). This trend puts pressure on retailers, as their bargaining power 
against producers diminishes. Additionally, the retailers are often smaller independent shops rendering them 
with little bargaining power due to low volumes bought. The trend does however also increase the bargaining 
power of consumers, as they easily can trace where on the internet they can buy the cheapest cigars and the 
cost of switching between retailers is low.  

In Europe, cigars are mostly sold through independent tobacco specialists who have a relatively low 
bargaining power due to their lack of size and volumes. The online market for cigars in Europe is not as 
developed as in the U.S. which may be due to varying legislation across countries making it illegal to sell 
tobacco online due to lack of control of underage buyers.   
It should be noted that there has been talk in the U.S of banning sale of online tobacco due to lack of control 
of selling to underage buyers (Euromonitor 1, 2015). STG do however comment that they do not believe this 
will happen in the near future (Thomsen Reuters, 2016). The possibility of a future ban of online sales does 
however create a higher risk for the industry, as sales will shift back to physical retailers and grant them 
more bargaining power. 

Figure 14 shows the U.S Tobacco Import Price index (orange line) representing the wholesale price of 
tobacco. The brown line is the U.S Producer Price Index representing the revenues generated by the industry-
players when selling to the buyers (retailers). The gap between these two is represented by the black line in 
the bottom graph and represents a proxy for the revenues generated by the industry-players after removing 
the costs of tobacco-leafs. This gap can be interpreted as the buyer power as it shows the retailers ability to 
negotiate to lower prices compared to the price of the main input in the production (the tobacco leaf).   
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Figure 14 

 
(Ychart 1, 2016) (Ychart 2, 2016) 

The industry players have constantly been able to increase their prices towards the retailers, while the price 
of the main input has been relatively stable. STG also comments that they continually have been able to raise 
their prices (STG 2, 2016). This gives a picture of the buyers having little bargaining power as the gap 
between producer price and import price has increased over time. It should be noted that some of the 
increases might be taxes that are put on producers and retailers instead of customers.   

Overall, this thesis rates the bargaining power of buyers as low to moderate, which, on a scale from 1 to 5, 
can be considered a 2,5.   

New entrants:   
There are barriers for entry when it comes to economies of scale, especially for machine-made cigars. The 
large consolidated firms in the industry have several top-modern facilities where they produce machine-made 
cigars. Any newly started firm would have a major disadvantage in covering the fixed costs and acquiring 
the needed capital. There is no large capital requirement for starting up a small scale production of hand-
made cigars. These requirements do however increase dramatically when you scale up due to the many legal 
requirements a producer of a certain size has to live up to. Regulation of packaging, tracking and ingredients 
used is getting stricter and requires investments in order to comply with the rules. The rules also vary across 
geographies making it even harder to penetrate several countries at a time – this is especially the case in 
Europe (Marketline 3, 2015).  

For new entrants, it becomes difficult to make a name for themselves and create a brand. As described in the 
PESEL-analysis, heavy advertising restrictions are imposed on EU and U.S., which makes it near impossible 
to brand in an efficient way. For this reason, it is expected that retailers would require a significant discount 
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to take in unknown brands and cigars in their portfolio. There is however a growing trend towards boutique 
brands (brands with a limited number of differentiated high-end cigars) in the market (STG 2, 2016). This 
product is a threat for the industry as entrants can start up small production at relatively low cost and offer a 
product that the retailers and consumers are interested in. The regulatory issues do however still persist. 
(STG 2, 2016)  

The switching costs for retailers are not very high as they only have to change what products they have on 
their shelf. The established brands do however offer their expertise and support with merchandising 
materials. This creates an opportunity cost and this service may not be available from new entrants. (STG 2, 
2016). Another factor to keep the mind is the growing online segment in the industry. For new entrants there 
is a major barrier in getting access to the distribution channel in the U.S. The major industry-players JR 
Cigar (Imperial), Thompson Cigar and International Cigars (STG) sell 45% of all U.S. cigars via their own 
online-shops or via catalogue. The three above mentioned companies account for 75% of the online market. 
(STG 2, 2016). It will be very hard for new brands to establish themselves online or via catalogue without 
facing costs in terms of discounts to online-shop or establishment of own shop. 

The trade embargo against Cuban products is currently keeping Cubatabaco from entering the U.S. The 
company accounts for 70% of all cigars sold outside the U.S. (STG 2, 2016). If the embargo is lifted, it is 
expected that Cubatabaco will take a large part of the U.S. market for handmade cigars (Marketline 2, 2015) 
(Reuters 1, 2015). A detailed analysis of possible scenarios can be found in section 10.1. 

 Overall, the threat of new entrants in Europe is somewhat low, while a threat in the U.S. is significantly 
higher. The threat of new entrants can, on a scale from 1 to 5, be considered a 4.  

Substitutes:  
The substitutes for handmade cigars are mainly not tobacco products as no other product offer a similar 
experience and taste as cigars. Cigars are associated with experiencing new special tastes, enjoying the 
moment of smoking, to relax or celebrate. One does not associate cigarettes, pipe-tobacco or fine-cut tobacco 
with these experiences. Instead, substitutes for handmade cigars count wine, champagne, rum, whisky, 
cognac, gin or going to a restaurant. Handmade cigars are considered as an affordable luxury product similar 
to above-mentioned products (STG 2, 2016).   
Smoking machine-made cigars is a shorter smoke than handmade cigars but longer than cigarettes. Tastes, 
moisture and quality vary greatly as opposed to cigarettes. Consumers of machine-made have many taste-
variations (e.g. chocolate or fruit) as opposed to cigarettes and it takes approximately 9 minutes to smoke 
versus 4-5 minutes for a cigarette. Still, cigarettes can be considered a substitute in some degree. Machine-
made cigars are for instance considered as an important channel for producers of handmade cigar-
manufacturers to convert cigarette-smokers to handmade cigar-smokers (STG 2, 2016). Other substitutes are 
the trending e-cigarette, which offers a wide range of tastes similar to machine-made cigars, pipe-tobacco, 
beer and cheaper wine. The reason that beer and cheaper wine may substitute is in cases where you smoke 
cigarillos to relax.  

The substitutes all offer an attractive price compared to cigars. Whisky, Cognac and other forms of more 
expensive alcohol may have a larger initial outlay compared to a single handmade cigar (unless cigars are 
bought by the box), but lasts significantly longer. Alcohol and restaurants offers a healthier alternative8 
compared to tobacco which may pose a serious threat going forward due to the increased health awareness in 
Europe and U.S (Marketline 2, 2015) (Marketline 3, 2015). The costs of switching to substitute products are 
                                                            
8 Alcohol causes 88.000 deaths a year in U.S (CDC.gov 1, 2016). Tobacco causes 480.000 deaths a year in U.S (CDC.gov 2, 2016) 
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almost non-existent.   
The products are considered luxury goods and are therefore very dependent on the costs and income of the 
consumers’, meaning that any increase in prices of cigars may cause the consumer to substitute to a cheaper 
alternative or simply away from cigars. The increasing taxes on cigars may in the future cause more 
customers to substitute to alcohols or restaurants as they may offer a cheaper and healthier alternative. This 
is a risk for the handmade cigar market.  

The substitutes for machine-made cigars all offer an alternative in the same price-range as machine-made 
cigar. Cigarettes and e-cigarettes (E-cigs) are relatively cheaper than machine-made cigar. However, 
cigarettes do not offer the same quality and tastes as cigarillos, which makes them a weaker substitute. The 
growing market for e-cigarettes does however pose a threat and can absorb revenues from the machine-made 
cigar market as they offer similar tastings. E-cigs offer even more flavours and is cheaper in the long term 
despite a higher initial outlay (Marketline 3, 2015). E-cigs are also healthier as they are smoke-free and 
current research show that they emit less toxic substances. The market for e-cigs in the U.S is projected to 
explode and to absorb 11% of the total market value for tobacco by 2019 (Euromonitor 1, 2015). This poses 
a threat for machine-made cigars going forward.  

Overall, there are a number of substitutes which have a good price-quality trade-off with very low 
substitution costs making them good substitutes for cigars. The threat of substitutes can, on a scale from 1 to 
5, be considered a 3,5.  

Rivalry:  
The industry for both handmade- and machine-made cigars is dominated by a few large producers owning 
several brands accompanied with a large number of small producers:  
  The five largest producers of handmade cigars account for 65% of the U.S market. The 
dominance of the large producers has however decreased from 76% in 2008 mainly due to the increased 
consumer-interest in boutique brands. (STG 2, 2016). The major companies are STG, Imperial, Caribbean 
and Cigar. The European market is mainly dominated by Cuban brands who all are owned by the Cuban 
state-owned company Cubatabaco and distributed through Habaños SA9. Cuban cigars account for around 
70% of the sales in Europe (STG 2, 2016) (Rittler, 2014). Other major companies in Europe count STG and 
Imperial.   
  The competition between brands in the market for machine-made cigars is very regional due 
to different preferences across geographies – only a few global brands exist (STG 2, 2016). The majority of 
brands are similar to the handmade cigar brands owned by major companies. The European markets are 
consolidated around a few large companies holding between 50% and 90% of the local market (STG 2, 
2016). The companies are STG, BAT, Philip Morris, Japan Tobacco and Imperial (STG 2, 2016). In the 
U.S., the market is dominated by Swisher International, Altadis, John Middleton and Swedish Match. The 
four firms accounts for 76% of the U.S market. The market leader, Swisher International, is the only 
company not operating with several brands. (Euromonitor 1, 2015) 

Overall, the industry in Europe and the U.S for both types of cigars consists of large companies with a wide 
range of brands and distribution rights. This makes the industry quite scattered and it is not possible to define 
a single company that leads the industry. The larger companies dominating the industry are of similar size 
making rivalry more intense.  

                                                            
9 Habanõs SA is a joint venture between Cubatabaco and Imperial 
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Development in Markets - Handmade Cigars: Figure 15 shows the actual- and forecasted sales for 
handmade cigars in EU and the U.S. The latter is projected to increase in both volume and value, while EU is 
projected to decrease in both volume and value.   

Figure 15 

 
(Euromonitor Web, 2016) 

The graph shows that the value of cigars is projected to increase more than the volume meaning that 
consumers are expected to buy more cigars but also more expensive cigars in the U.S. On average, from 
2016 to 2019, the handmade cigars in the U.S are expected to increase volumes by 0,75% and value by 
2,28% per year. In Europe, the picture is different. The volumes are projected to decrease by 1,25% with a 
decline in value by 0,07% as depicted in table 1.  

Table 1 

 

The value of the handmade cigar market in Europe is therefore decreasing slightly while the volume is 
decreasing significantly. From this, it can be concluded that European consumers will buy fewer but more 
expensive cigars. The competition for customers would consequently become more aggressive as fight for 
market shares increases – especially when the volumes are decreasing. The higher expected values for the 
US market may create a more competitive environment with more product innovation in order for firms to be 
able to catch the consumer-interest. The consumers in the U.S. are also characterised by wanting to try 
something new (Euromonitor 1, 2015) which will increase the rivalry and innovation in order to capture 
market shares and sell the more expensive and profitable cigars.  

 

 Volume Per 
Year (avg.) 

Value Per 
Year (avg.)

 Volume 
Total 

Value Total

Handmade Cigars Europe ‐1,3% ‐0,1% ‐5,0% ‐0,3%
Handmade Cigars North America 0,8% 2,3% 3,0% 9,1%

Forecast (2016‐2019)
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Development in Markets – Machine-made Cigars: Figure 16 shows the actual- and forecasted sales for 
machine-made cigars in EU and the U.S. The European market is expected to decrease in both value and 
volume while the U.S. is expected to increase slightly from 2016 to 2019.  

Figure 16 

 
(Euromonitor Web, 2016) 

The graph shows that the European market is in a downturn both in terms of value and volume. Especially 
the volume is projected to decrease with almost 14% in 2016, while value decreases with 1,1%. Overall, in 
the forecast period from 2016 to 2019, the volume will decrease by 3,82% and value by 1,09% per year – 
this is a reduction in the market volume by a staggering 15,3%. In the U.S is projected to be more positive 
for the machine-made tobacco industry where the volumes are projected to increase by 0,58% and value by 
1,11% per year from 2016 to 2019 as also shown in table 2. The U.S. therefore projected to grow at a slow 
pace. 

Table 2 

 

The declining EU market will make competition for market shares fierce and if this trend continues in the 
longer run, firms will eventually stop showing interest in the market and leave it. A huge drop in volume will 
also expose the companies towards their fixed costs, as reversibility might be limited and losses may be 
incurred. The negative market development will nevertheless first put pressure on smaller brands due to 
compliance related costs in the EU. The large companies will not feel the pressure relative to the smaller 
ones, as the compliance costs are relatively a lot smaller compared to the company-size of large firms (STG 
2, 2016).   
The U.S. market is only growing slightly which may create competition for market shares through 

 Volume Per 
Year (avg.) 

Value Per 
Year (avg.)

 Volume 
Total 

Value Total

Machine‐manufactured Cigars Europe ‐3,8% ‐1,1% ‐15,3% ‐4,4%
Machine‐manufactured Cigars North America 0,6% 1,1% 2,3% 4,4%

Forecast (2016‐2019)
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innovation. However, this innovation might be hindered by the law of grandfathered products mentioned in 
section 5.1.1. Overall, the U.S market seems to become profitable in the future due to the value and volume 
increases where the market in Europe seems to be disappearing.  

Overall, the competition in the markets is mainly between a few major companies. The European handmade 
cigar market is however dominated by the state-owned Cuban cigar manufacturer, Cubatabaco. Conversely, 
it is not possible to define a single market-leader for handmade cigars in the U.S. or for machine-made cigars 
in either region. The rivalry in the industry can, on a scale from 1 to 5, be considered a 3.   

 

5.2.2 Industry for Other Tobacco Products 
The analysis of Other Tobacco Products will merely be summed up in conclusions in this chapter due to its 
insignificant part of total revenues of STG. A detailed analysis of the industry can be found in Appendix 6. 
The sales of Other Tobacco Products is spread over the category “Pipe Tobacco” and “Fine-Cut Tobacco”. 
Each accounts for 9% of STG’s total sales. The analysis will be based on the main region of demand Europe 
(73,6% of demand) as well as North America as STG are the market leader in the region. Figure 17 sums up 
the main conclusions and risk ratings. 

Figure 17 

 

 
 

 

5.3 Analysis of internal resources 
To construct an accurate forecast of the projected cash flow, an analysis of the internal resources is pivotal. 
The internal analysis will show where STG have a competitive- advantage or disadvantage that can generate 
or destroy cash flows, pacify competitors or reduce/increase risks. Tangible- and intangible resources along 
with corporate governance will be analysed. Human resources are not analysed due to the lack information 

Supplier Power Buyer Power
‐ Small size of tobacco famers ‐ Wide range of small independent retailers
‐ Tobacco dealers are larger and offer differentiated product ‐ Retailers not dependent on tobacco products' revenue
‐ Industry and farmers are dependent on each other ‐ Large wholesalers in Europe have bargaining power
‐ Industry threatens to backward integrate ‐ Brand loyal consumers

TOTAL RISK RATING: 3 TOTAL RISK RATING: 3

Threat of Substitutes Threat of Entrants
‐ Several substitute options ‐ Economies of scale is important in production
‐ Growing health awareness → shift to healthier substitutes ‐ Heavy regulation creates an expensive legal burden
‐ Increasing interest for vapour products (e‐cigs) ‐ Low growth in market makes entrance less attractive
‐ Increasing taxes makes cigarettes a less strong substitute ‐ Strong brand competition and marketing restrictions

TOTAL RISK RATING: 4 TOTAL RISK RATING: 1,5

Rivalry
‐ Industry dominated by major cigarette manufacturers

‐ Diminishing markets makes rivalry more fierce
‐ Brand loyal customers of Pipe Tobacco
‐ Price sensitive customers of Fine‐cut Tobacco

TOTAL RISK RATING: 4
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available about such circumstances. The analysis will not only touch upon competitive advantages but also 
weaknesses in STG’s organisation.  

 

5.3.1 Tangible Resources 
Production facilities and global supply chain: STG have a global supply chain with expertise in sourcing 
from Indonesia, South- and Middle America, which is the key suppliers in the production of cigars, pipe- and 
fine-cut tobacco. STG also own 14 facilities in eight countries. The production of handmade cigars is labour 
intensive and is therefore located in low-income countries in order to minimise the labour costs. Handmade 
cigars are produced in the Dominican Republic, Nicaragua and Honduras close to the main market of the 
U.S. (STG 2, 2016) STG have production facilities for machine-made cigars in Belgium, Denmark, the 
Netherlands, the Dominican Republic, Indonesia, and the U.S. The labour intensive production of wrappers 
and binders used for machine-made cigars are produced in Indonesia and the Dominican Republic, while the 
automated processes of finalising the cigars is produced near the core markets in the U.S and Europe (STG 2, 
2016).   
The production close to the main markets proves valuable for STG as it makes them able to service their 
main markets easily and fast. The production of labour-intensive products in low-cost countries also gives a 
higher degree of flexibility in production. Furthermore, STG own 20% of one of the largest tobacco growers 
in Central America who also produces handmade cigars. This ownership and presence near production allow 
STG to involve themselves in all stages in the production of handmade cigars, which in turn helps them 
secure a wide variety of raw tobacco and a high quality. The global supply-chain, production-presence in 
main markets and ownership of tobacco farms is somewhat rare. The global cigarette manufacturers who 
also produce cigars also have a global supply chain and a competitor like Japan Tobacco also owns parts of 
tobacco farms in order to control supply (JTI, 2016). They do however not produce as close to the main 
markets globally as STG do. The global presence is somewhat rare but can be copied by the larger cigar-
producers around the world. It is however believed that there may be large costs involved in establishing a 
network similar to STG’s but the large cigarette manufacturers can effort it, why imitation is possible. This 
resource is therefore a temporary competitive advantage, as STG hold a valuable and rare resource. 

Online shops: STG is the market leader in the U.S. in selling cigars online. The online shop, Cigars 
International, is ranked number one in terms of price, product range and delivery options in 2014 (STG 5, 
2015).  The ownership of a major online channel gives more variation in the distribution channels available 
and therefore limits STG’s dependence on distributors. The resource is valuable in terms of limiting the 
threat from buyers and creating large cash flow opportunities through the increasing use of online channels 
in the U.S. The resource is also rare, as only Imperial owns another large online distributor (JR cigar) (STG 
2, 2016). It is also hard to imitate as it will be hard for current and potential competitors to establish an 
online store of similar size and power in the U.S. The success of the store is partly based on historical 
conditions as the store was established in 1996. One could argue that the online store is imitable in the longer 
term as competitors can build a similar online platform, gain market shares through price competition or 
offer a deeper range of products and offer better service in order to get recognition. On short- to medium 
term, the resource is however not seemingly imitable. STG is exploiting this competitive advantage through 
their strategy where they expect to expand their leadership online. STG will invest in the development of the 
online platform in order to stay in front of the competitors (STG 5, 2015). The ownership of the largest and 
best online shop for cigars in the U.S. can therefore be characterised as a sustained competitive advantage. 

 



 

34 
 

5.3.2 Intangible Resources 
Brands: STG owns over 200 brands worldwide. Some brands are local, some are regional and some are 
global (STG 2, 2016). They also sell products in several sub-segments of the tobacco industry and are the 
market leader of handmade cigars worldwide. The number of brands marketed to different segments means 
that STG is diversifying their portfolio both in terms of operational- and geographical risk. Some of the 
brands owned by STG are strong and are recognised in many regions. Brands like Macanudo, Cohiba, Café 
Crème, Captain Black, W.Ø. Larsen, Bugler and Escort are key brands for STG and are widely known. The 
high brand awareness, brand loyalty within the handmade cigars and pipe-tobacco segment combined with 
low price elasticity makes STG able to increase prices without losing market shares (STG 5, 2016). STG also 
have a strong position within geographies that is not dominated by the international cigarette companies who 
focus on price competition, which should increase STG’s ability to raise prices.   
A wide variety of strong brands is clearly a valuable resource due to the diversification of risk and ability to 
increase prices. The brand portfolio is also rare and inimitable. The complex and harsh rules of marketing of 
tobacco make it very difficult to increase brand awareness and image. Brand-building is therefore based on 
historical conditions where the awareness of brands built over long periods of time. There is a high 
investment in terms of time, which makes strong tobacco-brands both rare and inimitable. STG’s portfolio 
can only be imitated through merging or acquiring very large companies – the cost associated with this is 
considered so large (e.g. STG = 10 billion DKK) that it seems unfavourable to do so. STG is operationalising 
the brands actively as they already are increasing the prices on brands in order to realise gains. The wide 
portfolio of brands can therefore be considered a sustained competitive advantage.   

Trademarks and Goodwill: In extension with the portfolio of brands owned by STG, they have a 
considerable amount of goodwill obtained through acquisitions and trademarks built up. Overall, the 
goodwill is listed on the balance sheet at DKK 4.504,2 million and trademarks are listed at DKK 3.331,5 
million. One of the leading trademarks in the U.S., “COHIBA”, has been undergoing a continuous dispute 
with Habaños SA of ownership of the brand-name. Habaños SA has a similar trademark also called 
“COHIBA”. It can have a material effect on STG, if they are found to have breached the rights of intellectual 
property. Worst-case scenario is that STG have to withdraw the product from the market, write-down 
inventories and suffer heavy brand and sales losses. COHIBA accounts for 3,4% of STG’s net sales in the 
U.S and 0,8% of global net sales. Swedish Match will cover the lawsuit costs, if the lawsuit has ended before 
2020 – after 2020 STG will have to cover the costs themselves (STG 2, 2016). The litigation has been 
ongoing since 1997. A similar dispute is ongoing with the smaller trademark La Gloria Cubana. The 
uncertainty around these trademarks can damage STG and serve as an additional risk. 

 

5.3.3 Corporate Governance  
History of successful acquisitions and integrations: STG have through the last years acquired several 
companies. The acquisitions are not large enough for STG to disclose any separate data for the entities 
making evaluation of their returns impossible. It is however believed that STG can remove many of the 
SGA10 costs in the entities especially associated with office costs and distribution (STG 5, 2016). The 
increasing regulative burden may cause smaller producers to exit their investment, which gives STG the 
opportunity to acquire the firm. STG believes they can realise 50% improvements on EBITDA by acquiring 
Verellen (STG 5, 2016).  The experience in M&As is clearly a valuable resource as it creates growth 
opportunities for STG. The resource is rare among competitors as not everyone have the knowledge and size 

                                                            
10 Selling, General & Administrative 
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needed to make M&As and benefit as much from it as STG potentially can in the niches of the tobacco 
industry. The knowledge of M&A needed is much based on the historical conditions STG have from 
previous acquisitions and it may be hard for competitors to imitate this without large costs. Still, the 
acquisitions may not be very successful if the synergies cannot be realised due to either lack of scale or lack 
of a portfolio of similar products, which may be needed to realise distribution or production synergies. STG 
is continuously looking for M&A opportunities and thereby seeking to exploit the resource actively. (STG 5, 
2016). The knowledge and experience STG have in acquiring and realising synergies is therefore a 
sustainable competitive advantage.  

Historical failure to deliver on efficiency measures: STG has previously failed to deliver on their 
efficiency measures (Børsen 4, 2016). This may suggest that the executive team is not good enough at 
implementing and supporting their goals for delivering better results. Furthermore, the current plans of cost-
savings of DKK 140 million and reducing WKC with DKK 500 million seems likely but not very ambitious 
– according to Christian Svane, partner in Prokura. He believes that the the savings could have been 3 times 
as high (Børsen 4, 2016). Also, the analysis of profitability in section 6.3.1 will show that STG have a rather 
low turnover of working capital where larger optimisations may be possible. The seemingly lack of 
discipline in reaching goals and low expectations may be a weakness for STG, especially considering that 
they are operating in a market with low growth where most value creation should be reached through 
savings. 

High focus on the legal requirements and a strong- & agile legal workforce: Living up to the legal 
requirements are very important. If STG is incompliant with a country’s requirements they may not be 
allowed to sell their product or incur punitive damages. STG have also invested in flexible machinery that 
can produce different kinds of labelling – an area where regulation is changing (Thomson Reuters, 2016). 
STG have earlier showed their ability to adjust to the changing regulation and using the regulatory change as 
an advantage; Australia introduced plain packaging in 2012. The small competitors were unable to live up to 
the regulations and were therefore not allowed to sell their product as opposed to STG who were compliant. 
This meant that STG gained considerable market shares and became the market leader in pipe tobacco (STG 
2, 2016). The ability to adapt to regulation must originate from high quality personnel who have specific 
knowledge and experience in regulation and implementation of tobacco- directives and rules. It is therefore 
considered, that STG have a proactive and high quality legal workforce and -strategy.   
The resource is clearly valuable, as being compliant both creates opportunities for growth (referencing to the 
Australia-case) and it neutralises threats in the environment. The Australia-case also illustrates, that the 
smaller competitors can have trouble hiring a high quality work force, due to their size, and having such an 
in-depth knowledge of the legal requirements as STG, making the resource a rarity. The resource is imitable 
but the cost of doing so will be high. By hiring a large amount of high quality (and expensive) personnel it 
may be possible to replicate the strategy and implement the methods launched by STG to comply with the 
legal requirements. It would be possible for the global cigarette manufacturers to scale up their legal 
department to STG’s quality without damaging their margins too much. The resource is therefore a 
temporary competitive advantage.  
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6 Financial Statement Analysis  
The purpose of an analysis of financial statements is to determine the economic situation and performance of 
STG. The analysis will show the company’s ability to create value. The chapter will outline the performance 
and hereby create transparency in the financial value drivers, which eventually will be included in the SWOT 
analysis. Before analysing the value drivers, the accounting policies will be examined, since the accounting 
choices made by STG have impact on the annual reports and the ratios calculated. Annual reports from 2011 
to 2015 are applied. These reports should be sufficient data to analyse the progress in STG’s financials over 
time. Overall will this section 6 analyse the accounting quality, make necessary reclassifications and 
changes, reorganise the financial statements, analyse the profitability of STG and benchmark them to peers. 

 

6.1 Accounting Quality 
It is essential to evaluate the accounting quality as changes to accounting standards can affect key figures and 
ratios in positive and negative directions. Therefore analyses of annual reports to identify changes to 
accounting standards are necessary. Any changes must be applied in all previous years in order to make the 
reporting years comparable in further analysis. This section will analyse the accounting quality and outline 
any changes or other important choices by STG that can affect the accounting numbers. 

 

6.1.1 Quality of applied accounting policies 
In order to determine the quality of applied accounting policies, annual reports (2011-2015) have been 
reviewed to identify changes to principles, paradigms or any errors in previous annual reports. The analysis 
will furthermore discuss the treatment of restructuring costs and other income. Table 3 provides an overview 
of relevant accounting policies and should be checked for consistency over time. Any inconsistencies will be 
resolved through reformulations for annual reports. Each year will now be reviewed in order to identify 
changes to accounting estimates. Appendix 7 shows a peer comparison of accounting policies. 

Table 3 

 
(Own creation based on annual reports for STG 2011-2015) 

Area Applied in thesis 2015 2014 2013 2012 2011

Accounting Paradigm IFRS Danish GAAP
Goodwill Impairment test Max 20 years
Strategic TM Not applied
Other TM Max 20 years Max 20 years
IT software 3‐5 years
Other intangible 5‐20 years
PPE ‐ building 10‐40 years
PPE ‐ plant and machinery 3‐20 years
PPE‐ equipment 3‐10 years
PPE ‐ leasehold 1‐10 years
Inventories FIFO/NRV

Leasing (Finance/Operational) Finance

Other changes Errors corrected No No No

Restructuring costs Considered transitory 42mn DKK 53mn DKK 0,2mn DKK 1,1mn DKK 98mn DKK

Restructuring Purpose: Considered transitory Workforce 
reduction

Integration of 
acquisition

Other income Considered transitory 1,3 mn DKK ‐ Not 
defined

28,7mn DKK ‐ 
Divestment of 

factory

0,3 mn DKK ‐ Not 
defined

0,1 mn DKK ‐ Not 
defined

3,6 mn DKK ‐ Not 
defined

indefinate lives
Impairment test

IFRS

Not applied

Error identified

10‐25 years

12‐20 years

5 years 3‐5 years
5‐20 years
10‐40 years

Operational

3‐20 years
3‐10 years

FIFO/NRV

1‐10 years

Closing of 2 factories



 

37 
 

Annual Report 2015: No changes to accounting policies have happened meaning there is continuity in the 
accounting and no correction or reformulations must be performed. 

Annual Report 2014: STG have changed the accounting of Strategic Trademarks, Software and Plant & 
Machinery.  Before 2014, strategic trademarks were not used, meaning that all strategic trademarks were 
amortised over 10-25 years similar to other trademarks. From 2014 and forward, the strategic trademarks 
have indefinite lives and are impairment tested annually. This will result in lower amortisation. Also, IT 
software is here depreciated over 5 years as opposed to 3-5 years previously, while Plant & Machinery is 
depreciated over 12-20 years instead of 3-20 years.   
These three changes have an effect of DKK 127 million less in amortisation and depreciation in 2014 and 
2015 compared to previous years11. The impact will positively affect the net profit by 94 million after tax in 
2014 and 2015. STG comment that the change will affect the net profit positively by DKK 70 million after 
tax in future periods. (STG 7, 2015) 

This change is a breach in the consistency of policies over time and boosts the result of future periods 
compared to the policy applied before 2014. This must therefore be corrected so all periods are accounted for 
in the same way. The best way would be to reformulate periods before 2014 to current accounting policy. 
This would however require information on the split of amortisation-, lifetime- and value-split between 
strategic- and other trademarks in all reporting years. STG do not report the value of- and amortisation of 
strategic- and other trademarks separately. It is therefore not possible reformulate the previous years to 
follow current policy. The same problem is apparent in the depreciation of IT software as IT previously was 
grouped as “other intangible assets”. The problem overall is simply that information on how the policy affect 
amortisation and depreciation in 2011-2014 is not available. 

The solution is instead to keep the old accounting policy with limited life times in the entire time period. 
This approach is chosen, as all information is available meaning that the changes will not create extra noise 
while creating consistency. The solution is implemented by increasing depreciation and amortisation in 
2014-2015 again with the amount that STG specifies in the annual statement for 2014. The assets must be 
depreciated and amortised by the same amount in order to capture the effect on the balance sheet. The tax 
impact will also be calculated by reducing yearly taxes in P&L by DKK 33 million and reducing deferred tax 
liability by the same amount. The overall effect will increase the costs while decreasing the balance sheet. 
The applied corrections can be found in Appendix 8.   

Annual Report 2013: In 2013, STG noted that they had identified errors in annual reports from 2012 and 
2011 relating to overstatement of goodwill and deferred income tax liability. The error happened due to 
wrong exchange rate adjustment in USD/DKK. In 2012, STG had overstated DKK 96,2 million in goodwill 
and deferred income tax liability. In 2011 the amount was a DKK 97,7 million overstatement. This error 
must be corrected by decreasing the two line items by DKK 96,2 in 2012 and DKK 97,7 in 2011. While 
preparing the base data, the most up to date numbers were used. This means that the numbers from 2012 
were taken from the annual report of 2013. The correction relating to 2012 numbers is therefore already in 
place why only 2011 must be corrected. The applied corrections can be found in Appendix 9.  

Annual Report 2012: STG reports that they have changed accounting policies from the Danish GAAP to 
IFRS. This means that all years but 2011 follows the same policy, which in turn creates a lack of 
consistency. The policy-change affects accounting of goodwill and trademarks. Goodwill is changed from 

                                                            
11 Strategic trademark: 92 million DKK, IT Software: 15 million DKK and Plant & Machinery: 20 million DKK. 
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being amortised (2011) to impairment tested (2012 and forward). The lifetime of trademarks is changed from 
max 20 years to 10-25 years. 

Annual Report 2011: This is the first year included in this analysis and all corrections from 2012 to 2015 
are included. No further changes are required.  

6.1.2 Other reclassifications and changes to the financial statement 
Acquired companies: STG have over time acquired several companies. STG does however not report the 
companies independently given the insignificants of the acquisition (STG 5, 2016) as per IFRS 3 – “Business 
Combination” which states that insignificant acquisitions do not have to be disclosed separately. In the 
analysis of STG’s financial performance, it is necessary to compute the organic growth. This is however not 
possible, as the M&A revenue cannot be separated from normal revenue which in turn will boost the organic 
growth. In years with acquisitions, the disclosed measure from the annual report will be applied instead. 

Restructuring costs: STG have had restructuring costs in all years in the historical period. They differ a lot 
in size and purpose as apparent in table 4.  

Table 4 

 
Own creation based on annual reports for STG 2011-2015 

One could initially argue to make an average of the restructuring cost and split them out over each year. This 
is however a problem as it creates noise and it is not possible to forecast the size of restructuring cost in the 
future. A better approach is to extract the restructuring cost from the core operation and put them as a 
separate non-core line item called restructuring costs. With this approach, two EBIT’s will be computed – a 
core EBIT and a total EBIT. Both numbers can be used in the ratio analysis while only the core EBIT will be 
used in the forecast. The costs will be removed from staff costs and added as a new line item in the P&L 
called restructuring costs. The reclassification of costs and new look of the P&L can be found in Appendix 
10.  

Other Income: STG report “other income” every year, often without defining its composition. The lack of 
information may be due to its lack of significance compared to net sales. Table 5 shows the annual other 
income.  

Table 5 

 
Own creation based on annual reports for STG 2011-2015 

 
In 2014, the reported other income increased heavily to DKK 28,7 million from DKK 0,3 million. The 
increase is, according to the annual report, a profit from divesting a factory (Annual report 2014). This is 
clearly a transitory item, as no other divestments have occurred in the time period besides not being a part of 
the core business. Also, STG reports segment sales of each product – other income is however not allocated 
and can therefore not be considered a part of the core business. The “other income” line item will therefore 
be removed from the core-EBIT similar to restructuring costs and categorised in non-core EBIT. The 
reclassification of income and new look of the P&L can be found in Appendix 11. 

Area 2015 2014 2013 2012 2011
Restructuring costs 42mn DKK 53mn DKK 0,2mn DKK 1,1mn DKK 98mn DKK

Restructuring Purpose:
Workforce 
reduction

Integration of 
acquisition

Closing of 2 factories

Area 2015 2014 2013 2012 2011

Other income
1,3 mn DKK ‐ 
Not defined

28,7mn DKK ‐ 
Divestment of 

factory

0,3 mn DKK ‐ 
Not defined

0,1 mn DKK ‐ 
Not defined

3,6 mn DKK ‐ 
Not defined
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Net Financial Expenses: The financial expenses (NFE) consist of several non-core items that must be 
separated from core items in order to calculate the true net borrowing costs used in the forecast. The NFE is 
therefore split in core- and non-core expenses and only the core expenses will be forecasted and used in the 
calculation of net borrowing costs. All line items associated with NFE can be found in Appendix 12. 
Exchange gains, Costs of interest swaps and Interest expenses in associated companies are considered non-
core. Core NFE are interest on deposits, Other financial income, Interest on Loans, Interest part of pension 
cost, Other financing cost and discounting of provisions. The reclassification results in a profit before tax 
core and –non-core. The reclassification of NFE and new look of the P&L can be found in Appendix 12. 

  
The reclassification will result in the following core and non-core line items in the annual report:  

Table 6 

 
 

6.1.3 Level of information in the Financial Statements 
Availability of information: The detail level of the annual reports differs over time. The reports from 2011 
and 2012 contain limited information in the notes making it difficult to evaluate details in the different line 
items. They do however provide the necessary information needed to evaluate most changes to accounting. 
The information level from 2013 and forward is of high level and is arguably due to the accounting principle 
change to IFRS that gave STG a more commercial and international appearance.   
The detail level does in some ways cause problems for an analyst. For instance, STG do not split the value of 
trademarks between strategic- and other trademarks. This also caused problems in the reclassification of 
trademarks as mentioned earlier. STG did however provide the necessary information on the impact of the 
policy change going forward meaning that periods after the change could be reclassified instead of the 
periods before the change. STG also provide splits on revenue, costs of goods sold and gross profit both per 
product and the sales per region. These details are not available in the older reports from 2011 to 2012. 
Overall, STG provides the necessary information in the annual reports to perform reclassifications, forecast 
and analysis.  

Quality of information: The independent auditor’s report is generally a good indicator on whether or not the 
report is of high quality, meaning if the report gives a true and fair view of the company and is free of 
material misstatements. PwC is the auditors for STG. The annual reports from 2011 to 2015 all have a signed 
auditor report without any qualifications or supplementary information. It can therefore be assumed, that the 
annual reports are free of material misstatements and give a true and fair view of STG. 

Identifications of red flags: The identification of red flags will be performed in continuation of the ratio- 
and financial analysis.   

 

Line Item: 2011: 2012: 2013: 2014: 2015:
Financial income (core) 11,3       5,4         5,7         6,7         4,1         
Financial costs (core) 65,5 ‐      61,8 ‐      58,4 ‐      59,7 ‐      66,3 ‐      
Financial income (non core) 24,9       ‐          ‐          22,5       33,8       
Financial costs (non core) 6,1 ‐        38,9 ‐      46,0 ‐      31,0 ‐      34,9 ‐      

Reclassification ‐ Net Financial Expenses (core & non‐core)
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6.2 Reorganising the Financial Statement 
A key concept in analysing financial statements is the distinguishment between operating and financing 
activities. This segregation is done in order to separate operating value-driving factors in order to interpret 
them isolated. This will provide the analysts with clean numbers showing the operational performance. 
Distinguishing operational from finance activities can create problems for analysts, as the operating activities 
of companies might be murky, and it can be difficult to classify some transactions as either operating or 
financing. This section will therefore address the questionable classifications and provide argumentation for 
their final classification. Initially, the section will outline the transitory items, perform additional changes to 
accounting and hereafter discuss the classification of operating and financial activities besides calculating 
NOPAT, Invested Capital and Cash flows. All actual changes to the balance sheet and income statement can 
be found in Appendix 13 and Appendix 14. 

6.2.1 Transitory items and acquired companies  
The transitory items, other income and restructuring costs have already been separated from the core 
business to show the true performance of STG. Transitory items will also create noise in multiples, why they 
should be removed. STG do not disclose information on acquired companies separately. Acquisitions boost 
revenues and create noise when calculating organic growth. Luckily, STG reports organic growth in their 
annual statements when acquisitions occur. These growth rates will be used in further analysis. 

6.2.2 Leases  
STG classify all leases as operational. In 2015, they expect that future payments will total DKK 429,1 
million. The leasing arrangement is a period between 1 and 15 years. Operational leases represent an off-
balance sheet item meaning, that the information concerning future payments is not incorporated in the P&L 
or BS making annual reports less informational. A contractual commitment of DKK 429,1 million is a quite 
a large contractual commitment, and it can therefore be argued, that the lease commitment should be 
capitalised in the BS. The lease agreements are primarily offices, warehouses, cars and equipment. (STG 5, 
2016)  
The leases will be reclassified as financial leases. The difference between financial leases and operational 
leases are, that operational leases only impact P&L as an operational cost. Financial leases are capitalised, 
meaning, that the value of the leased asset is included in the balance sheet and offset by a loan of the 
corresponding value. The lease is then expensed as depreciation and a financial expense. The loan is 
amortised annually with the value corresponding to the actual lease payment minus the financial expense. 
(Petersen & Plenborg, 2012) 

In order to calculate the value of future lease payments, the following information is needed:  
x The duration of the lease commitment: In note 5.2 – contingent liabilities, it is stated, that the 

duration of lease commitments is between 1 and 15 years (STG 5, 2016). No more precise 
information is given and it is therefore assumed that all commitments are 15 years.  
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x The distribution of payments over the duration of the lease commitment: Each year have STG 
noted the due dates for the payments specifying the size of payment within a year, between 1-5 years 
and +5 years. The expenses are paid on a straight-line basis why the asset will be depreciated on a 
straight-line basis as well. An overview of leases can be found in table 7.   

Table 7 

 
Own creation based on annual reports from STG 2010-2015 

x The salvage value of the lease commitment: No information is given on the salvage value of the 
leases. It is assumed, that the salvage value is 0.  

x The discount factor for the lease commitment: Companies sometimes disclose their discount factor 
used for discounting future lease payments. However, STG do not do this and a discount factor 
consequently needs to be computed. The factor should be similar to a high-grade corporate bond, 
also called an investment grade (IG) corporate bond. BankInvest Corporate Bond IG is such a bond 
and has a return of 3,33% per year over a 10-year period. (Morningstar, 2016). This return is used as 
the discount factor. 
 

Now that all factors are determined, the discounted value of future lease payment can be computed. This 
value represents the total debt and value of leased asset in the balance sheet. The depreciation (straight line 
basis) per year is 1/15 of the discounted value of lease payments. The yearly financial expense is equal to the 
primo debt times the discount factor of 3,33%. The calculations of lease payments each year along with an 
overview of the reclassifications to the P&L and BS can be found in Appendix 15. As an example, the net 
effect on the P&L’s net profit is an increase of DKK 89,2 million in 2015. The balance sheet increases by 
DKK 360,1 million in 2015.  

Table 8 

 
 

6.2.3 Investment- and profit in associated companies  
STG report a line item in the P&L called “Share of profits from associated companies after tax”. The value 
of the share in the company is reported in the BS as “investment in associated companies” as a financial 
fixed asset. The associated company refer to Caribbean Cigar Holdings Group Co. S.A in Panama where 
STG have a 20% ownership. The company produces tobacco leaf, produces- and sells handmade cigars. The 
company is a part of STG’s core business as STG buys tobacco leaf from the company and they produce a 
number of STG’s handmade cigars. It can also be argued, that STG hold a share of the company to control 
the supply chain. Based on these facts, it is concluded that the financial fixed asset is an operational asset. 

Operational 2010 2011 2012 2013 2014 2015
Lease expenditures in income statement during the year 61,8                    111,2                  96,6                    129,3                  126,0                 
Future minimum lease payments and rent commitments

Within 1 year N/A 100,2                  112,6                  102,4                  115,9                  107,8                 
Between 1 and 5 years N/A 209,5                  183,5                  127,1                  167,0                  152,7                 
After 5 years N/A 64,0                    54,1                    71,7                    35,5                    42,6                   
Remaning payment total ‐                 373,7            350,2            301,2            318,4            303,1           
Total payment for lease ‐                 435,5            461,4            397,8            447,7            429,1           

Contingent Liability Note on Operational Leases

Line Item: Effect: 2011: 2012: 2013: 2014: 2015: Debit/Credit:
Other external costs (P&L) Decreases costs 61,8       111,2    96,6       129,3    126,0    Credit

Depreciation (P&L) Increases costs 23,7 ‐      25,6 ‐      21,8 ‐      25,1 ‐      24,0 ‐      Debit

Financial costs (P&L) Increases costs 12,6 ‐      13,6 ‐      11,6 ‐      13,4 ‐      12,8 ‐      Debit

Leased Assets (BS) Increases assets 355,0    383,3    326,8    377,2    360,1    Debit

Equity increase due to reclassification (BS) Increases liabilities 25,5       72,0       63,2       90,8       89,2       Credit

Lease payment, non‐current (BS) Increases liabilities 240,2    209,0    169,9    180,1    172,1    Credit

Lease payment, current (BS) Increases liabilities 89,2       102,2    93,6       106,4    98,8       Credit

Reclassification ‐ From operational lease to finance lease (2011‐2015)
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Furthermore, the share of profits from Caribbean Cigar will be reclassified from a financial income to an 
operating income/cost. In the reclassified P&L it is classified as a new line called “Share of profit (loss) from 
associated companies”. An overview of the reclassification in the P&L and new look of the P&L can be 
found in Appendix 16. 

The reclassification will result in a higher NOPAT, as more income is recognized as being part of operations, 
while the tax shield on financial income/expenses will decrease – the effect on net profit is 0. This 
reorganizing will eventually give a more accurate picture of operations.  

 

6.2.4 Changed and reclassified financial statements 
No more reclassifications are needed. Appendix 13 and Appendix 14 show all changes and reclassifications 
for each year to the P&L and BS. The result of changes is found in Appendix 17 and will serve as the base 
for calculating the analytical P&L and BS.  

 

6.2.5 Formulation of Analytical Profit & Loss  
The main reason for creating an analytical P&L is to calculate the NOPAT that shows the profit from 
operations after tax. All financial transactions excluded in NOPAT, as these do not create value for the 
company. For STG, two NOPATs are calculated; one for the core operations and one for the total operations. 
This is done in order to separate the transitory and non-core items from the recurring core items. Taxes are 
calculated both on core-EBIT and non-core EBIT. The tax-rate is based on the total EBIT and tax on profit 
from changed and reclassified P&L. Only core NOPAT is forecasted – non-core items are used in historical 
analysis. The analytical P&L can be found in table 9 below:  

Table 9 

 
 

6.2.6 Formulation of Analytical Balance Sheet  
The purpose of the analytical BS is to separate finance activities from operating activities hereby showing 
which assets creates recurring value for STG. The Net interest-bearing debt is calculated in order to 
determine the amount of interest-bearing external financing that is needed to finance the operating activities. 
Some items in the balance sheet can be classified as both financial and operational based on its 
characteristics.  

Analytical P&L ‐ DK Million 2011 2012 2013 2014 2015
Effective Tax Rate ‐25,23% ‐24,53% ‐13,93% ‐21,35% ‐21,66%

Net sales 5.471,5      5.978,0          5.925,3          6.126,0          6.732,3          
Operating Expenses 4.510,6 ‐     4.948,1 ‐         5.070,5 ‐         5.210,6 ‐         5.765,3 ‐         
EBIT 960,9         1.029,9         854,8            915,4            967,0            

Taxes on EBIT (core) 242,5 ‐        252,7 ‐           119,0 ‐           195,4 ‐           209,5 ‐           
NOPAT (core) 718,4         777,3            735,8            719,9            757,5            

Other income (non‐core) 3,6             0,1                0,3                28,7              1,3                
Restructuring costs (non‐core) 98,0 ‐          1,1 ‐               0,2 ‐               53,0 ‐             42,0 ‐             
Taxes on EBIT (non‐core) 23,8           0,2                0,0 ‐               5,2                8,8                
NOPAT (total) 647,9         776,5            735,9            700,8            725,6            

Net financial expenses 59,3 ‐          114,3 ‐           116,0 ‐           81,7 ‐             80,2 ‐             
Tax savings from debt financing 15,0           28,0              16,2              17,4              17,4              
Net financial expenses after tax 44,3 ‐          86,3 ‐             99,9 ‐             64,3 ‐             62,8 ‐             
Net earnings 603,5         690,2            636,0            636,6            662,8            
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Deferred income taxes assets- and liabilities: Deferred taxes can in some instances be interest-bearing, 
causing them to be financial accounting items. STG’s notes on deferred taxes (note 2.3) does not disclose 
any information on whether or not they are interest-bearing and they are therefore assumed not to bear 
interest, hence classified as operational.   
Other financial fixed assets: The line item is assumed to be interest-bearing as the underlying asset for STG 
typically is hedging-products. Not much other information about the line item is disclosed in the annual 
report. (STG 5, 2016)  
Other receivables and -liabilities: STG disclose in note 4.2, financial risks and instruments, that the 
positive and negative values of financial instruments are recognised in the line item Other Receivables and 
Other Liabilities (current- and non-current) (STG 5, 2016). As the line item is based on financial instruments, 
it will be characterised as a financing- asset and liability.   
Prepaid tax: Prepaid taxes is normally not interest bearing. STG do not disclose any information whether or 
not they are interest bearing, why it will be characterised as an operating asset. (STG 5, 2016)  
Other provisions current- and non-current: STG’s provisions mainly consist of restructuring costs 
according to note 3.6 in the annual report (STG 5, 2016). STG do not disclose any information of whether or 
not the provisions are interest-bearing. As the provisions do not seem to carry interest and is related to 
restructuring, which is an operational activity, the line item will be recognised as an operational liability.  

All classifications of operating and financing activities can be found in Appendix 18. The invested capital 
can now be calculated as:  

	 	  

	 , 

where  

The reformulation of the balance sheet into invested capital can be found below in table 10 and 11. The 
analytical P&L and BS will be the base for financial analysis (ratio analysis), trend analysis and forecasting 
in the following sections. 

Table 10 

 

DKK Million 2011 2012 2013 2014 2015
Total Assets 14.108,6        14.118,8        13.522,6        14.412,1        14.777,0        
Other financial fixed assets 4,6 ‐               0,8 ‐               0,7 ‐               0,6 ‐               0,6 ‐               
Other receivables 154,8 ‐           119,6 ‐           100,5 ‐           97,4 ‐             100,8 ‐           
Cash and bank 951,7 ‐           684,2 ‐           464,3 ‐           581,0 ‐           608,8 ‐           
Deferred income tax liabilities 559,9 ‐           582,2 ‐           519,3 ‐           661,3 ‐           702,0 ‐           
Other provisions, non‐current 98,9 ‐             96,6 ‐             45,5 ‐             38,9 ‐             41,7 ‐             
Trade payables, current 418,6 ‐           352,6 ‐           359,9 ‐           375,9 ‐           385,9 ‐           
Other provisions, current 49,3 ‐             32,7 ‐             41,2 ‐             44,1 ‐             21,1 ‐             

Invested Capital (O) 11.870,8       12.250,1       11.991,2       12.612,9       12.916,1       

Invested Capital (O)
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Table 11 

 

 

6.2.7 Formulation of Cash Flow Statement 
The cash flow formulation is based on NOPAT, change in Net Working Capital (NWC) and Net investment, 
which together gives the free cash flow to firm (FCFF). The FCFF is calculated for core operations and total. 
Afterwards, cash flow to equity (FCFE) is calculated by subtracting new net financial obligations (change in 
NIBD) and NFE. In order to ensure, that FCFF is calculated correctly, change in Invested Capital (IC) is 
subtracted from NOPAT in the bottom of the CF statement in a validity check. The cash flow can be found 
below in table 12:  

Table 12 

 
 

6.3 Profitability- and Credit Analysis 
The purpose of this section is to analyse STG’s profitability. Profitability is an important value driver for a 
company as it signals a company’s future survival and ability to deliver satisfying results for the shareholders 

DKK Million 2011 2012 2013 2014 2015
Share capital 100,0            100,0            100,0            100,0            100,0            
Reserve for hedging 44,2 ‐             92,3 ‐             63,1 ‐             67,6 ‐             30,3 ‐             
Reserve for currency translation 263,1            232,8            58,4 ‐             485,0            1.011,4          
Change in net profit from reclassification of lease 25,5              72,0              63,2              90,8              89,2              
Retained earnings 7.955,4          8.184,4          8.354,3          8.475,6          7.822,8          
Total equity 8.299,8         8.496,9         8.396,0         9.083,8         8.993,1         
Bank loans, non‐current 3.246,9          3.008,9          2.756,5          2.307,5          3.337,9          
Pension obligations 161,2            217,0            209,5            233,0            241,0            
Lease payment, non‐current 240,2            209,0            169,9            180,1            172,1            
Other liabilities, non‐current 37,9              85,7              56,9              47,4              37,1              
Bank loans, current 236,6            232,0            221,9            650,8            ‐                 
Corporate tax liabilities 122,5            148,2            170,9            93,9              79,5              
Lease payment, current 89,2              102,2            93,6              106,4            98,8              
Other liabilities, current 547,6            554,7            481,4            589,1            666,8            
Other financial fixed assets 4,6 ‐               0,8 ‐               0,7 ‐               0,6 ‐               0,6 ‐               
Other receivables 154,8 ‐           119,6 ‐           100,5 ‐           97,4 ‐             100,8 ‐           
Cash and bank 951,7 ‐           684,2 ‐           464,3 ‐           581,0 ‐           608,8 ‐           
Net Interest Bearing Debt (NIBD) 3.571,0         3.753,1         3.595,2         3.529,2         3.923,0         

Invested Capital (F) 11.870,8       12.250,1       11.991,2       12.612,9       12.916,1       

Invested Capital (F)

DKK Million 2012 2013 2014 2015
NOPAT, core 777,3         735,8         719,9         757,5         
+Depreciation 150,6         150,6         147,1         165,5         
+Amortisation 244,9         271,1         274,5         291,4         
‐ Change in NWC 367,9 ‐        103,3 ‐        5,9            21,9          
‐ Net investments 406,8 ‐        59,5 ‐         1.049,3 ‐    782,0 ‐        
= Free Cash flow to Firm (FCFF), core 398,0        994,7        98,2          454,3        
Other income (non‐core) 0,1            0,3            28,7          1,3            
Restructuring costs (non‐core) 1,1 ‐           0,2 ‐           53,0 ‐         42,0 ‐         
Taxes on EBIT (non‐core) 0,2            0,0 ‐           5,2            8,8            
= Free Cashflow to Firm (FCFF), total 397,3        994,8        79,1          422,4        
New Net Financial Liability 182,1         158,0 ‐        66,0 ‐         393,9         
Net Financial Expenses after tax 86,3 ‐         99,9 ‐         64,3 ‐         62,8 ‐         
Free cashflow to equity (FCFE) 493,1        736,9        51,2 ‐         753,5        
‐Dividends 412,0 ‐        382,0 ‐        1.327,0 ‐    500,0 ‐        
Cash Surplus 81,1          354,9        1.378,2 ‐    253,5        

FCFF, total check = NOPAT‐Change in IC 397,3         994,8         79,1          422,4         
Diff ‐             0,000         0,000         0,000 ‐        
Explanation OK Rounding Rounding Rounding

Cashflow statement
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(Petersen & Plenborg, 2012). The profitability section will also define parts of the base for future 
expectations and growth of the company in the forecast. The financial analysis will eventually be summed up 
in the SWOT analysis. The profitability analysis will be based on the Du Pont pyramid in order to analyse 
the interrelationships between ratios. The credit analysis will be based on short- and long term liquidity. The 
analysis will furthermore currency, interest and loans risk and close with a peer group analysis.   
Before analysing the profitability, the key line items will be analysed based on a 2011-index in order to set 
the scene of the analysis. Figure 18 shows the index of revenue, EBITDA, core NOPAT and Invested Capital 
for STG from 2011 to 2015. 

Figure 18 

 

Revenue has over the period grown to index 123 and from 2014 to 2015, STG grew 11 index points. STG 
have grown in all periods but 2013 where they saw a small drop of 1 pt. EBIT has overall grown to 106,7. 
The historical highest EBITDA was in 2012 with 106,9. In 2013 also the EBITDA dropped 11,2 pts., which 
may suggest STG are vulnerable to changes in revenue since cost may not change with revenue – further 
analysis will investigate this drop. NOPAT in 2015 is 105,4 which is an overall increase on 5,2 pts. from 
2014. Invested capital has grown to 106,7. This is an increase of 0,4 pts. from 2014. From above it can be 
concluded, that STG’s revenues have increased in a healthy manner across periods and that STG have been 
able to create smaller increases in the operating profit. The invested capital has however increased more than 
the profits, which may not be the healthiest development. Further analysis, through Du Pont, will show the 
causes of this development.  

The Du Pont pyramid and supporting ratios are used to analyse the profitability of a company. Overall, it 
shows the firm’s ability to create a return on its equity (ROE). The pyramid is divided in three levels each 
showing an extra layer of detail in explaining the ROE. The balance sheet shows the investment and 
financing at a certain point in time. The P&L shows the performance over a period of time. In order to 
compare apples with apples, the numbers in the balance sheet are averaged between primo and ultimo. This 
way, the balance sheet shows the average investment and financing over the same time period as the P&L 
shows the performance.   
Furthermore, all balance sheet numbers are excluding goodwill. This is done in order to calculate the 
underlying performance of the company. Goodwill is distorting the analysis as it includes the premium that 
STG have paid for companies – this is not a part of the historical operational performance, as STG pays a 
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price for a company’s ability to generate future earnings rather than for what the company already has 
generated. Goodwill is furthermore estimated through fair value, which is not the same as the capital 
invested in assets. Fair value estimates can for instance make a small (very good) investment in a brand 
inflate enormously in its goodwill-value which in turn increases the invested capital. If goodwill is included, 
it will reflect the market value of the goodwill rather than the capital invested in the goodwill. (Damodaran, 
2007).  

6.3.1 Profitability analysis 
The profitability analysis will be performed using the Du Pont pyramid starting out with the overall 
profitability measure Return on Equity (ROE) and then working the way down through the three levels in the 
pyramid. After analysing the three levels, a trend and common-size analysis is performed in order to dig 
deeper down in the profitability. Below figure gives an overview of the Du Pont pyramid.  

Figure 19 

 

Return on Equity (ROE)  
ROE measures the profitability when taking account for both operating and financial leverage. It is a 
measure for the equity-holders’ return on investment. 

Table 13 

 
STG’s ROE has during the period of analysis decreased from 8,2% to 7,7% on the core business (and to 
7.3% in total). This means that investors in 2015 for every DKK 100 invested received 7,7 DKK in return. 
The development is negative, but can be overlooked in the grand scheme. The trend should not decrease 
further before becoming unsatisfactory. The reason for the decline in ROE is a higher amount of equity along 
with stable profits. The small drop in ROE shows that STG haven’t fully been able to manage or reinvest the 
increasing equity in their operations in order to increase net profit. The development in ROE is relatively 
stable which is important in forecasts. Level 1 in the Du Pont model will analyse more in detail what drives 
the development in ROE.  

Level 1     
The development in ROE can be analysed through the operating profitability (ROIC), the financial leverage 
and the net borrowing rate after tax (NBC). ROE is calculated as:   

∗ 	   

Level 0 Level 1 Level 2 Level 3
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Intangible Assets, PPE, 
Inventory, Receivables etc.

Sales, COGS, Staff Costs, 
Depreciation etc.

NIBD

ROE

ROIC

Financial Leverage

ATO

Profit Margin

Equity

Ratio 2011 2012 2013 2014 2015 Trend
Return on equity (ROE), core ‐ 8,2% 7,5% 7,5% 7,7%

Return on equity (ROE), total ‐ 8,2% 7,5% 7,3% 7,3%

Level 0
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Table 14 

 

ROIC: ROIC shows the net operating profit after tax (NOPAT) relative to the invested capital and is 
therefore a measure on the operating profitability. ROIC is showing a downward trend, meaning that STG 
have generated a lower return on the invested capital over time. The ROIC in 2012 were 6,4% while it in 
2014 and 2015 is 5,9% on the core operations. The lower ROIC stems from a larger invested capital which 
during the period increased by DKK 700 million, while NOPAT in fact declined by DKK 20 million. This 
shows that even though STG have increased their investment with DKK 700 million they have not been able 
to capitalise it and increase the NOPAT.   

Financial leverage: Financial leverage shows the size of net interest-bearing debt compared to equity. The 
leverage is very stable and has during the period decreased slightly from 0,44 to 0,41. For 2015, it means that 
for each DKK 0,41 in debt, STG have DKK 1 in equity. From a liquidity point of view, this ratio is 
satisfactory as they are able to pay off their debt through the equity. The small drop in leverage comes from 
increasing equity. Equity has increased by DKK 640 million in the period while NIBD only increased by 
DKK 64 million. The lower leverage decreases the effect of the positive spread that STG have between 
ROIC and NBC. This should in turn decrease ROE if relative to an unchanged the spread.  

NBC: The net borrowing cost shows the relationship between net financial expenses after tax and NIBD. It 
can therefore be viewed as a proxy for the actual borrowing rate. There is however differences in terms of 
different deposit- and lending rates as well as currency- gains and losses on securities included in financial 
incomes/expenses. The core NBC has over time been stable at -2,1% while total NBC has decreased from -
2,4% to -1,7%. The decrease in total NBC will increase the ROE as the spread becomes larger. The 
improvement in NBC is however offset by a lower ROIC, meaning that the net-effect in spread only is 0,1%-
point – the spread increases from 4,1% to 4,2% implicating that STG are able to generate a return on the 
invested capital of 4,2% above the net borrowing costs. 

Level 2  
Table 31 shows the ratios and numbers relating to level 2 in the Du Pont model. 

Table 15 

 

Ratio 2011 2012 2013 2014 2015 Trend
Return on invested capital, (ROIC), core ‐ 6,4% 6,1% 5,9% 5,9%

Return on invested capital, (ROIC), total ‐ 6,4% 6,1% 5,7% 5,7%

Financial Leverage ‐ 0,44           0,43           0,41           0,41          
Net borrowing rate after tax (NBC), core ‐ ‐2,1% ‐1,9% ‐2,0% ‐2,1%
Net borrowing rate after tax (NBC), total ‐ ‐2,4% ‐2,7% ‐1,8% ‐1,7%
Spread (ROIC, core‐NBC) ‐ 4,4% 4,2% 3,8% 3,8%

Spread (ROIC, total‐NBC) ‐ 4,1% 3,4% 3,9% 4,0%

Effect of Spread x Financial Leverage ‐ 1,9% 1,8% 1,6% 1,6%

ROE 8,4% 7,9% 7,4% 7,5%

Level 1

Ratio 2011 2012 2013 2014 2015 Trend
Profit Margin (PM), core 13,1% 13,0% 12,4% 11,8% 11,3%

Profit Margin (PM), total 11,8% 13,0% 12,4% 11,4% 10,8%

Turnover rate of invested capital (ATO) ‐ 0,50            0,49            0,50            0,53            
Return on invested capital, (ROIC), core ‐ 6,4% 6,1% 5,9% 5,9%
Return on invested capital, (ROIC), total ‐ 6,4% 6,1% 5,7% 5,7%
Net Interest Bearing Debt (NIBD) ‐ 3.662,1       3.674,1       3.562,2       3.726,1       
Equity ‐ 8.398,4       8.446,5       8.739,9       9.038,4       
Financial Leverage ‐ 0,44            0,43            0,41            0,41            

Level 2
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PM: The profit margin expresses how much net operating profit after tax (NOPAT) a company can generate 
per DKK 1 revenue. The profit margin for STG is showing a downward trend meaning, that STG are 
generating less operating profit per revenue. Specifically, the margin drops from 13,1% to 11,3% across the 
period. This drop of 1,8% seems be one of the main reason for the drop in ROIC. The profit margin has 
dropped in all years in the core business. As shown initially, the revenue is increasing for STG, the drop in 
PM must insinuate that the costs in NOPAT is increasing at higher pace than revenue, hence lowering the 
margin.  

ATO: The turnover rate of invested capital expresses how of much revenue is generated from DKK 1 of 
invested capital why it is a measure of a company’s capital-utilisation. STG’s ATO is all in years close to 0,5 
meaning that they generate DKK 0,5 revenue per DKK 1 invested capital. The trend is upwards from 0,5 in 
2012 to 0,53 in 2015, which means that STG is getting better at generating revenue from the invested capital. 
As revenues are increasing, the higher ATO stems from the fact that the assets have great economies and 
scale – Revenues increases more than the invested capital needed to generate the revenue. The better capital 
utilisation in STG would in fact improve the ROIC, but due to the larger drop in PM, the ATO merely 
minimises the negative impact the shrinking operating profitability STG have on the ROIC. 

NIBD and Equity: Financial leverage is calculated based on the relative size of NIBD and Equity. As 
mentioned in level 1, the financial leverage is decreasing. The decrease is due to a larger equity, which stems 
from previous years’ profits that have not been paid out as dividends. Also, STG have a part of its assets 
located in subsidiaries in U.S. These assets must be revalued each year due to exchange-rate differences, and 
are thereby exposes STG to a translation risk. All revaluations are directly affecting equity. The increased 
leverage is two-fold and most of the effect can according to the statement of changes in equity be allocated to 
exchange rate differences. This line item has increased DKK 500 million in from 2012 to 2015. 

 

Level 3 - Drivers of Profit Margin  
The drivers of profit margin are based on the line items in the P&L. What makes the PM drop can therefore 
be identified through indexing and common-size –analysis of the P&L. The operating costs and sales are 
indexed while the whole analytical P&L is analysed through common-size of net sales. Both can be found 
below in table 16.  
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Table 16 

 

Revenue: STG have grown their net sales by 23% during the period. This seems like a healthy development 
over five years. It is however important to differentiate between different kinds of growth – especially for a 
company like STG that use acquisitions as a way to obtain market shares. Table 17 displays an overview of 
STG’s total-, organic-, acquisition- & non-recurring- and currency growth.  

Table 17 

 
 
The organic growth for STG is on average 1,7%. The growth has stagnated in 2015 with a 0,3% growth. An 
average growth on 1,7% does however seem healthy in light of the market conditions where markets 
generally are decreasing. The acquisitions have not generated a lot of additional revenues for STG – only 
2,3% and 5,3%12. 

Goods Sold and Gross Profit: From the common-size analysis, in table 16, it becomes clear, that the gross 
profit has decreased from 50,8% to 48,1%, which helps explaining the declining PM. The background for the 
increasing cost of goods sold can be identified through the development in the segment split of sales and 
gross margin seen in table 18.  

                                                            
12 5,3% is including exchange rate differences. The number excluding exchange differences is not disclosed by STG.  

Index (2011=100) 2011 2012 2013 2014 2015 Trend
Profit Margin (PM), core 13,1% 13,0% 12,4% 11,8% 11,3%
Net Sales 100,0          109,3          108,3          112,0          123,0          
Cost of goods sold 100,0          110,9          111,9          118,1          129,8          
Gross Profit 100,0          107,6          104,8          106,0          116,5          
Other external costs 100,0          110,2          116,7          106,2          115,8          
Staff costs 100,0          106,9          108,5          119,5          141,0          
Share of profit (loss) from associated companies 100,0          321,6          145,9          167,6          275,7          
Depreciation 100,0          92,5            92,5            90,4            101,7          
Amortisation 100,0          116,5          129,0          130,6          138,6          
Other income (non‐core) 100,0          2,8              8,3              797,2          36,1            
Restructuring costs (non‐core) 100,0          1,1              0,2              54,1            42,9            
Common‐size 2011 2012 2013 2014 2015 Trend
Net Sales 100,0% 100,0% 100,0% 100,0% 100,0%

Cost of goods sold ‐49,2% ‐50,0% ‐50,8% ‐51,9% ‐51,9%
Gross Profit 50,8% 50,0% 49,2% 48,1% 48,1%

Other external costs ‐15,8% ‐16,0% ‐17,1% ‐15,0% ‐14,9%
Staff costs ‐10,6% ‐10,4% ‐10,7% ‐11,4% ‐12,2%
Share of profit (loss) from associated companies 0,1% 0,2% 0,1% 0,1% 0,2%

EBITDA 24,4% 23,8% 21,5% 21,8% 21,2%

Depreciation ‐3,0% ‐2,5% ‐2,5% ‐2,4% ‐2,5%
EBITA 21,4% 21,3% 19,0% 19,4% 18,7%

Amortisation ‐3,8% ‐4,1% ‐4,6% ‐4,5% ‐4,3%
Earnings before interest and tax (CORE EBIT) 17,6% 17,2% 14,4% 14,9% 14,4%

Other income (non‐core) 0,1% 0,0% 0,0% 0,5% 0,0%

Restructuring costs (non‐core) ‐1,8% 0,0% 0,0% ‐0,9% ‐0,6%
Earnings before interest and tax (TOTAL EBIT) 15,8% 17,2% 14,4% 14,5% 13,8%

Taxes on EBIT (core) ‐4,4% ‐4,2% ‐2,0% ‐3,2% ‐3,1%
Taxes on EBIT (non‐core) 0,4% 0,0% 0,0% 0,1% 0,1%

NOPAT (total) 11,8% 13,0% 12,4% 11,4% 10,8%

Level 3 ‐ Profit Margin

2011 2012 2013 2014 2015 Trend
Revenue growth (incl. exchange rate, one‐off & acquisitions) N/A 9,3% ‐0,9% 3,4% 9,9%

Organic growth N/A 4,0% 1,7% 1,5% 0,3%

Acquisitions and non‐recurring growth N/A ‐1,2% 2,3% 0,0%

Currency exchange growth N/A ‐1,4% ‐0,4% 9,6%

Revenue growth

5,3%
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Table 18 

 

 
Own creation based on annual reports from STG 2011-2015 

The gross margin for all but pipe-tobacco is decreasing. Especially the margin for their best-selling product 
machine-made cigars is affected significantly. This margin has decreased by 4,2%-point from 2012 to 2015. 
The development in the revenue split has favoured the handmade cigars rather than machine made cigars, 
where STG are less profitable, since the handmade product has a lower gross margin. In comparison, the 
share of sales for fine-cut and pipe tobacco is steady. The margin for pipe-tobacco has increased by 5,2%-
point, but the share of sales is only 9,7%, meaning that the effect on total gross profit is little. Another reason 
for lower margins is the increasing share of sales through catalogue and online where prices are lower, why 
also margins decreases. Based above splits, it is clear the STG have not been able to keep their margins at the 
historical high levels while the split of revenues has shifted away from machine-made cigars towards the 
less-profitable handmade cigars. This is the main cause for the decreasing gross margin which also affects 
the shrinking PM. 

Other external costs: External costs have grown to index 115,8 during the 5-year period. Overall, these costs 
are decreasing relative to revenue as apparent in the common-size analysis. It is therefore assisting in 
increasing the profits. This can also be expected as the costs should be somewhat fixed why STG should 
benefit from economies of scale in this type of cost. Other external costs consist of trade & marketing, 
distribution, office expenses, fee to statutory auditor etc. (STG 5, 2016). 

Staff costs: Staff costs have increased by 41% since 2012 to DKK 820,9 million. This also means that the 
staff costs now are 12,2% relative to the revenue compared to 10,6% in 2012. This decreases the profit 
margin of STG and makes the improvement in external costs fade. One may wonder the need to increase 
staff costs this much as economies of scale should be apparent. This seems like an area where STG may be 
able to improve.  

Amortisation: Amortisation has increased by 40% during the last five years. The increase in amortisation is 
however increasing in almost the same pace as revenue. The common-size analysis shows that amortisation 
has increased from 3,8% to 4,4% of revenue. This negatively affects profits. 

Overall, the main drivers of a lower profit margin are the changed sales-mix with more sales of less 
profitable handmade cigars, a general drop in gross margin and increases in staff costs and amortisation. 
External costs have however showed beneficial opportunities in economies of scale and STG have overall 
had somewhat stable margins in the P&L and profits in all years. 

Level 3 – Drivers of Asset Turnover Rate   
The drivers of ATO are based on the development in the line items of invested capital. Similar to PM, the 
drivers of ATO will be identified through an index- and common-size analysis. It is also interesting to 

2011 2012 2013 2014 2015 Trend
Handmade cigars N/A 23,1% 23,1% 24,7% 28,7%

Machine made cigars N/A 43,4% 42,4% 42,4% 40,1%

Pipe Tobacco N/A 9,2% 9,6% 9,3% 9,3%

Fine‐cut tobacco N/A 8,2% 8,8% 9,2% 8,7%

Other N/A 16,2% 16,1% 14,5% 13,1%

Revenue split ‐ % of total sales

2011 2012 2013 2014 2015 Trend
Handmade cigars N/A 46,2% 44,1% 43,3% 43,6%

Machine made cigars N/A 55,0% 54,2% 51,7% 50,8%

Fine‐cut tobacco N/A 60,9% 58,6% 59,8% 60,1%

Pipe Tobacco N/A 53,3% 52,5% 53,4% 58,5%

Other N/A 34,4% 35,8% 35,0% 34,5%

Gross margin
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analyse the derived growth in invested capital as it will tell something about which assets STG invest in. The 
operating invested capital is analysed.  

Table 19 

 
 

STG have during the period only increased IC by 4%. This should be seen as a very positive development 
considering the fact that revenues have increased by 23%. This does in turn also improve the ATO as it 
increases from 0,50 to 0,53. The fact that STG have been able to have this development may be a sign of 
STG having plenty of free capacity available. The days at hand also decreases by 35 days during the period 
to 450. This number is seemingly still very large. A more detailed explanation for the change in invested 
capital will now be analysed. 

Intangible Assets: Intangible assets are decreasing during the time period. Overall, the decrease is 6%, which 
also reduces the days on hand by 38 days to 190 days, with trademarks driving the improvement. Trademarks 

Drivers of Asset Turnover Rate (ATO) Trend

Average Balancesheet numbers 11/12 12/13 13/14 14/15 11/12 12/13 13/14 14/15
Turnover rate of Invested Capital 0,50 0,49 0,50 0,53
Trademarks 100 94 91 93 210 199 188 174

IT software ‐ 100 165 117 ‐ 3 5 3

Other intangible assets 100 114 86 80 18 21 15 13

Intangible assets 100 97 93 94 228 222 208 190

Land and buildings 100 100 108 118 35 35 37 36

Plant and machinery 100 95 107 124 16 15 17 18

Equipment, tools and fixture 100 112 128 147 4 4 5 5

Leased assets 100 96 95 100 22 22 21 20

Leasehold improvements 100 135 163 184 1 2 2 2

Construction in progress 100 190 186 156 4 8 7 6

Property, plant and equipment 100 103 110 118 82 85 88 86

Investment in associated companies 100 100 102 116 6 6 6 6

Deferred income tax assets 100 89 133 160 6 5 7 8

Financial fixed assets 100 95 117 138 12 11 14 15

Fixed assets 100 98 99 102 322 319 310 291

Inventories 100 105 111 112 164 173 177 163

Trade receivables  100 100 91 91 54 54 48 44

Receivables from affiliated companies 100 76 6 5 2 1 0 0

Prepaid tax 100 124 139 162 7 9 9 10

Prepayments 100 110 109 133 3 3 3 3

Total receivables 100 102 94 98 65 67 60 57

Current assets 100 104 106 108 229 240 237 220

Total Operational Assets 100 101 102 104 551 560 547 510

Deferred income tax liabilities 100 96 103 119 34 33 35 36

Other provisions, non‐current 100 73 43 41 6 4 2 2

Trade payables, current 100 92 95 99 23 22 22 20

Other provisions, current 100 90 104 80 2 2 3 2

Total Non‐interest‐bearing Debt 100 93 95 104 66 62 61 61

Invested Capital 100 102 103 104 485 498 486 450

Index (2012=100) Days on hand
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decrease 36 days. This improvement is more than the total improvement in days on hand on invested capital. 
Other line items must therefore have increased.  

Property, Plant & Equipment: The line items have increased 18% during the five-year period. Analysing 
days on hand shows, that it has increased from 82 to 86 days. The main increase is found in land, building, 
plant and machinery, which seem peculiar as two factories have been divested in the same period. On the 
other hand, STG have invested in flexible machines in order to live up to the TPD labelling regulation which 
may offset the divestment.  

Financial Fixed Assets: Financial fixed assets have increased 38% during the period, which is an increase in 
days on hand of 3 days (from 12 to 15). It is not a significantly large line item and the main source of 
increase is found in deferred taxes.  

Non-Interest-bearing debt: Non-interest-bearing debt is increasing by 4% during the period. The increase is 
mainly in deferred taxes. Trade payables have decreased from 23 to 20 days meaning that they now only get 
20 days of credit on average. The days on hand decreases 5 days.  

Overall, STG are good at managing their invested capital. There is only a very small increase in invested 
capital in a period where revenues increased 23%. STG have been able to reduce the days on hand by 25 
days. Especially, intangible assets have improved. One could argue that the decrease in non-interest-bearing 
debt is negative, as the debt seems to have been substituted with interest bearing debt or equity, which 
requires a return. The development is however still positive which also result in a better asset turnover ratio.  

 

6.3.2 Liquidity Analysis 
Liquidity management is an area that easily can make or break a business. The idiom “Cash Is King” holds 
very much true and is applicable to every type of industry and business. Without proper liquidity 
management, companies may miss investment opportunities, be forced to liquidate profitable businesses, 
neglect their debt liabilities or lose credibility, which eventually can lead to bankruptcy. For this reason, the 
short- and long term liquidity risks will be analysed. It is however important to keep the utility- and 
shortcomings of liquidity ratios in mind. The ratios are useful for a quick overview and analysis of a 
company, but lack some qualities, as they are backward looking and less useful in the absence of an 
appropriate benchmark. This section will contribute to the final systematic risk evaluation of STG. 

Short Term Liquidity Risks  
Ratios showing the short term liquidity risk for STG can be found in table 20 below. 

Table 20 

 

2011‐2012  2012‐2013  2013‐2014  2014‐2015 
Net working capital 1.887,2        2.126,2        2.017,7        2.105,9       
Turnover rate of NWC 3,17              2,79              3,04              3,20             
Days on hand (ATO ‐ calc. with NWC) 113,7            129,2            118,6            112,6           
Inventory turnover rate 2,20              2,08              2,03              2,21             
Current ratio 2,86              3,12              2,68              2,84             
Quick ratio 0,18              0,27              0,17              0,17             
CFO to short term debt ratio 84,0% 99,6% 126,1% 57,9%

Liquidity Ratios ‐ Short term (Avg. Numbers)
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When analysing STG’s short term liquidity ratios, it quickly becomes apparent, that the ratios have been very 
stable across the last four years. The Net Working Capital (NWC) has an increasing trend, but this appears to 
be in line with the generated revenue, which is reflected in the development of its turnover rate. As a result, it 
corresponds to a NWC days on hand ratio of approximately 120, which means that it takes STG 120 days to 
convert its Net Working Capital to cash. This seems as a slightly low rate.  

The inventory turnover ratio is floating a bit above 2. Generally, STG are tying a lot of capital in inventories, 
and a turnover rate of 2 is considered to be low. In a liquidity perspective, such low ratio is restraining the 
cash flow, and a more lean operation could increase the effectiveness, which in turn would increase the cash 
generation and liquidity.  

When looking at the current ratio and quick ratio, they tell two different stories. Initially, the current ratio is 
looking nice and bolstered around 3, and STG are as such able to cover their current liabilities with their 
current assets three times. The quick ratio shows a different picture. The ratio is calculated similar to the 
current ratio but the uncertain short term assets are filtered out. The quick ratio shows that STG only is able 
to pay 0,2 of the short term obligations from the readily available short term assets. It would preferably be 
higher, in order to perfectly hedge for market and industry-wide disruptions. While the tobacco industry in 
general appears to be quite resilient against business cycles, the specific market for STG, cigars and other 
tobacco, seems a bit more sensitive and is arguably exposed to stronger substitutes as described in section 
5.2.1. These conditions would suggest that a higher quick ratio would be much preferable. The large 
difference between current and quick ratio can primarily be attributed to the large inventory of STG, which 
again reinforces the perspective of large cash bindings in the inventory, as this item represents 94% of the 
total current assets. Such a high inventory seems excessive, and STG have also a declared strategic goal of 
decreasing their inventories (STG 5, 2016). The main reason behind this build-up in inventory stems from an 
operational standpoint where STG are converting their business into the new regulatory standards of the 
European Tobacco Products Directive (STG 5, 2016).  

Instead of measuring the company’s ability to cover its short-term liabilities based on its current assets, it 
intuitively makes more sense to measure it based on the company’s cash flow, as the assessment of the 
current assets’ liquidity is avoided. For this purpose the cash flow from operations will be applied, and will 
serve as an indicator of the cash available. This ratio is a bit more fluctuating, but has showed high coverage 
percentages from 60% upwards to 120%. This level of cash coverage to its current debt is quite satisfying, 
but also a necessity as STG seeks to adopt a financial policy that includes paying out 70% of their 
consolidated net profit as dividend each year (STG 5, 2016).  

It must be mentioned that some of the overall changes in ratios to some degree could be a result of currency 
fluctuation, which have been reflected in the balance sheet. It has not been possible to correct for these 
changes due to lack of information. Overall, the short-term liquidity for STG seems to be stable with a 
relatively low inherent risk.  

Long-term Liquidity Risk   
The long-term liquidity risk of STG is reflected in the solvency ratio, interest coverage ratio and cash flow to 
debt ratio. A ratio on capital expenditures could be included, but this item is arguably highly transitory, 
unreliable and therefore out of scope for this analysis due to acquisitions of brands and divestments of 
factories. Table 21 below shows the long-term liquidity ratios.  
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Table 21 

 

A solvency ratio of 0,71 is at first glance quite high, but needs to be compared to the quality of assets. An 
example of this could be the significant amount of goodwill, which STG holds. In the event, that the 
intangible assets got fully amortised, it would only tear on half of the total equity. For this reason, and the 
high solvency ratio in general, this thesis finds the solvency risk to be quite low. It shall be noted, that 
historic market values of equity have not been available for STG, and book values have therefore been 
applied as a proxy to calculate the solvency ratio and financial leverage. However, the discrepancy is easy to 
overlook, as the current solvency ratio calculated with market values on the 8th of April 2016 was 0,73.  

The interest coverage ratio measures STG’s ability to meet its financial expenses. The ratio has both been 
constructed on NOPAT and Cash Flow from Operations. This thesis finds that the cash ratio is reflecting the 
underlying ability to cover the interests better, while the NOPAT ratio, to a higher degree, is a general ratio 
that indicates how well its operating ability is compared to interest expenses. STG’s coverage ratio around 10 
is excellent, and the interest expenses are therefore having a low burden on STG why they should have no 
problem releasing cash for dividend pay-outs and investments.  

Finally, the ratio for cash flow from operations to entire debt is calculated, and exhibits a company’s ability 
to pay its entire debt in a single year. This ratio is a bit volatile for STG, due to fluctuations in the Operating 
Cash Flow. In general, the ratio is circulating around 0,2, which is reckoned to be a safe level.  

The long-term liquidity risk for STG is believed to be relatively low. They have decent operating earnings to 
support their liquidity along with cash flows. Also, they have had a stable development in their solvency 
ratio and a nice buffer in the respective coverage ratios.  

Both the short- and long term liquidity risk and financial leverage risk is considered to be quite low. Overall, 
the risk herein will, on a scale from 1 to 5, be considered 1,5. 

 

6.3.3 Currency-, Interest- and Loan Risk 
The short- and long-term financial liquidity will support below analysis of loan-, interest- and currency risks 
in establishing a comprehensive image of the financial risks inherent in STG. Having an external perspective 
of analysis (as this thesis has) will however abstain from conducting a full loan-analysis since the 
information is not available.  

Currency risk  
STG have several operations in various countries and are therefore exposed to different currencies, both 
through sales and in the intrinsic value of their subsidiaries. For this reason, STG are following several 
currencies13 to properly hedge towards these transactions and translation risks (STG 2, 2015). STG have a 
large amount of activity in the euro, but this risk is automatically hedged through the Danish fiscal policy 
                                                            
13 STG are following: USD, NOK, SEK, GBP, CAD, AUD, CHF, PLN, RUB and IDR (STG 5, 2015) 

2011‐2012  2012‐2013  2013‐2014  2014‐2015 
Financial leverage 0,44              0,43              0,41              0,41             
Solvency ratio 0,70              0,70              0,71              0,71             
Interest coverage ratio, core 9,0                 7,4                 11,2              12,1             
Interest coverage ratio (cash), core 9,9                 10,0              23,6              10,5             
CFO to debt ratio, core 0,23              0,27              0,43              0,18             

Liquidity Ratios ‐ Long term (Avg. Numbers)
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with a fixed rate towards the euro. After the third quarter in 2015, STG had a revenue-split in U.S. Dollar, 
Euro and the Danish Krone of 43.1%, 33.6% and 6.0% respectively. These currencies are also applying to 
the vast majority of costs of goods sold (STG 2, 2015). Transaction risks are largely hedged by STG through 
financial instruments such as options and forward contracts. However, the currency risk incurred from the 
date of a sale to the date of receiving the payment is recognised in financial expenses and income on the 
financial statement and is not hedged by STG. This is however believed to be a minor risk, which is 
reinforced by the small the size of the financial income item. The item fluctuates between DKK 0 and DKK 
+/- 25 million. (STG 5, 2016)  
In addition to the transaction risks, STG are also exposed to translation risks on the balance sheet, i.e. the 
currency risk on the value of assets. This applies to their foreign subsidiaries, and these changes are 
recognised in the comprehensive income statement.  STG are not hedging this risk, but they hold borrowings 
in foreign currencies to minimise its volatility. (STG 5, 2016) The risks are believed to be quite substantial 
herein.  

Interest- and Loan risks  
STG have debt and are exposed to interest risk through interest fluctuations. Fluctuating interest rates have 
effect on earnings, value of- assets and liabilities as well as the present value of future cash flows. STG are 
hedging this risk through interest rate derivatives such as interest rate swaps (STG 5, 2016). Having this 
hedge, the balance sheet risk is the only risk apparent and changes in the interest rate would only affect the 
comprehensive income, which in turn affects the equity and assets.   
Both the currency, interest rate and loan risks are considered to be underwhelming. STG are employing a lot 
of hedging, to keep their operations and financials stable. The largest risk lies within the translation risk, 
where large fluctuations in foreign currency might reflect itself on the balance sheet. Overall, the risk herein 
will be, on a scale from 1 to 5, considered to be 2.  

 

6.4 Peer Group Analysis 
In appointing a peer group, it is important that the selected companies are as comparable as possible. Often, 
it is not possible to meet this criterion, as larger companies often have different products and different 
geographic segments. This also applies to the selection of peer groups to STG. The analysis of peer selection 
can be found in Appendix 7 along with the comparison of accounting policies. Table 22 below shows key 
ratio for STG and selected peers. 

Table 22 

 

Currency in DKKm STG BAT Imperial Altria Heineken Avg.
Invested Capital (Excl. Goodwill) 8.409,8 175.936,0 150.415,2 160.066,6 121.356,9 123.236,9

Revenue 6.732,3 129.148,2 251.314,9 166.297,7 152.624,4 141.223,5

EBITDA Margin 18,5% 56,2% 32,8% 39,2% 22,8% 33,9%

EBIT Margin 14,0% 34,3% 7,4% 33,0% 15,0% 20,7%

NOPAT 757,5 34.176,3 18.205,0 35.655,8 17.261,8 21.211,3

Profit Margin 11,3% 26,5% 7,2% 21,4% 11,3% 15,5%

Turnover Rate of Invested Capital 0,80 0,73 1,67 1,04 1,26 1,10

ROIC  9,0% 19,4% 12,1% 22,3% 14,2% 15,4%

Solvency Ratio (Market values) 0,65 0,75 0,59 0,81 0,62 0,68

Current Ratio 3,82 1,09 0,82 0,86 0,69 1,46

NWC / Revenue 0,35 0,42 0,16 0,07 0,15 0,23

NWC / NOPAT 3,14 1,57 2,23 0,32 1,29 1,71

Inventory / Revenue 0,40 0,30 0,10 0,08 0,08 0,19

Consolidated Peer Group Ratios
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When analysing the ratios in table 22, many interesting findings can be derived and some questions will 
naturally arise. One of the most telling figures in establishing a comparable analysis will be to look at the 
ability to generate abnormal profits. This is generally measured by Economic Value Added (EVA) or 
Residual Income (RI). In this table, ROIC will be used as a proxy for EVA with the assumption of the 
respective WACC being similar among the companies. Moreover, it shall be noted that the Invested Capital 
applied is excluding goodwill. This justification is outlined in section 6.3. In a peer perspective, the ROIC 
indicates that STG is generally performing worse than their peers from a combination of a poor turnover rate 
on their invested capital and a mediocre profit margin.   
The mediocre profit margin implies that the NOPAT generated is low compared to the total revenue, 
meaning that STG either have ineffective operations or low revenue. As an explanatory factor, the gross 
margin for STG is lower than that of their peers. This means that the variable costs associated with 
generating revenue is higher for STG compared to peers. As STG primarily is a manufacturer of cigars who 
has a lower margin than e.g. cigarettes, this is expected. The inventory is also supposedly larger as the 
production of cigars is more expensive than cigarettes. E.g. an inventory full of ready handmade-cigars 
would also include the higher labour costs in the production which all else equal would be more expensive 
than producing an inventory of (capital intensive) cigarettes. Overall, STG are assumed to have a lower gross 
margin compared to their peers, who have significant cigarette manufacturing.  

The poor turnover rate of invested capital implies that STG are employing too much capital to generate their 
revenue compared to peers, which again leads to less effective operations. It appears that STG are tying up a 
lot of short term capital in the business based on the Net Working Capital and Inventory ratios compared to 
Revenue. STG are especially tying up a lot of capital in the inventory compared to their peers. STG is worst 
in class with a 0,4 ratio, while the average for peers is 0,19.  This can again be allotted to the cigar-
manufacturing properties of STG. Secondly, due to their massive online presence in U.S.A through Cigars 
International and Pipes & Cigars it is necessary for them to keep a large inventory, not only for their own 
products, but also for other competitors’ products that they are tunnelling through their online channels. The 
large current assets may simply also be due to ineffective operations, which STG are addressing in their 
recent strategy action plan. In general, it appears that STG are tying a lot of capital in their current assets 
compared to their peers, which is also reflected in the current ratio. A high current ratio is great for the short-
term liquidity risk, but as seen, can be harmful for the profitability ratios.  

The easiest way to improve the ROIC is by decreasing the costs of operations, thus being more profitable. 
This is also a parameter on which a company has a great deal of controllability of. Overall, it appears that 
STG have, relative to their peers, less effective operations. The size of the peers compared to STG arguably 
has an effect, as the peers have the scale to utilise their operations more efficiently. Still, STG look weak in 
the light of competitors’ performance. 
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7 SWOT 
This section will provide an overview and summary of the most important strengths, weaknesses, 
opportunities and threats of STG. This analysis is built on the external analyses of the industry conducted in 
section 5.1, the strategic industry analysis in section 5.2, the internal analysis in section 5.3 and profitability 
analysis in section 6.3.  Figure 20 below gives an overview of the key elements in STG’s SWOT. 

Figure 20 

 

7.1 Strengths 
Leading position in U.S. online- and catalogue sales: STG owns and operates the largest online-/catalogue 
retailer in the U.S. This is clear strength for STG as it makes them less dependent on retailers and gives them 
the possibility to catch more customers as the online segment is growing significantly. The position may 
prove as a possibility for organic growth and decreasing the buyer’s power in the handmade cigar segment.  

Strong portfolio of well-known brands on local-, regional- and global level: The great variety of brands 
owned by STG decrease their operational- and geographical risk. They are not dependent on the revenues 
from a single brand and they sell to a wide range of consumer segments at different price points. This also 
means that customers who switch to less/more pricy brands or other products are likely to keep buying an 
STG product – the portfolio makes STG able to retain customers and attract smokers from other categories. 
STG also have a range of well-known brands and have outperformed less known brands. The portfolio of 
brands therefore both decreases the risk and enhances their ability to grow. 

Strong and agile legal workforce: STG have from time to time proven their ability to meet regulatory 
requirements timely giving them license to operate. It is believed that an effective legal department can 
decrease/eliminate the risk of not being allowed to sell products in countries due to incompliancy. It can also 
be used as a competitive advantage in gaining market shares if competitors are unable to meet requirements. 
The strength should therefore be seen as a way to reduce the operational risk and a way to increase sales in 
countries with changing legal requirements.  

Strong cash generation, stable earnings and dividends: STG have exhibited very stable earnings and 
ratios. It therefore seems that the risk of large changes in earnings is little, which in turn makes it easier to 
forecast earnings. STG have also shown an excellent ability to generate cash. Free cash flow to firm is 
almost equal to NOPAT, which seems impressing. Strong cash generation is also important for a company 
like STG who promise a high dividend pay-out ratio (STG 5, 2016). The high pay-out ratio is also something 

Strenghts (S) Weaknesses (W)

‐ Leading position in U.S. online‐ and catalogue sales ‐ Uncertainty of ownership of key cigar trademarks in the U.S

‐ Strong portfolio of well‐known brands on local‐, regional‐ and global level ‐ Low returns compared to peers and decreasing profit margin

‐ Strong and agile legal workforce ‐ Poor use of invested capital

‐ Strong cash generation, stable earnings and dividends

Opportunities (O) Threats (T)

‐ Loyal‐ and price‐insensitive consumers in key product‐segments ‐ Removal of the Cuban trade embargo gives Cubatabaco entrance to the U.S. market

‐ Low power of suppliers and buyers increases the opportunity to increase sales and 
minimise costs

‐ Increasing health awareness and higher taxes

‐ Increasing volumes and prices in the U.S. Market for cigars
‐ Increasing regulation can increase the administrative burden and create risk of losing 
license to operate
‐ Diminishing volumes or slow growth in Europe for all products and U.S. for Other 
Tobacco Products

SWOT ANALYSIS ‐ STG
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that STG have delivered constantly which serves as a signal of confidence in future profits. (Brealey, Myers 
& Allen, 2014) 

Other strengths worth mentioning include STG’s knowledge and scale to successfully integrate acquisitions 
along with a strong liquidity position.  

 

7.2 Weaknesses 
Uncertainty of ownership of key cigar trademarks in the U.S: STG have on-going disputes of ownership 
of the key trademark COHIBA and the smaller La Gloria Cubana. If STG lose the trial, they will lose an 
important trademark in U.S. leading to dropping sales, write-downs and heavy lawsuit costs (if ended after 
2020, otherwise Swedish Match will cover the lawsuit costs). The uncertainty of ownership creates a higher 
risk for STG. 

Low returns compared to peers and decreasing profit margin: STG are generating a considerably lower 
return on invested capital relative to peers. The profit margin is also second lowest after Imperial. Imperial 
may however be considered the company most comparable with STG in terms of products. Still, it does not 
seem satisfying with a profit margin of 11,3%. Furthermore, the PM has been decreasing due to a larger part 
of sales stemming from online-sales and the less profitable handmade cigar compared to e.g. fine-cut tobacco 
or machine-made cigars.  

Poor use of invested capital: STG does not seem to have a very effective use of its capital – they employ a 
lot of capital to generate their revenues. Peers in general seem to perform better. It also seems that STG are 
tying a significant amount of money in the inventories. The inventory’s days on hand are around 160 days, 
which STG should focus on reducing. STG recognises this and aims to reduce their DKK 3 billion inventory 
by DKK 500 million.  

Another weakness worth mentioning is STG’s historical failure to meet efficiency measures and lack of 
ambition. This will be touched upon in the sensitivity analysis of section 9. 

 

7.3 Opportunities 
Loyal- and price-insensitive consumers in key product-segments: The consumers in the handmade cigar- 
and pipe tobacco segment have proven to be insensitive to changes in price. Consumers of machine-made 
cigars value taste, brand and quality over price when choosing a product.  Consumers of machine-made 
cigars and pipe tobacco are also fairly loyal. These segment-characteristics give STG the possibility of 
increasing prices without facing the risk of losing significant market shares. Pricing is therefore a very 
important driver of growth. 

Low power of suppliers and buyers increases the opportunity to increase sales and minimise costs: The 
suppliers in the two industries are very scattered and small giving them little bargaining power against the 
large tobacco corporations. This gives STG the possibility to bargain for low prices/higher quality. A similar 
situation is found around the retailers of tobacco who have little bargaining power, thus giving STG the 
possibility to increase prices. The loyalty among consumers should also result in that retailers more easily 
can pass on higher costs to consumers which may make them more willing to face higher costs themselves. 
The supplier- and buyer power does not seem to change any time going forward making the tobacco industry 
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fairly stable. The little fluctuation in the price of raw materials makes forecasting easier and lowers the 
operational risk for STG.  

Increasing volumes and prices in the U.S. Market for cigars: The U.S. market for cigars is increasing 
both in terms of volume and value. The handmade cigar segment, where STG are market leader, is increasing 
in value and volume by respectively 2,28% and 0,76% per year. The machine-made cigar segment is 
increasing by 1,11% in value and 0,58 in volume per year.  The increasing U.S. market creates opportunities 
for top-line growth for STG. 

 

7.4 Threats 
Removal of the Cuban trade embargo gives Cubatabaco entrance to the U.S. market: The Cuban cigars 
are well-known all around the world for their high quality. If the Cuban trade embargo is removed, 
Cubatabaco can enter the market and gain large market shares from STG. As it is not certain whether or not 
the embargo is removed, it is impossible to include in a forecast. Instead, the risk on STG is higher and the 
threat will affect the WACC. The scenario of an embargo removal will also be analysed in detail in the 
scenario-analysis in section 10.1.  

Increasing health awareness and higher taxes: In all but one key market in Europe, the taxes are projected 
to increase in the coming years. This combined with overall increasing health awareness may force more 
smokers out of smoking. The high prices and awareness may also scare people away from starting to smoke. 
This threat will affect the sustainable growth factor in the terminal period downwards. So far, Cigars have 
very much been overlooked in terms of damage to health, taxation and regulation. It may only be a matter of 
time before heavier regulation on cigars will be apparent. The environment may also keep questioning the 
ethical issues around the tobacco industry. This could in turn create a heavier CSR burden for STG. Already 
now, pension funds in Denmark are selling off investments in the tobacco industry as their ethical reputation 
is questioned. This trend may become more apparent in the future decreasing the attractiveness of investment 
opportunities in the industry. Overall, the ethical issues towards tobacco may increase in the future putting 
higher risk on STG. 

Increasing regulation in general can increase the administrative burden of being compliant and create 
risk of losing license to operate: The markets are in general getting more regulated. The European TPD 
regulation is currently being implemented in each European country. Each country may have different 
requirements, which can create increased costs of production (labelling), write-offs on incompliant products, 
increased administrative burden or cause STG to lose their license to operate. In general, the increased 
regulation increases the risk on STG.  

Diminishing volumes or slow growth in Europe for all products and U.S. for Other Tobacco Products: 
The tobacco industry in Europe is generally stagnating or declining. The volume of Fine-cut tobacco grows 
by 0,04% per year, Pipe tobacco by 0,05%, Machine-made cigars by -3,82% and Handmade cigars by -
1,25% per year in terms of volume. The U.S. Fine-cut tobacco market is diminishing by -4,53% and Pipe 
tobacco by -3,16% per year in terms of volume. These poor market conditions will affect STG’s cash flows 
in the forecast.  
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8 Valuation of Scandinavian Tobacco Group 
This section will cover the valuation of STG. The section will start out with a forecast of future cash flows in 
order to determine where and how much value is expected to be generated in the future. Afterwards, the 
average weighted cost of capital (WACC) will be calculated which is the second input used to discount the 
cash flows in a valuation. Consequently, the value of STG will be calculated and hereafter compared in 
multiple-analysis in order to determine the sanity in calculations.   

 

8.1 Forecasting 
The purpose of this section is to create a forward-looking view on the financial statements of STG. The 
statements will be applied in the valuation of STG and will help to answer the problem formulation of STG’s 
fair value the 8th of April. The forecasting will draw upon previous analysis and the SWOT analysis in order 
to determine the future business potential and performance of STG. The forecast is based on the underlying 
business while the potential strategic cost savings for STG is estimated separately in the valuation section, 
section 8.3.2. The forecast is based on a sales-driven forecasting approach (Petersen & Plenborg, 2012) 

 

8.1.1 Time Horizon and Detail-Level in Forecasting 
The explicit forecasting period will stretch four years (2016 to 2019), as this is the period of which reliable 
information of forecasted market growth is available for. The year 2020 will be the period used as terminal 
period. Creating a longer forecast-horizon has the possibility to create a much higher degree of uncertainty in 
the forecasts, as no market information is available. It seems vital to have reliable information in an industry 
like the tobacco industry, which is very heavily regulated, and more regulations may arise in the future that 
will affect cash flow opportunities and risk.  

 

8.1.2 Value Drivers 
Value driver 1 – Net sales growth: Sales are driven by a combination of market growth, brand-awareness of 
STG, trends in the market and the ability to increase prices. Historically, STG have had an organic growth of 
1,9% on average which will help serve the base for future organic growth in net sales. STG sell to several 
product-segments each facing different future market conditions, why net sales must be split and analysed 
per segment. The forecasts of market growth were presented in the industry analysis in section 5.2 and can 
be summed up in below table:  

Table 23 

 

In general there is a downward trend or status quo in the markets in which STG operate. STG do however 
have a significant market share in the growing U.S. market for handmade cigars. Furthermore, they own the 

 Volume Per 
Year (avg.) 

Value Per 
Year (avg.)

 Volume 
Total 

Value Total

Handmade Cigars Europe ‐1,3% ‐0,1% ‐5,0% ‐0,3%
Handmade Cigars North America 0,8% 2,3% 3,0% 9,1%

Machine‐manufactured Cigars Europe ‐3,8% ‐1,1% ‐15,3% ‐4,4%
Machine‐manufactured Cigars North America 0,6% 1,1% 2,3% 4,4%

Fine‐Cut Tobacco Europe 0,0% 2,4% 0,2% 9,8%

Fine‐Cut Tobacco North America ‐4,5% ‐2,5% ‐18,1% ‐10,2%
Pipe Tobacco Europe 0,1% ‐0,4% 0,2% ‐1,6%
Pipe Tobacco North America ‐3,2% ‐1,1% ‐12,6% ‐4,5%

Forecast (2016‐2019)



 

61 
 

largest online channel for handmade cigars, Cigars International, and STG can therefore expect major 
increases in volumes in the segment due to the general market growth and the increasing online-trend. STG 
have historically been able to raise prices without losing market shares, which they also will benefit from 
going forward due to the high brand-awareness of STG’s cigars. In 2015, prices grew 1,7% while volume 
grew 6,6% organically for handmade cigars (STG 5, 2016). Given the market conditions of a 0,8% volume 
growth and 2,3% value growth in the U.S. key market plus STG’s strong position in the handmade cigar 
segment (both brand- and online-channel wise) the growth in the explicit forecast period is set to 5% per 
year. The growth is higher than the overall growth meaning that they will outperform the market – this is due 
to the strong position online (and in catalogues), where STG can be expected sell a quite substantial part of 
all cigars. 

 The segment for machine-made cigars is decreasing in Europe where STG sells the majority of machine-
made cigars. It is believed that STG cannot avoid losing volumes in the European market due to the 
forecasted decreasing market-volumes. STG will however minimise the impact on sales through effective 
pricing strategies. As an example, STG managed to increase price/mix by 3,4% in 2015. (STG 5, 2016). 
Overall, STG’s net sales in the machine-made cigar segment are expected to decrease by -0,5%. 

STG are the market leader in the segment for pipe tobacco and they are gaining market shares through their 
strong brands. However, the market is pressured why the volumes are diminishing in the U.S. while the 
market is expected to be at a similar level in Europe. In 2015, STG grew 1,6% organically through a 6,7% 
improved price/mix and a decrease in volumes of 5,1% (STG 5, 2016). Even though the U.S. market is 
pressured, STG are experiencing growth through the online channel Pipes and Cigars with an expectation to 
continue growth in the future, which offsets the volume decrease in the U.S. It is therefore forecasted that 
Europe will experience a growth of 1% while U.S. only will increase by 0,5% due to the pressure on 
volumes. The markets are about equally the same size in terms of revenue for STG why the overall growth in 
pipe tobacco is expected to be 0,75%. 

The market for fine-cut tobacco is projected to be at a somewhat steady volume in Europe while it should be 
decreasing by 4,5% per year in U.S. In 2015, STG were also heavily hit by decreasing volumes as the sales 
overall fell by 6,0%. This was however offset by a better price/mix of 4,7%. A similar development with 
falling volumes partly offset by increases in price for the fine-cut tobacco segment is expected in the 
forecast. The increases in price can however not be as large as observed in other segment due to the price 
sensitivity among customers. STG are however experiencing growth in large parts of the huge Germany 
market where they put a lot of focus (STG 5, 2016). This may decrease the total impact, but the forecast of 
fine-cut is evenso forecasted to decrease by 1,5% per year in the explicit forecast period.  

The last segment for STG “Other” is assumed to follow the development from previous years. In 2015, the 
organic growth was -4,5% mainly due to a large decrease in contract manufacturing in Russia (STG 5, 2015). 
A negative development is expected in the future as well but not as significant. From 2012 to 2014, the 
growth was -2,7% and a similar state is expected in the forecast period why the growth is set to decrease by -
3% per year. 

The above assumptions of future growth is therefore the following: Handmade Cigars (5%), Machine-made 
Cigars (-0,5%), Pipe Tobacco (0,75%), Fine-Cut Tobacco (-1,5%) and Other (-3%). The overall organic 
growth and total sales are summed up in below table.  
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Table 24 

 

The organic growth is on average 0,905% in the explicit forecast period compared to 1,86% historically. The 
future growth is therefore only expected to be around the half of the historical growth but it is not believed 
that any higher growth is possible considering the market development. STG themselves expect a more 
optimistic top-line growth between 1 and 3% per year on medium term (STG 5, 2016). It is believed that 
both STG and this thesis agree on the fact that volumes will decrease in most segment – STG does however 
put more weight on their ability to increase prices.   

Terminal period – 2020: It is not expected that the regulatory requirements will increase during the explicit 
forecast period but rather in longer term. The increasing regulation is imposed to decrease smoking why 
volumes are expected to keep falling. The market for cigars have historically not been as regulated as for 
cigarettes but it does not seem likely that the regulation will be as strict as for cigarettes due to the low value 
of cigars (compared to total market) and the low consumption per person (compared to cigarettes). The 
situation in the tobacco market is quite unique – consumers somehow expect that the prices will increase in 
the future due to regulatory expectations which makes it easier for manufacturers to increase prices as well. 
One could however argue that it may not be possible to increase prices just as much in the future as it at 
some point will make more consumers exit the market. Overall, the volume will keep diminishing at the 
same pace while the prices will increase enough to offset the lower volume. The terminal growth will be 
lower than the historical, why the terminal growth is set to 0,5%.   

 

Value Driver 2 – Costs Of Goods Sold & Gross Margin: Costs Of Goods Sold (COGS) are driven by factors 
such as tobacco leaf, direct labour costs, maintenance of machines, indirect production costs as well as costs 
of buying finished goods (to sell through the online channels). The forecast of COGS is split in segments as 
each product carries different COGS and the development will differ over time.  

The price of the tobacco leaf was introduced in industry analysis of section 5.2. Historically, the price of 
tobacco has been stable. No considerable changes in the environment have been observed, which would 
warrant an affect in the tobacco price. The price of tobacco is therefore not considered to impact COGS 
upward or downward in the forecast period.  

The gross profit for handmade cigars have historically been decreasing from 44,1% to 43,6% from 2013-
2015 where the revenues have increased 40,4% in the same period. It is believed that the COGS are 
somewhat stable for the cigars, due to a labour-intensive production where economies of scale have little 
effect. An increasing part of STG’s sales are through online channels where they also sell brands they do not 
own – this should in turn make COGS increase as STG must buy more finished goods (which is assumed to 
be more expensive to buy than to produce yourself) than previously. When a larger part of sales are sold 
through online channels, the gross profit will decrease as COGS increases. The gross margin is overall 
projected to decrease slightly by 0,5% per year. This is a slower pace than historically due to the fact that the 
growth in online sales is projected to slow down relative to the historical +10% growth.  

Machine-made cigars have been experiencing a decreasing gross margin. The level has changed from 54,2% 
in 2012 to 50,8% in 2015. The trend is believed to continue but at a slower pace due to the divestments of 2 
factories in 2014 which also caused a slowdown of the diminishing margin. The trend will continue due to 

Revenues 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E
Organic Growth N/A 4,0% 1,7% 1,5% 0,3% 0,8% 0,9% 0,9% 1,0%

TOTAL 5471,5 5978,0 5925,3 6126,0 6732,3 6785,1 6843,7 6908,4 6979,4
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the fact that volumes are projected to decrease. Production of machine made cigars have larger potential of 
economies of scale implicating that decreasing volumes ultimately would result in lower performance of 
machines hence lower gross margins. The forecasted gross margin is projected to decrease by 1% per year.  

Pipe tobacco is, similar to machine-made cigars and fine-cut tobacco, very capital intensive and has the 
possibility to exploit increasing returns to scale. Historically, the margin has been fluctuating between 60,9% 
and 58,6%. In 2015, the margin was 60,1%, which was an increase of 0,3% from previous year. In the same 
period, STG experienced a decrease in volume of 5,1%. This makes little sense but is based on the fact that 
STG is selling products to higher margin countries such as U.S rather than low margin countries such as 
Nigeria and Iraq (STG 5, 2016). The margin for pipe tobacco is projected to be at 2015-level of 60,1% 
throughout the forecast period.  

STG have been able to increase the margin on fine-cut tobacco significantly during the observed time period. 
The gross margin has increased from 53,3% in 2012 to 58,5% in 2015. STG have shown that they can 
increase their gross margin even though the volumes are decreasing. Most part of the improvement stems 
from a termination of a third party contract in 2015 that yielded considerably lower margin than the other 
fine-cut products. Removing the effect of the contract-termination, the gross margin has been steady despite 
the lower volumes. It is therefore argued that STG can pertain the 2015-margin of 58,5% in the forecast 
period.  

The last segment, Other, has over time had a stable gross margin between 35,8% and 34,4%. In 2015, the 
margin was 34,5% and the same margin will be applied going forward.  

Overall, the consolidated gross margin for STG diminishes from 48,1% in 2015 to 46,9% in 2019:   
Table 25 

 
 

Value Driver 3 – Operating Expenses & EBITDA margin: The forecast of operating expenses is split in to 
two different parts: Firstly, Other External Costs & Staff Costs and secondly, Share of Profit (loss) from 
Associated Companies. 

Other External Cost consists of sales, marketing, distribution, office expenses, auditor-fee etc., while Staff 
Costs are all wages and salaries other than production wages (STG 5, 2016). The Staff Costs have increased 
throughout the historical period as seen in table 26. Other External Costs seem to follow the development in 
the revenue and have been quite stable at 14,9%-15,0% of revenue. Staff Costs have increased relative to 
revenues from 10,6% to 12,2%. It is however believed that the costs have increased relative to revenues due 
to the relative short lifetime of STG14 combined with acquisitions of companies. It is forecasted that the both 
cost types relative to revenues will stay at the 2015 level in the forecast period. This means that Other 
External Costs will be 14,9% while Staff Costs are 12,2% relative to revenue. The development is found in 
table 26 below: 

Table 26 

 
                                                            
14 STG was formed in 2010  

Gross Margin 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
Handmade cigars N/A 46,2% 44,1% 43,3% 43,6% 43,4% 43,1% 42,9% 42,7% 42,7%

Machine made cigars N/A 55,0% 54,2% 51,7% 50,8% 50,2% 49,7% 49,2% 48,8% 48,8%

Pipe Tobacco N/A 60,9% 58,6% 59,8% 60,1% 60,1% 60,1% 60,1% 60,1% 60,1%

Fine‐cut tobacco N/A 53,3% 52,5% 53,4% 58,5% 58,5% 58,5% 58,5% 58,5% 58,5%

Other N/A 34,4% 35,8% 35,0% 34,5% 34,5% 34,5% 34,5% 34,5% 34,5%

TOTAL N/A 50,0% 49,2% 48,1% 48,1% 47,8% 47,5% 47,2% 46,9% 46,9%

Operating expenses (% of Revenue) 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
Other external costs ‐15,8% ‐16,0% ‐17,1% ‐15,0% ‐14,9% ‐14,9% ‐14,9% ‐14,9% ‐14,9% ‐14,9%
Staff costs ‐10,6% ‐10,4% ‐10,7% ‐11,4% ‐12,2% ‐12,2% ‐12,2% ‐12,2% ‐12,2% ‐12,2%



 

64 
 

Share of Profit (loss) from Associated Companies comprise of the profit/loss from the company Caribbean 
Cigar who produces handmade cigars and tobacco leaf. The company has consequently showed profits each 
year and it therefore also forecasted to do so in the future. As the associated company only operates in the  
handmade cigar segment, the growth in Profit from Associated Companies will be forecasted with the 
estimated growth in net sales from handmade cigars (5% per year) times the forecasted gross margin for 
handmade-cigars (43,4%-42,7%).  

Other External Costs do, as mentioned, also cover marketing costs. Marketing costs can be assumed to be a 
form of maintenance of trademarks. This means that campaigns, posters and other kinds of marketing are 
used to expose consumer-segments to the trademark to make them buy the product in the future. Trademarks 
are defined as identifiable non-monetary and non-physical substance from which future economic benefits 
are expected (IAS 38, 2016). It is assumed that the economic benefit from the trademark only can be 
supported with the help of marketing costs. STG have a large portfolio of trademarks where strategic 
trademarks are impairment tested due to an indefinite lifetime while the remaining trademarks are amortised. 
It is believed that the marketing costs are related to the maintenance of the value of the trademarks – 
especially the strategic trademarks, which historically never have been written down. Circumstances of this 
thesis make it necessary to activate the maintenance costs of trademarks in the balance sheet. The marketing 
costs are assumed to be equal to amortisation of trademarks. Thus, the costs are removed from Other 
External Costs and activated as an investment in trademarks in the BS. A more detailed explanation for the 
activation of marketing costs can be found in the forecasting of trademarks.  

The above assumptions of forecasted operating expenses and activated marketing costs are summarised in 
table 27.  

Table 27 

 
 

Value Driver 4 – Amortisation: All intangible assets are amortised based on a percentage of the asset’s 
value.  Historically, amortisations have been at around DKK 280 million annually. The amortisations are 
split between Trademarks, IT Software and Other Intangible Assets. Trademarks are written down on a 
straight-line basis based on the estimated lifetime of the trademark. The lifetime of trademarks is unknown 
and it is therefore not possible to pinpoint the level of amortisations exactly. Instead, the 2015-level will be 
used going forward as this would be the closest estimate possible without creating bias. As a result, 
trademarks are amortised by DKK 213,8 million per year. IT software and Other Intangible Assets are 
amortised as a percentage of their respective line item. Historically, IT software have been amortised with 
between 50% and 102% of its ultimo value per year and will be amortised at the 2015-level going forward 
which is 102,39%. This appears to be a very aggressive and steep amortisation making the lifetime of IT 
software less than a year which seems a bit unrealistic. Even so, this may be the reality and the 2015-level of 
amortisations will be used in the forecast period. Other Intangible assets are amortised by 9,45% per year. 

Goodwill is not amortised but instead impairment tested annually. The impairment test has historically not 
shown any need to write down the goodwill hence none of the historical amortisations are related to 
goodwill. The value of goodwill is assumed to be equal to the carrying amount in 2015 in the entire forecast 
period. For this reason, goodwill is removed from invested capital in the valuation using the EVA-model in 

Operating Expenses
Other external costs
Staff costs
Share of profit (loss) from associated companies

Less activated "marketing" costs
Total

2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
1.004,1 ‐    1.012,0 ‐    1.020,7 ‐    1.030,4 ‐    1.041,0 ‐    1.046,2 ‐        
820,9 ‐       827,3 ‐       834,5 ‐       842,4 ‐       851,0 ‐       855,3 ‐           
10,2          10,7          11,2          11,8          12,4          12,5              
‐             213,8        213,8        213,8        213,8        214,9            

1.814,8 ‐   1.614,8 ‐   1.630,2 ‐   1.647,1 ‐   1.665,8 ‐   1.674,1 ‐        
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order to ensure that EVA is growing at constant rate in the terminal period as the model prescribes (Petersen 
& Plenborg, 2012). The yearly forecasted amortisation can be in table 28 below. 

Table 28 

 
 

Value Driver 5 – Depreciation: All fixed tangible assets (PPE) are depreciated yearly on a straight-line basis 
for STG. The depreciation has been decreasing from 12,10% a year to 9,97% of PPE in 2015. The quality 
generated in forecast from estimating the depreciation per line items seems insignificant why depreciation is 
forecasted on the basis of the total PPE. The level of depreciation is set to 2015-level of 9,97%.  

 

Value Driver 6 – Effective Tax Rate: It does not seem possible to predict the future tax rate for a company 
with global presence and a number of foreign holding companies. Instead, one must look at STG’s historical 
tax rate to determine the future rate. STG have a tax rate percentage in the low 20’s in all years but 2013 
where the tax rate was -13,9%. The rate in 2015 was -21,66% and this will be used in the forecast period, as 
it seems plausible that STG will have a similar tax rate in the future.  

 

Value Driver 7 – Net Financial Expenses after Tax: The net borrowing rate for STG is forecasted based on 
the historical development in the core net financial expenses and the NIBD. The rate has been stable at 2% in 
all years. The 2015 level of 2,02% will be used in the forecast period. NIBD is calculated as a fixed % of 
invested capital adjusted for cash surplus. This approach creates a never-ending spiral when a company 
generates a cash surplus – when NIBD is adjusted to IC Æ NFE changes Æ Net profit changes Æ Cash 
Surplus changes Æ IC changes Æ NIBD must be readjusted and on it goes. Due to this circular problem, 
NIBD used in calculating NFE is NIBD before adjustment for cash surplus. The calculation of NFE is per 
table 29 below:  

Table 29 

 
 

Value Driver 8 – Intangible Assets: A considerable amount of STG’s invested capital is tied up in intangible 
assets. Due to the size of intangible assets and potential effect on a valuation, it is believed these line items 
under intangible assets need to be calculated independently rather than being grouped together with PPE as 
suggested by Petersen & Plenborg (2012). Goodwill and Trademarks are forecasted independently while IT 
software and Other Intangible Assets are forecasted as a simple percentage of revenue based on historical 
data. 

Goodwill represents costs in excess of identifiable net assets in an acquired company (STG 5, 2016). STG 
impairment test goodwill on an annual basis and goodwill is only increasing when STG acquire another 
company or through exchange rate adjustments. For this reason it makes little sense that goodwill increases 
with revenues as suggested by Petersen & Plenborg (2012) as no acquisitions are included in the forecast. 

Amortisation
Goodwill

Trademarks

IT software
Other intangible assets
Total Amortisation

2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
‐             ‐             ‐             ‐             ‐             ‐                 

213,8        213,8        213,8        213,8        213,8        214,9            
55,8          56,2          56,7          57,3          57,8          58,1              
21,8          22,0          22,2          22,4          22,6          22,7              

291,4        292,0        292,7        293,4        294,2        295,7            

Net financial Expenses
Net financial Expenses, core
NIBD

NBC

2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
79,1 ‐         79,5 ‐         80,0 ‐         80,5 ‐         81,1 ‐         81,5 ‐             

3.923,0     3.944,4     3.968,0     3.993,8     4.022,1     4.042,2         
‐2,02% ‐2,02% ‐2,02% ‐2,02% ‐2,02% ‐2,02%
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The note on intangible assets in the annual report from 2014 and 2015 suggest that goodwill have not been 
amortised for the last three years meaning that all changes in values are caused by exchange rate adjustments 
or acquisitions (STG 5, 2016) (STG 8, 2014). It is therefore suggested that goodwill in the forecast period is 
equal to the carrying amount at end 2015. For valuation purposes, goodwill is completely removed from 
invested capital when calculating the value of STG using the EVA model. By excluding goodwill from IC it 
becomes possible to ensure that EVA is growing at a constant rate in the terminal period (Petersen & 
Plenborg, 2012). Whether or not goodwill is included, it has no influence in the valuation using the DCF-
model as no amortisations or re-investment are assumed to happen in the forecast. If goodwill is not dealt 
with in the described manner, the DCF and EVA will not yield the same value of STG. 

Trademarks are measured at cost, less accumulated amortisation and impairment losses. All trademarks are 
amortised on a straight-line basis every year based on the accounting policy change done in this thesis (STG 
normally only impairment tests strategic trademarks). STG’s trademarks have decreased from DKK 3.584 
million in 2011 to DKK 3.239 million in 2015. Any underlying increases in accumulated costs of trademarks 
are mainly due to acquisition of trademarks and exchange rate adjustments (STG 5,7,8,9). Marketing costs 
can in general not be activated in the balance sheet under IFRS rules. The fact may however be that STG’s 
trademarks could not be at current level without marketing. The value of trademarks – especially strategic 
trademarks – only exists due to the economic benefit STG can yield from the consumer’s knowledge of their 
brands created through marketing over time. STG have historically shown that no write-downs due to 
impairment tests have been necessary, which must support that marketing is a form of maintenance/re-
investment of trademarks. Historically, STG have not activated marketing due to IFRS restrictions. If the 
same method is used in the forecast, it means that STG is impacted twice; First, STG will have the 
amortisations. Secondly, STG will have marketing costs that they cannot activate, which is assumed to 
maintain the value of strategic trademarks. To avoid this, marketing costs are removed from Other External 
Costs and considered a re-investment/maintenance of trademarks in the balance-sheet. The re-investment is 
assumed to be equal to the amortisation of trademarks. This means that trademarks will have a constant value 
in the forecast period similar to 2015. In the terminal period it will however increase by 0,5% according to 
the determined terminal growth.  
Other models for determining the value of trademarks have been tested. Another method would simply imply 
to amortise trademarks yearly with the determined level of amortisations. This would reduce the value of 
trademarks by 33% in the explicit time period to DKK 2 billion. In the terminal period, trademarks have to 
grow 0,5% in order to adhere to the assumptions of a sales-driven forecast that all line items in P&L and BS 
must follow the growth in revenues in the terminal period. This would implicate a a reinvestment in 
trademarks of nearly DKK 200 million (0,5% of trademarks + amortisation). This would severely affect the 
free cash flow in the terminal period making the FCFF drop from DKK 850 to 650 million. The value of 
STG using the DCF model would furthermore yield a significantly lower value and other value than the EVA 
model. Furthermore, the assumption of a constant growth in the terminal period would not be adhered to as 
the FCFF would be decreasing by 25%. This approach is both unrealistic and does not fulfil the 
requirements, why the approach were abandoned.   
To sum up, trademarks have an underlying amortisation of DKK 213,8 million yearly but will be maintained 
at the 2015-level due to activation of marketing costs.  

IT Software and Other Intangible Assets are small and represent an insignificant part of the intangible assets. 
The line items will be measured as a % of revenue. IT software has decreased from around 2% to 1% of 
revenue in 2015. The level going forward will be 1% of revenue. Other intangible assets mainly represent 
distribution rights of products. The line item has fluctuated between 3,4% and 7,5%. Since 2013 the line item 
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has decreased relative to the revenue. The 2015-level is 3,4%. This level will be used in the forecasting 
period. The development in intangible assets can be seen in below table:  

Table 30 

 
 

Value Driver 9 – Tangible Fixed Assets: The value driver of fixed tangible assets is defined as a fixed 
percentage of revenue according to Petersen & Plenborg (2012). The driver has fluctuated between 23% and 
25% in the historical period. The level in 2015 was 24,7% and this will be applied going forward on the total 
tangible fixed assets.  

 

Value Driver 10 – Financial Fixed Assets: Financial fixed assets are forecasted in two parts. The first part is 
the forecasting of Investment in associated companies. The other is based on Deferred Income Tax Assets 
and Other Financial Fixed Assets.  

Investments in associated companies represent STG’s investment in Caribbean Cigar Company. The 
company produces handmade cigars. The value driver of the line item is therefore determined to be equal to 
the organic growth in the handmade cigar segment, as it is believed that the company will grow in the same 
pace as the segment. The line item therefore grows by 5% per year in the explicit period and by 0,5% in the 
terminal period. 

The driver for Deferred Income Tax Assets and Other Financial Fixed Assets are determined to be a % of 
revenues. Deferred Income Tax Assets have been stable around 1,9% of revenues. The 2015-level will be 
used in the forecast. Other Financial Fixed Assets are an insignificant line item and are 0,01% of revenues in 
the forecast. 

 

Value Driver 11 – Operating Current Assets and Non Interest-bearing Liabilities: The line items make up 
the remaining part of the operating side of invested capital. It consists of Current Assets and Non-Interest 
Bearing Liabilities. Both are forecasted as a % relative to revenue. Current assets have been stable at 66% in 
all years but 2015 where STG experienced a drop to 61,1%. This drop was caused by STG’s efficiency 
programme launch during 2015. It seems realistic to use the 2015-level in the forecast. Non Interest-Bearing 
Liabilities have fluctuated between 17% and 20% historically. Overall, it has decreased to 17,1% in 2015. 
The 2015-level of 17,1% will be used in the entire forecast.  

 

Equity: Equity in a period for STG is calculated by taken the equity beginning period + net income – 
dividends. The dividends are 70% of net income in line with STG’s dividend strategy (STG 5, 2016).  

 

Intangibles
Goodwill

Trademarks

IT software
Other intangible assets
TOTAL

2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
4.504,2     4.504,2     4.504,2     4.504,2     4.504,2     4.504,2         
3.239,5     3.239,5     3.239,5     3.239,5     3.239,5     3.255,7         

54,5          54,9          55,4          55,9          56,5          56,8              
230,7        232,5        234,5        236,7        239,2        240,4            

8.028,9    8.031,1    8.033,6    8.036,4    8.039,4    8.057,0         
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Value Driver 12 – Net Interest-Bearing Debt: NIBD is forecasted as a % of invested capital (Petersen & 
Plenborg, 2012). The exclusion of goodwill means that NIBD is measured as a % of invested capital 
excluding goodwill. Overall, NIBD has been quite stable around 45%-46% of invested capital. A drop 
occurred in 2014 to 42% before increasing back to 46,6% in 2015. The 2015 level of 46,6% will be used in 
the entire forecast.  
The forecasting model suggested by Petersen & Plenborg (2012) assumes that dividends is a function of the 
cash surplus in the cash flow statement meaning that cash not consumed in operations, investments or 
financing is dividends. This assumption does not hold for STG as they aim for a pay-out ratio of 70% (STG 
5, 2016). The forecast template must therefore be adjusted. The cash surplus in the cash flow statement is 
instead the residual in NIBD to match the Invested Capital in Financing with Operations. The NIBD must 
therefore be restated as: 

	 	 .  
All years in the forecast shows a cash surplus, which is subtracted from NIBD to represent the remaining 
cash from the period not re-invested in operations/investment/financing. The effect on NIBD resulting from a 
70% pay-out ratio is illustrated in below figure: 

Table 31 

 
 

Forecast of P&L, BS and Cash flow: The above assumptions of value drivers forecast the following 
financial statements for STG, which form the base for the valuation by discounting the forecasted cash flows. 
KPIs and Indexing will be performed in order to verify the sensibility and validity in the forecast. Table 32 
below shows the entire forecasted statements, KPIs and indexing: 

Table 32 

 
 
 
 
 

Balance Sheet ‐ Invested Capital (F) 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
Net Interest Bearing Debt (NIBD)
Cash Surplus Accumulated

Net interest‐Bearing Debt Adjusted

3.923,0    3.944,4    3.968,0    3.993,8    4.022,1    4.042,2         
N/A 232,0 ‐       459,2 ‐       681,7 ‐       899,3 ‐       1.127,6 ‐        
N/A 3.712,4    3.508,8    3.312,2    3.122,7    2.914,6         

Analytical P&L ‐ DK Million 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
Effective Tax Rate ‐21,66% ‐21,66% ‐21,66% ‐21,66% ‐21,66% ‐21,66%

Net sales 6.732,3         6.785,1         6.843,7         6.908,4         6.979,4         7.014,3        
Costs of goods sold 3.493,6 ‐        3.540,5 ‐        3.591,0 ‐        3.645,1 ‐        3.703,0 ‐        3.721,5 ‐       
Gross Profit 3.238,7         3.244,5         3.252,7         3.263,3         3.276,5         3.292,8        

Operating Expenses (excl. Depreciation & Amortisation) 1.814,8 ‐        1.614,8 ‐        1.630,2 ‐        1.647,1 ‐        1.665,8 ‐        1.674,1 ‐       
EBITDA 1.423,9         1.629,7         1.622,6         1.616,2         1.610,7         1.618,7        

Depreciation 165,5 ‐           166,8 ‐           168,2 ‐           169,8 ‐           171,6 ‐           172,4 ‐          
Amortisation 291,4 ‐           292,0 ‐           292,7 ‐           293,4 ‐           294,2 ‐           295,7 ‐          
EBIT 967,0            1.170,9         1.161,6         1.152,9         1.144,8         1.150,6        

Taxes on EBIT (core) 209,5 ‐           253,7 ‐           251,7 ‐           249,8 ‐           248,0 ‐           249,3 ‐          
NOPAT (core) 757,5            917,3            910,0            903,2            896,8            901,3           

Other income (non‐core) 1,3                N/A N/A N/A N/A N/A

Restructuring costs (non‐core) 42,0 ‐             N/A N/A N/A N/A N/A

Taxes on EBIT (non‐core) 8,8                N/A N/A N/A N/A N/A

NOPAT (total) 725,6            917,3            910,0            903,2            896,8            901,3           

Net financial expenses 80,2 ‐             79,5 ‐             80,0 ‐             80,5 ‐             81,1 ‐             81,5 ‐            
Tax savings from debt financing 17,4              17,2              17,3              17,4              17,6              17,7             
Net financial expenses after tax 62,8 ‐             62,3 ‐             62,7 ‐             63,1 ‐             63,5 ‐             63,8 ‐            
Net earnings 662,8            855,0            847,3            840,1            833,3            837,5           
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Table 32 – Continued 

 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 

Balance Sheet ‐ Invested Capital (O) 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
Goodwill 4.504,2         4.504,2         4.504,2         4.504,2         4.504,2         4.504,2        
Trademarks 3.239,5         3.239,5         3.239,5         3.239,5         3.239,5         3.255,7        
IT software 54,5              54,9              55,4              55,9              56,5              56,8             
Other intangible assets 230,7            232,5            234,5            236,7            239,2            240,4           
Intangible assets 8.028,9         8.031,1         8.033,6         8.036,4         8.039,4         8.057,0        

Property, plant and equipment 1.659,9         1.672,9         1.687,4         1.703,3         1.720,8         1.729,4        

Investment in associated companies 126,1            132,4            139,0            146,0            153,3            154,0           
Deferred income tax assets 135,4            136,5            137,6            138,9            140,4            141,1           
Financial fixed assets 261,5            268,9            276,7            284,9            293,6            295,1           

Operating Fixed Assets 9.950,3         9.972,9         9.997,7         10.024,6       10.053,9       10.081,6      

Operating Current Assets 4.116,5         4.148,8         4.184,6         4.224,2         4.267,6         4.288,9        

Operating Assets Total 14.066,8       14.121,7       14.182,3       14.248,8       14.321,5       14.370,6      

Total Non‐interest‐bearing Debt 1.150,7         1.159,7         1.169,7         1.180,8         1.192,9         1.198,9        

Invested Capital (O) 12.916,1       12.962,0       13.012,5       13.068,0       13.128,5       13.171,6      

Balance Sheet ‐ Invested Capital (F) 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
Share capital 100,0            100,0            100,0            100,0            100,0            100,0           
Reserve for hedging 30,3 ‐             30,3 ‐             30,3 ‐             30,3 ‐             30,3 ‐             30,3 ‐            
Reserve for currency translation 1.011,4         1.011,4         1.011,4         1.011,4         1.011,4         1.011,4        
Change in net profit from reclassification of lease 89,2              89,2              89,2              89,2              89,2              89,2             
Retained earnings (accumulated for previous years) 7.822,8         7.822,8         8.079,3         8.333,5         8.585,5         8.835,5        
+ Net Income (of the year) 855,0            847,3            840,1            833,3            837,5           
‐ Dividends (70%) 598,5 ‐           593,1 ‐           588,1 ‐           583,3 ‐           586,2 ‐          
Total equity 8.993,1         9.249,6         9.503,8         9.755,8         10.005,8       10.257,0      

Net Interest Bearing Debt (NIBD) 3.923,0         3.944,4         3.968,0         3.993,8         4.022,1         4.042,2        
Cash Surplus Accumulated N/A 232,0 ‐           459,2 ‐           681,7 ‐           899,3 ‐           1.127,6 ‐       
Net interest‐Bearing Debt Adjusted N/A 3.712,4         3.508,8         3.312,2         3.122,7         2.914,6        

Invested Capital (F) 12.916,1       12.962,0       13.012,5       13.068,0       13.128,5       13.171,6      

Cashflow statement 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal
NOPAT 725,6            917,3            910,0            903,2            896,8            901,3           
+Depreciation 165,5            166,8            168,2            169,8            171,6            172,4           
+Amortisation 291,4            292,0            292,7            293,4            294,2            295,7           
‐ Change in NWC 21,9              23,2 ‐             25,8 ‐             28,5 ‐             31,3 ‐             15,4 ‐            
‐ Net investments 782,0 ‐           481,4 ‐           485,7 ‐           490,2 ‐           495,1 ‐           495,9 ‐          
= Free Cash flow to Firm (FCFF) 422,4            871,4            859,4            847,7            836,3            858,2           
New Net Financial Liability 21,4              23,6              25,9              28,2              20,1             
Net Financial Expenses after tax 62,3 ‐             62,7 ‐             63,1 ‐             63,5 ‐             63,8 ‐            
Free cashflow to equity (FCFE) 830,5            820,3            810,5            801,0            814,4           
‐Dividends 598,5 ‐           593,1 ‐           588,1 ‐           583,3 ‐           586,2 ‐          
Cash Surplus 232,0            227,2            222,4            217,7            228,2           
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Table 32 – Continued 

 

Drawing upon some of the key figures in the Index analysis, it shows that the forecasted net earnings will 
increase throughout the period from index 110 in 2015 to 139 in 2020. The invested capital including 
goodwill will increase slightly during the period from index 106 in 2015 to 109 in 2020. The adjusted NIBD 
will decrease quite significantly due to the fact that STG’s cash flows is higher than their pay-outs in 
dividends meaning they build up large cash deposits. Adjusted NIBD decreases from index 102 in 2015 to 82 
in 2020. One could speculate that the cash will be used in the future to acquire other brands, which is a part 
of STG’s strategy and have done so historically.  

The forecast also shows that STG can expect increases in ROE. The ROE peaks in 2016 with 9,4% and is 
hereafter projected to decrease down to 8,3% in the terminal period. Historically, the ROE has been at 7,3% 
to 8,2%. It is believed that STG will perform better than historically mainly due to the fact that operating 
expenses won’t increase as fast as revenues. ROIC is projected to increase above the historical level as well, 
stemming from a higher NOPAT and a lower financial leverage. It is believed that the forecast is realistic in 
its assumptions and outcomes which are based on a detailed analysis of the strengths, weaknesses, threats 
and opportunities for STG. 

 

8.2 Weighted Average of Cost of Capital 
The Weighted Average of Cost of Capital (WACC) is a completely pivotal figure in any valuation. WACC 
represents the cost of capital for a company and is based on market- and company specific risks. The WACC 
and forecast estimates are the basics for assessing a company’s ability to generate abnormal profits over 
time, which in turns corresponds to the value for STG.  This section will explain the assumptions and actions 
taken in order to estimate the WACC for STG. The following formula will be applied in calculating WACC: 

KPIs 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal TREND
ROE 7,3% 9,4% 9,0% 8,7% 8,4% 8,3%

ROIC (incl. Goodwill) 5,9% 7,1% 7,0% 6,9% 6,8% 6,9%

ROIC (excl. Goodwill) 6,0% 7,2% 7,1% 7,0% 6,9% 6,9%

Financial Leverage 0,41             0,42             0,39             0,35             0,33             0,30            
NBC after tax ‐1,7% ‐1,6% ‐1,7% ‐1,8% ‐2,0% ‐2,1%
Spread (ROIC‐NBC) 4,2% 5,5% 5,3% 5,1% 4,9% 4,7%

Spread x Financial Leverage 1,8% 2,3% 2,0% 1,8% 1,6% 1,4%

PM 11,3% 13,5% 13,3% 13,1% 12,8% 12,8%

ATO 0,53             0,52             0,53             0,53             0,53             0,53            

Line item 2015 2016E 2017E 2018E 2019E 2020E ‐ Terminal TREND
Net Sales 123              124              125              126              128              128             
Cost of goods sold 130              132              133              135              138              138             
Gross Profit 117              117              117              117              118              118             
Operating Expenses 126              112              113              114              115              116             
Depreciation 102              102              103              104              105              106             
Amortisation 139              139              139              140              140              141             
NOPAT, core 105              128              127              126              125              125             
Net earnings 110              142              140              139              138              139             

Line item 14/15 15/16 16/17 17/18 18/19 19/20 TREND
Intangible assets, excl. Goodwill 94                93                93                93                93                93               
Property, plant and equipment 118              123              124              125              126              127             
Total Current Operating Assets 108              109              110              111              112              113             
Total Non‐interest‐bearing Debt 104              105              106              107              108              109             
Total equity 108              109              112              115              118              121             
Net Interest Bearing Debt (NIBD) 102              107              108              109              109              110             
Cash Surplus, accumulated N/A 100              149              246              341              437             
Net Interest Bearing Debt (NIBD), adjusted 102              104              99                93                88                82               
Invested Capital, incl. Goodwill 106              107              108              108              109              109             
Invested Capital, excl. Goodwill 104              105              105              106              107              107             

KPI Analysis

Index Analysis (2011=100)
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∗ ∗ 	 1 ∗ 	  

The Net Interest-Bearing Debt (NIBD) and Equity (E) must be estimated from market values. Equity will 
therefore be the market value of Scandinavian Tobacco Group on the cut-off day, 8th of April, which closed 
in DKK 105,8. With a total shares of 100 million, this entails a market value of DKK 10.582.000.000. 
However, due to lack of insight, it is not possible to obtain information on market value of debt. Therefore, 
as a proxy, the book value of NIBD will be used. This leaves to determine the required return of debt and 
equity, which can be derived through their respective formula: 

∗  
where, 

 = Investors’ required rate of return on equity 

 = Risk-free interest rate 

 = Systematic risk on equity (levered beta) 
 = Return on market portfolio 

 
∗ 1  

where, 
 = Required return of debt 
 = Risk free interest rate 

= Credit spread (Risk premium on debt) 

 = Corporate tax rate 

It becomes complex when calculating the required return on equity, as it is not an exact science to determine 
the levered beta. This is an important notion in any valuation, as this requires argumentation and 
assumptions, which might differ from the eye of the beholder. The following sections will provide arguments 
and justifications in the determination of components for ,   and ultimately WACC. 

 

8.2.1 Investor’s Required Rate of Return (  ) - Risk-free Interest Rate 
The risk-free interest rate describes how much an investor can expect in return without taking on any risk. In 
theory, the zero-coupon rate equals the risk-free interest rate and in practice a government bond is usually 
applied as a proxy. To counter inflation issues it is important that the proxy government bond is in the same 
currency as the underlying cash flow. Therefore, as STG is listed on the Danish Stock Exchange and reports 
in DKK, a 10-year Danish government bond will be applied. A 5-year bond would have been more fitting, as 
the projected cash flow period will be five years, but this is not available. Bonds with longer maturity will 
not be applied as they may have issues with liquidity that may affect the yield. (Petersen & Plenborg, 2012) 
The 10-year Danish government bond for March 2016 was 0,40% pro annum and will be used as the risk-
free interest rate (DST, 2016).  
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8.2.2 Investor’s Required Rate of Return (  ) – Systematic Risk on Equity 
The systematic risk of equity (often mentioned as levered beta) is an indicator of the investment’s volatility 
relative to the market. A value of 0 indicates a risk-free investment, while an investment with a beta-value 
equal to 1 has the same volatility as the market. Values less than 1 have less systematic risk than the market, 
and any value above 1 will have a greater systematic risk than the market. Finally, negative values of beta are 
negatively correlated with the market movements, but the risk level follows the same pattern as for positive 
values.  

An increase in the systematic risk will, with all else being equal, increase the required rate of return on 
equity. This is rooted in the basic understanding of agents being risk-averse and will as such require 
compensation for taking on risk.  
 

Choice of methodology: There are three generally accepted methods for determining the beta (Petersen & 
Plenborg, 2012). The three methods of estimating beta are: estimating based on historical data, estimating 
based on comparable companies and estimating from fundamental factors. A review- and choice of 
methodology can be found in Appendix 19. Going forward, this thesis applies the method of estimating beta 
based on fundamental factors. 
 

The conversion method of qualitative data to levered beta by applying the fundamental factors method: In 
deriving the beta from fundamental factors, the risks are divided into two groups; operational- and financial 
risk. When dissecting the operational risk, it can be further divided into three categories; external-, strategic- 
and operational risks. The first category, external risks, will be analysing the external environment 
surrounding the industry. This will draw upon the conclusions obtained in the PESEL analysis in section 5.1. 
The analysis’ second category in the operational risks, strategic risks, will draw upon the industry analysis in 
section 5.2 and include the implication of the analysis towards competitors, buyers, suppliers and overall 
strategic considerations. Finally, the third category in operational risks, operational risks, will include an 
analysis of the internal resources and will draw upon the conclusions in section 5.3, while also taking other 
company specific notions into considerations. These analyses will provide this thesis with the risks 
associated with the operational risks (Petersen & Plenborg, 2012).   
The second part of the beta-estimation will be on STG’s financial risks, which are divided into two groups; 
Liquidity Risk and Currency-, Interest- and loan risks. The risks within these will be derived from the 
analysis conducted in section 6.3.2 and 6.3.3. These assessments, accompanied with the ones on operational 
risks, will be used to indicate a levered beta, which consequently is used in the calculation of required rate of 
return on equity. The determination of levered beta is based on an expanded version of Petersen & 
Plenborg’s (2012) conversion-scheme of risks to beta. The scheme will categorise the operational- and 
financial risk as Very Low, Low, Neutral, High or Very High, which respectively corresponds to the 1-5 
scale applied previously in the strategic- and profitability analysis.  The operational and financial risks will in 
turn correspond to a total risk, which indicates a beta within a smaller range: 
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Table 33 

 
Own creation based on the principles by Petersen & Plenborg, 2012 

As mentioned, above table is a slightly modified version of the original table used by Petersen & Plenborg, 
(2012). The original table uses a scale from 1 to 3 (low, neutral and high) in operating and financial risk to 
calculate the levered beta. A model with this, more narrow, scale will arguably lack some flexibility and 
nuances when categorising the risk to a corresponding beta and would normally be adjusted manually. For 
this reason, this thesis has expanded the scale to 1-5 in order to catch more nuances. Furthermore, STG sells 
two fundamentally different tobacco products making them exposed to two different strategic risks under the 
operational risk-group. The strategic risk calculation is therefore based on a weighted average between the 
revenue-split of the product groups (Cigars and Other Tobacco Products). This section will on the following 
pages conclude on the risk in the three sub-segments of the operational risk.  

 

Determination of Operational risk - External risk: The overall external risks for the industry are arguably 
very high, primarily due to the political-, legal- and ethical external forces as concluded in section 5.1.1. 
Overall, as concluded in the PESEL analysis in section 5.1, this thesis considers the political and legal part of 
the external risks to be a 5, while the economic- risk can be considered to be a 3,5. Finally, the socio 
demographic and ethical risk can be considered 4, on a scale from 1 to 5. The average of the three are taken 
(5+3,5+4 / 3) which concludes an overall external risk of 4,1667. 

 

Operating	risk Financial	risk Total	risk β	equity	
Very	Low	(1) Very	Low	(1) Very	Low 0,500
Very	Low	(1) Low	(2) Very	Low	+ 0,625
Very	Low	(1) Neutral	(3) Low 0,750
Very	Low	(1) High	(4) Low	+ 0,875
Very	Low	(1) Very	High	(5) Neutral 1,000
Low	(2) Very	Low	(1) Very	Low	+ 0,625
Low	(2) Low	(2) Low 0,750
Low	(2) Neutral	(3) Low	+ 0,875
Low	(2) High	(4) Neutral 1,000
Low	(2) Very	High	(5) Neutral	+ 1,125
Neutral	(3) Very	Low	(1) Low 0,750
Neutral	(3) Low	(2) Neutral	‐ 0,875
Neutral	(3) Neutral	(3) Neutral 1,000
Neutral	(3) High	(4) Neutral	+ 1,125
Neutral	(3) Very	High	(5) High	 1,250
High	(4) Very	Low	(1) Neutral	‐ 0,875
High	(4) Low	(2) Neutral 1,000
High	(4) Neutral	(3) Neutral	+ 1,125
High	(4) High	(4) High	 1,250
High	(4) Very	High	(5) High	+ 1,375

Very	High	(5) Very	Low	(1) Neutral 1,000
Very	High	(5) Low	(2) Neutral	+ 1,125
Very	High	(5) Neutral	(3) High	 1,250
Very	High	(5) High	(4) High	+ 1,375
Very	High	(5) Very	High	(5) Very	high 1,50→

Scale:	1‐5

Conversion	of	a	qualitative	assessment	of	risk	to	an	estimate	of	β	equity
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Determination of Operational risk - Strategic risk: The strategic risk inherent in the industry of STG has 
been analysed in section 5.2, and based on STG’s respective products, i.e. cigars and other tobacco products. 
As mentioned, specific strategic risks will be computed on a weighted average between their risks, and the 
products’ weight in revenue. All conclusions from the industry analysis on the inherent risk per product is 
summarised in below table in order to calculate the strategic risk.  

Table 34 

 

Based on above calculations, it can be concluded that the overall strategic risk is 3.10. As seen in the table, 
the cigars weigh almost 80% of the entire risk due to its size in sales relative to other tobacco products. The 
overall risk is however larger in category of other tobacco products. 

 

Operational risk - Operational risks: In this section, the final and third part of the operational risks will be 
assessed, also called operational risk. Determination of the risk is a fairly complex area and is difficult to 
quantify compared to the external- and strategic risks. For this reason, the analysis will be split into STG’s 
strengths and weaknesses as concluded in the SWOT (based on the analysis of internal resources -and 
profitability), with a subsequent qualitative analysis of cost structure concluding in an argumentation of 
STG’s quantitative operational risk rating. 

As concluded in the analysis of internal resources, STG have a strong online position and a wide range of 
brands which helps them in diversifying risk across products, retailers and consumer segments. It was also 
found, that STG had an agile legal workforce which helped them to keep their license to operate in markets 
with changing regulations. These strengths clearly help STG in mitigating risks.  

The analysis of internal resources also found that STG have weaknesses. It was determined that STG had 
shown a historical failure to deliver their promised optimisations and that they generally lacked ambitions in 
the current efficiency measures. STG also had an on-going trial concerning ownership of key trademarks 
which in turn will increase the risk on STG’s license to operate with the brands undergoing dispute.  

The choice of cost structure for firms also affects their operational risk. For STG, it can prove vital to have a 
flexible- and adjustable mix of fixed- and variable costs in order to stay competitive. As touched upon 
previously, STG and the industry in general are vulnerable to regulatory sanctions, which could force the 
industry to reset or change their production. By having a flexible cost structure, STG are able to be reactive 
and mitigate the risk. Additionally, the market in which STG operate is characterised as having a large 
number of small businesses with less efficient cost structure. In this market, STG hope to act as a 
consolidated player through acquisitions, where synergies in the scale would be beneficiary, and as such act 
with a more efficient cost structure. It shall be mentioned, that STG have a proposed a reduction in their 
working capital for efficiency issues towards 2018, but it is not believed to increase the risk of STG. Overall, 
this thesis view the cost structure of STG to be sufficiently flexible and risk-mitigating.  

Segment Share of total sales Rivalry Supplier Buyers Entrants Substitutes
Cigars  79,3% 3,00 2,50 2,50 4,00 3,50

Other Tobacco Products 20,7% 4,00 3,00 3,00 1,50 4,00

Weighted risk 100,0% 3,21 2,60 2,60 3,48 3,60

Total strategic risk: 3,10
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This thesis believes that the operational risks for STG are minor. STG have several operational strengths that 
mitigate operational risks, while some of their weaknesses are negligible. On a scale from 1 to 5, the 
operational risks are considered to be 1,5.  

 

Overall operational risk – consolidation of sub-risk segment: The three sub-risk segments in the overall 
operational risk has now been determined to the following: The external risk were 4,17, the strategic risk 
were 3,10 while the operating risk were 1,50. The overall operational risk is determined by a simple average 
of the three sub-risk segments hence concluding an operational risk of 2,92. The financial risk will now be 
determined as the last part in determining the overall unlevered beta for STG. 

 

Determination of financial risk: This section will be based on the analyses done in 6.3.2 and 6.3.3, and the 
risk is split in two parts: Liquidity Risk and Currency-, Interest- and Loan- Risk. Each part has a risk rating 
based on the analysis done in the profitability section. Here it was concluded that the liquidity risk for STG 
were 1,5 due to a solid balance sheet construction, strong cash generation but high inventories. It was also 
concluded that the currency-, interest- and loan risk were low. The rating was determined to be 2 due to low 
transaction risk stemming from hedging but a considerable translation risk.  
An average of these two risk ratings will represent the final financial risk rating of STG. In conclusion this 
provides a total financial risk of 1,75 for STG .  

 

Conclusion on levered beta for STG: The operating risk was in above determined to be 2,92 on a scale from 
1-5 while the financial risk were concluded to be 1,75. The total risk for STG is simply computed by 
averaging the two and then determining the beta through the conversion scheme in table 33. The total risk 
rating for STG is 2,34 which falls within the categories Low (2) and Neutral (3), which have a corresponding 
beta-equity of 0,75 and 1 respectively. A formula in order to estimate the exact beta-equity will be applied. 
The formula is essentially a weighted average of each risk-category based on the distance from each risk-
category (e.g. Low and Neutral) to the total risk rating given by the analysis (2,34). The calculation is as 
follows: 

∗ 	 	 ∗ 	 	  
1 ∗ 2,34 2 	0,75 ∗ 3 2,34 0,83403 

This means, that the risk beta on equity for STG is equal to 0,83403.  

 

8.2.3 Investor’s Required Rate of Return (  ) – Estimation of Market Portfolio Risk 
Premium 

Following the CAPM doctrine, the market risk premium is the residual between the market’s return and the 
risk-free investment. The estimation of the market premium will be based on the research and surveys 
conducted by Fernandez, et. al. (2016). This thesis finds the credibility and usability of Fernandez, et. al. 
(2016) to be very high and widely applied. Fernandez has surveyed 63 Danish professors, analysts and 
managers on their applied risk premiums. They reported back an average market risk premium of 5.3%, with 
a median of 5,0% and a standard deviation of 1.7% (Fernandez, et. al., 2016). The Danish market risk 
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premium also correlates well with the rest of the European countries and the U.S. and is very similar – at first 
glance, the level is therefore determined to be sane. The market premium of 5.3% will be applied in the 
calculation of WACC.  
Fundamentally, the market risk premium is determined through the market returns and the risk-free rate and 
this approach could have been used as an alternative to Fernandez’s research. However, a problem lies 
within the difficulty in getting clean numbers, as market returns are tainted by dividend pay-outs and does 
for this reason not reflect the underlying value for shareholders. 

One issue that Fernandez, et. al. (2016) do not address is the changing conditions of the risk-free investment 
impact on the market premium. In Denmark, the 10 year government bond, which this thesis is applying as a 
proxy, is relatively volatile and changes significantly over short time periods. For this reason, it would prove 
important to gain information on the risk-free investment assumptions applied by the Danish survey 
participants, as the survey could have been based on a different time period than the risk-free rate applied in 
this thesis where the rate may have differed considerably.  

 

8.2.4 Investor’s Required Rate of Return (  ) – The Calculation 
As a result of the previous sections, the required return on equity can now be calculated. The following 
formula is applied:  

∗  
0,40% 0,83403 ∗ 5,3% 	

4,82% 

The required return on equity is therefore equal to 4,82% based on the risk-free rate, levered beta and market 
risk premium. The following section will determine the return on debt.  

 

8.2.5 Required Rate of Return on Debt ( )  
In determining the required rate of return on debt, the following formula is applied:  

∗ 1  

The risk-free rate, as provided in section 8.2.1, will also be applied in this calculation as 0.4%.The corporate 
tax is determined as the effective tax rate. Since STG, have several subsidiaries abroad and the inherent 
information is not available, the effective tax rate would arguably be a better proxy compared to the 
corporate tax rate, which in 2015 was 21,66%.  

Lastly, the credit spread would ideally be based on the loans and the corresponding interest rate for STG, but 
this information is not obtainable in an external perspective. There is no credit-rating or interest rate stated in 
the annual report or prospectus, and a proxy must therefore be applied. The credit spread will therefore be 
calculated based on the core net financial expenses historically as a percentage of Net interest-bearing debt.  

The net financial expenses were already classified as core- and non-core expenses in the financial statement 
analysis in section 6.2. The classification can be found in Appendix 20.  
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The Net Borrowing Costs in the years would be as per below table: 

Table 35 

 

This table shows that the Net Borrowing Costs (NBC) for STG have been relatively stable over the last five 
years. The average NBC will be applied and used as the proxy for the credit spread, which calculates out to 
1.70%. 

As a result, the required return on debt can now be computed: 

∗ 1 	
0,4% 1.7% ∗ 1 21,66% 1,64% 

The required return on debt is, based on above, concluded to be 1,64% per year. The WACC will now be 
calculated in the following section.  

 

8.2.6  Calculating WACC 
After computing the required return on equity and -debt, a weighted average of the two will now be 
performed to find the total cost of capital for STG.  

∗ 	
	 ∗ 	 	 ∗ 1 	 	

4,82% ∗ 10,5814,50 1,64% ∗ 3,92
14,50 ∗ 1 21,66% 	

	3,83% 

	
The weighted average cost of capital is equal to 3,83% per year based on above calculation. In order to check 
the sanity in the WACC a check towards peers and industry-data will be performed in the following section.  

 

8.2.7 Sanity Check 
At first glance, the calculated WACC for STG is very low, and is arguably not applicable for this valuation 
as it falls out of range of what appears as a normal WACC. In order to check if the assumptions for the cost 
of capital are sane, an introduction of the same parameters for the comparable companies and the industry 

Financial Income (core) 2011 2012 2013 2014 2015

+ Interest on deposits 7,0           4,1           2,7           4,2           2,2          
+ Other financial income 4,3           1,3           3,0           2,5           1,9          
Total Financial Income 11,3         5,4           5,7           6,7           4,1          
Financial Costs (core) 2011 2012 2013 2014 2015
Interest on loans etc. 61,7         48,2         46,3         45,7         43,8        
Interest part of pension cost 8,2           7,5           9,0           10,1         8,9          
Other financing costs 6,9           7,3           5,8           8,2           16,2        
Discounting provision ‐            4,2           3,0           2,4           1,5          
Total Financial Costs 76,8         67,2         64,1         66,4         70,4        

NET Financial Expenses (Core) 65,5 ‐        61,8 ‐        58,4 ‐        59,7 ‐        66,3 ‐       
Net Interest Bearing Debt (NIBD) 3.571,0   3.753,1   3.595,2   3.529,2   3.923,0  
Net Borrowing Costs ‐1,83% ‐1,65% ‐1,62% ‐1,69% ‐1,69%
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will be made. For this purpose, sample data is acquired through the Bloomberg Terminal, while industry-
wide data is gathered from Aswath Damodaran (Damodaran, 2016). 

Bloomberg Terminal – Company Data: Table 36 below shows the input used in calculations of WACC for 
the peers used in the profitability analysis and furthermore for Philip Morris, Swedish Match and Swisher to 
increase the sample size. 

Table 36 

 
Own creation based on input from Bloomberg Terminal (Available at CBS library) 

For STG, it initially displays a higher WACC of 7.29%, which is primarily due to the higher market 
premium and beta than determined in this thesis. However, it must be noted that the beta for STG and 
Swisher are automatically set to 1 due to insufficient market data. The risk-free rate is on point with the 
proxy applied in this thesis, but the cost of debt is significantly lower than the proxy applied in the thesis. 
This is however also arguably a figure characterised as being computed based on different information, and 
variations in output does therefore not seem surprising. Finally, the market premium of 9.08% is vastly 
different from the one applied by the thesis and presented by Fernandez et. al (2016). This deviation may 
stem from differences in the applied risk-free interest rate or a difference in assumptions.  

Using these Bloomberg figures, but replacing the beta with the one found in the fundamental analysis, and 
the leverage split from the 8th of April 2016, a WACC of 5,79% is calculated:  

∗ 	
	 ∗ 	 	 ∗ 1 	 	

7,94% ∗ 10,5814,50 0,39% ∗ 3,92
14,50 ∗ 1 21,66% 	

	5,79% 

This WACC is significantly larger than the WACC initially calculated at 3,83%, and it appears to be within a 
reasonable range and compares better to the competitors in table 36. It is a bit lower than some of the 
competitors, but this is expected, as the competitors are operating with products with a heavier volatility, e.g. 
cigarettes, due to more active regulatory restrictions.    

Damodaran – Industry Data: Aswath Damodaran is a well-renowned corporate finance professor at Stern 
University, who compiles financial data on industries, including market returns, risk premiums and industry 
betas. Table 37 below illustrates the findings for the tobacco industry. 
 

Cost of Capital Data STG Altria BAT PM Swisher Heineken Imperial Swedish Match
Weight Equity 0,76 0,91 0,81 0,84 0,78 0,78 0,72 0,86

Weight Debt 0,24 0,10 0,20 0,16 0,22 0,22 0,28 0,14

Risk‐free interest rate 0,37% 1,80% 1,34% 1,80% 1,80% 0,32% 1,34% 0,47%

Beta (equity) 0,79 0,72 0,98 0,77 1,00 0,89 0,89 0,69

Market return 9,45% 9,38% 8,67% 9,38% 9,38% 9,88% 8,67% 9,07%

Market Prem 9,08% 7,58% 7,33% 7,58% 7,58% 9,56% 7,33% 8,60%

Cost of equity 7,54% 7,26% 8,52% 7,64% 9,38% 8,83% 7,86% 6,40%

Cost of debt 0,39% 1,55% 1,25% 1,58% 1,31% 0,78% 1,14% 0,53%

WACC 5,84% 6,72% 7,11% 6,64% 7,59% 7,07% 5,99% 5,59%

WACC with STG leverage 5,84% 5,90% 6,79% 6,20% 7,46% 6,91% 6,26% 5,01%
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Table 37 

 
Own creation based on input from Damodaran, 2016 

With the exception of cost of debt, the numbers applied by Damodaran are quite similar to the Bloomberg 
Data acquired in table 36. It does however appear that there is a large discrepancy in the cost of debt and 
therefore possibly also in the market return. The large discrepancy in the cost of debt can be understood by 
the varying financial situations in countries, where the fiscal policy can differ heavily, thus having a direct 
effect on the debt.   
The cost of equity also appears to be quite high for Damodaran, when taking the beta of 0.79 and equity 
leverage into consideration. This must suggest that a relatively high market return is applied as the high risk-
free rate would affect the premium significantly. Again, this must be explained by the changing conditions of 
markets. Above numbers are arguably also reflecting the tobacco market in Asia, which is out of scope for 
this thesis, which may have an effect on the numbers.  

As a result, Damodaran computes an average WACC of 8,14%, which appears to be in the higher end. 
Damodaran serves as a fine indicator of sanity, but due to the lack of transparency the utility is limited.  

 

8.2.8 Final WACC 
After reviewing two alternative sources for data on the cost of capital, it appears that the originally computed 
WACC may be too low. The main catalyst for this seems to be the estimated market return. Especially, the 
market risk premium from Fernandez, et. al. (2016) deviates quite significantly, which could stem from the 
risk-free interest rate fallacy derived in section 8.2.3. For this reason, it is concluded that the originally 
computed WACC of 3,83% is too low and a manual revision is necessary. The main components of the 
WACC formula and their manual adjustments will be considered below.  

Risk free rate: This thesis still finds the risk-free interest rate to be valid. It is accepted, that the risk-free 
interest rate deviates significantly geographically and in different economies, but the assumptions for the 
Danish government bond proxy still holds and is fully applicable in this purpose. For WACC revaluation 
purposes, the risk-free interest rate remains at 0,40%.  

Unlevered Beta: This thesis finds the computed company beta to be fairly accurate. No benchmark or 
comparison has indicated that the company beta was incorrect or erroneous. In fact, the benchmarking 
confirmed some of the underlying assumptions e.g. that, companies with a larger portion of cigarette sales 
are more volatile, while still being less volatile than the overall financial market. For WACC revaluation 
purposes, the unlevered beta remains at 0,83403. 

Estimated Market Return: This thesis finds the current estimated market return to be low. The benchmarked 
financial data supports this point of view and a recoding appears necessary. The financial data gathered from 
the Bloomberg Terminal appears to carry credibility. Compared to Damodaran’s figures, the Bloomberg data 
is company-specific and cater to the needs of this thesis. For WACC revaluation purposes the market return 
estimation is re-estimated at 9,45% in accordance with the Bloomberg data instead of 5,3% from Fernandez, 
et al. (2016). 

Cost of Debt: This thesis finds the estimated cost of debt to be problematic. The cost of debt is arguably a 
highly individual measure to define when there is a lack of insight into company loans as apparent in the case 

Industry WACC Unlevered Beta Cost of Equity Cost of Debt Equity Leverage WACC

Tobacco Industry 0,79 9,01% 4,60% 0,85 8,14%
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of STG. The sanity check has not provided this thesis with any clarifications or trends that could estimate it 
more accurately. For WACC revaluation purposes, the cost of debt remains at 1,64%. 

With these assumptions the final WACC calculates as follows: 

  

∗ 	
	 ∗ 	 	 ∗ 1 	 	

7,95% ∗ 10,5814,50 1,64% ∗ 3,92
14,50 ∗ 1 21,66% 	

	6,15% 

Based on this analysis, it seems reasonable, that the WACC for STG was re-evaluated and set to a higher 
level to yield a more accurate picture. A WACC of 6,15% will be applied in the valuation of STG.  

 

8.3 DCF Valuation 
The valuation of STG will be performed using the common present value approach where future cash flows 
are discounted in order to reflect the risk and time value of money. The Discounted Cash Flow model will be 
applied and the assumption of it will shortly be discussed. The DCF model assumes that excess cash is paid 
out as dividends or reinvested in the company and generates a return equal to cost of capital (Petersen & 
Plenborg, 2012). This is a fair assumption for STG as any cash surplus is kept in STG in order to buy 
companies or brands in the future in line with their strategy. The EVA model is used in order to check that 
calculations are correct since the DCF and EVA should compute the same value as long as all assumptions 
are fulfilled. The calculations for the EVA model can be found in Appendix 21. The formula for calculating 
the value of equity using the DCF model is illustrated below:  

	 	 1 ∗ 1
1  

The FCFF is calculated in the forecasting section for 2016-2019 and for the terminal period, 
, which is found in Section 8.1. Also, the WACC is set to 6,15% which is derived from section 

8.2.8, but could arguably be re-levered across the periods when capital structure changes. Petersen & 
Plenborg (2012) comments that the error from not re-levering WACC is minimal and can for practical 
purposes be ignored. For the same reason will the WACC not be changed. 

As the purpose of this thesis is to determine the value per 08/04/2016, the value of equity must also be 
projected to resemble the actual value at this date. Since the annual report is the base of the forecast, the 
value of STG when discounted is at the 31/12/2015. The value must therefore be projected forward. For this 
purpose, the cost of equity is applied as it is assumed STG grows at a pace resembling a normal return on 
equity. The estimated return on equity were found to be 7,95%. Furthermore, it is assumed that growth is 
achieved at a constant pace throughout the year, why the value of equity the 8th of April 2016 will be 
calculated using the following formula:   

	 	 . . 	 	 . . ∗ 1
	 	

	 	  

The numbers of days from year-end to 08/04/2016 is 99 days and there are 366 days in 2016, hence: 
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	 	 . . 	 	 . . ∗ 1  

The valuation of STG will be made in two steps. Firstly, the forecasted cash flows will be discounted using 
the WACC – this is also known as underlying business-valuation. Secondly, the value of the cost saving 
programme, which STG are implementing, will be calculated. Subsequently, the values of the two models 
will be added together to create a final valuation for STG.  

 

8.3.1 Underlying Business Valuation of STG 
The forecasts from section 8.1 will found the base for the valuation along with the WACC of 6,15%. The 
estimated value of equity of STG the 8th of April 2016 is estimated to be DKK 11.231,2 million or DKK 
112,3 per share. Table 38 below shows the calculations:   

Table 38 

 

The value of the cost saving programme and working capital improvements must now be calculated in order 
to determine the fair value of STG. 
 

8.3.2 Cost Saving Programme & Working Capital Improvement Valuation 
As mentioned earlier, STG are currently moving towards the goal of minimising costs and improving the 
working capital. These actions by STG will create some value for them, which must be included in the 
forecast. This is basically the value of the strategic value drivers for STG.   
STG have a goal of reducing costs by DKK 140 million before end 2020 (STG 5, 2016). In 2015, DKK 14 
million was saved and it is assumed that the remaining savings will be realised equally over the years. The 
cost savings will naturally create an increased tax payment. The effective tax rate from the forecast of 
21,66% is used. The other goal of STG is to reduce the working capital by DKK 500 million before ultimo 
2018. This will affect the cash flow positively. STG comment that DKK 225 million of the reduction already 
have been reached (STG 5, 2016). The remaining reductions of working capital will be split equally between 
2016 and 2018.  

It is arguably more risky to forecast and attribute the savings value, as the chances of the improvement 
programme becoming a reality are modest. STG have previously been notoriously bad at meeting their own 

Year 2016 2017 2018 2019 2020 ‐ Terminal
t 1 2 3 4 5

FCFF 871,4                   859,4                   847,7                   836,3                   858,2                  
WACC 6,15% 6,15% 6,15% 6,15% 6,15%

Discount Factor 0,94210 0,88755 0,83615 0,78774

PV(Forecast) 820,9                   762,8                   708,8                   658,8                  
Sum of PV(Forecast) 2.951,3              
Terminal Value 15.199,2            
PV(Terminal Value) 11.973,0            

Estimated Enterprise Value 14.924,3            
‐ NIBD(2015) 3.923,0              
Estimated Value of Equity (31/12/2015) 11.001,3            

Estimated Value of Equity (8/4‐2016) 11.231,2            

Price per share 112,3                  

Underlying Business Valuation of STG (8/4‐2016)



 

82 
 

expectations and targets of optimisation, but these targets appear to be less ambitious, which makes it more 
plausible (Børsen 4, 2016). Even so, this thesis finds the risk of STG missing the target to be possible why 
the WACC is adjusted upwards from 6,15% to 7,00% when discounting the cash flows.  

The value of the discounted savings the 8th of April 2016 can be found in table 39 below:  

Table 39 

 

The value of the strategic actions by STG are deemed to create a total value equal to DKK 1.591,7 or DKK 
15,9 per share.  

 

8.3.3 Estimated Fair Value of STG 8/4-2016   
The two previous sections calculated the value of respectively the underlying business and strategic actions. 
As a result of these valuations, the estimated fair value of STG’s equity can be computed by adding the two 
together. The estimated fair value of STG, as seen in table 40, is therefore concluded to be DKK 12.824,3 
million which corresponds to a share price of DKK 128,2.    

Table 40 

 

A sanity check for the technicalities behind the model can be found in Appendix 21, where a valuation with 
the EVA approach will be calculated.  

The share price of STG the 8th of April was DKK 105,8 per share. This thesis therefore values the company 
to a higher value than the investors do this point in time. 

 

Year 2016 2017 2018 2019 2020 ‐ Terminal
t 1 2 3 4 5

Cost Saving Programme 42,0           84,0       126,0     126,0       126,0            
Tax 9,1 ‐             18,2 ‐      27,3 ‐      27,3 ‐         27,3 ‐              
Working Capital Improvement 91,7           91,7       91,7       ‐             ‐                  
Effect on FCFF 124,6 157,5 190,4 98,7 98,7

WACC 7,00% 7,00% 7,00% 7,00% 7,00%

Discount Factor 0,93458 0,87344 0,81630 0,76290

PV(Forecast) 116,4         137,6     155,4     75,3         
Sum of PV(Forecast) 484,7        
Terminal Value 1.410,0    
PV(Terminal Value) 1.075,7    

Estimated Value of Equity (31/12/2015) 1.560,5    

Estimated Value of Equity (8/4‐2016) 1.593,1    

Price per share 15,9          

Saving programme and WKC reduction valuation (8/4‐2016)

Value of Equity Value per Share
Value of underlying business 11.231,2          112,3              
Value of saving programme and WKC reduction 1.593,1            15,9                
Total Price Per Share 12.824,3         128,2             

Fair Value of STG (8/4‐2016)
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8.4 Peer Valuation (multiples) 
To support the DCF valuation of STG, multiples will be computed to provide a comparable range of chosen 
peers. The peers have been chosen based on the consideration outlined in Appendix 7. Table 41 shows key 
figures and multiples for the selected companies. Please note that all figures are in DKK, to which the 
closing exchange rate from 8th of April was applied.  

Table 41 

 

As STG seek to be a dividend-stock, cash multiples have been included to elucidate this specific area. STG 
have a goal of paying out at least 70% of net profits as dividend (STG 5, 2016). Table 42 below shows the 
multiples for STG and peers. The Free Cash Flow Yield would often be the measure that provides an analyst 
with the best result, but as the Free Cash Flow Yield is infested with many investments and transitory items, 
the Operating Cash Yield, which is thought to be more steady, will be applied. For example, when looking at 
the Operating Cash Yield and Free Cash Yield for Imperial it tells two quite different stories, since Imperial 
invested heavily in 2015. The Operating Cash Yield indicates how much a company generates in cash from 
its operations compared to its market cap. Based on this, it appears that STG, compared to its competitors, 
are more heavily generating cash, which is well in line with their strategy. In the overall multiple analysis, 
the P/E, M/B, EV/EBIT, EV/REVENUE and EV/EBITDA will be used to benchmark and interpret on the 
evaluation computed. The multiples are shown in table 42 below:  

Table 42 

 

Comparing STG to the average of the peers, it is clear that there is quite a large discrepancy to some of the 
factors. In fact, STG is worst or second worst in all multiples. The Price/Earnings multiple elucidates how 
much a shareholder is paying for the share compared to the net income of the company. All companies are 
relatively within the same range, but STG is at the average of the five companies but the fourth lowest. This 
indicates that investors are less likely to pay a higher premium for the STG share compared to peers.  

Currency in DKK STG BAT Imperial Altria Heineken

Shares Outstanding 100.000.000 1.864.233.906 958.710.863 1.956.000.000 576.003.000

Share Price (8th April) 128,20 404,29 363,28 435,76 468,57

Market Cap (mn) 12.820,0 753.691,5 348.282,6 852.351,6 269.900,0

Net Income (mn) 667,6 45.769,8 17.886,7 35.810,4 12.830,5

Revenue (mn) 6.732,3 134.910,6 262.528,2 173.717,6 122.917,5

Book Value of Equity (mn) 8.997,9 50.931,8 59.130,9 19.670,8 90.310,9

Depreciation (mn) 305,9 4.332,0 9.758,3 1.564,1 9.552,5

Operating Cash Flow (mn) 1.285,4 44.221,1 26.505,6 39.683,1 34.921,3

Free Cash Flow (mn) 1.057,0 35.050,1 ‐19.683,8 39.580,6 13.171,4

EBITDA (mn) 1.247,0 50.557,3 29.139,8 58.950,9 27.980,2

EBIT (mn) 941,1 46.225,3 19.381,6 57.386,8 18.427,7

Operating Cash Yield 10,0% 5,9% 7,6% 4,7% 12,9%

Free Cash Yield 8,2% 4,7% ‐5,7% 4,6% 4,9%

Peer Group Key Figures

Currency in DKK STG BAT Imperial Altria Heineken Average Median STG rank
Earnings Per Share 6,68 24,55 18,66 18,31 22,28 18,09 18,66 5 of 5
P/E 19,20 16,47 19,47 23,80 21,04 20,00 19,47 4 of 5
M/B 1,42 14,80 5,89 43,33 2,99 13,69 5,89 5 of 5
EV/REVENUE 1,90 5,59 1,33 4,91 2,20 3,18 2,20 4 of 5
EV/EBITDA 10,28 14,91 11,95 14,46 9,65 12,25 11,95 4 of 5
EV/EBIT 13,62 16,30 17,97 14,85 14,65 15,48 14,85 5 of 5

Multiples



 

84 
 

When shifting attention to the Market-to-Book multiple, which indicates the factor between the market and 
book value of equity, it is evident that STG has a considerably lower ratio. The market value of STG’s equity 
is a factor of 1,42 compared to the average of 13,69 or median of 5,89. All of the peers have a significantly 
different balance sheet structure where they have much less equity compared to its value. The firms might be 
more risky, as they are primarily financed by debt, but this will not have an outweighing significant effect in 
the multiple. For this reason, this multiple have some constraints and limits of interpretation.  

Lastly, enterprise value multiples are applied. These types of multiples are great for comparing peers, as 
balance sheet structure and other factors aren’t distorting the output, leading to the multiples having a greater 
degree of usability.   
Benchmarking revenue against enterprise value is arguably a flawed measure in many ways, as it does not 
measure the underlying effectiveness and costs of a company. Compared to its peers, STG are benchmarking 
significantly lower than their peers at 1,9, while the peer average is 3,18. This indicates that the revenue that 
STG are generating is being priced as generating lower value than its peers. From this, it is possible to derive 
that the peers are significantly more effective after the fact or that STG are underpriced (or peers overpriced) 
compared to its peers, or a combination of the two. Even though the revenue multiple lacks information, it 
does however prove more useful in industries or cycles with identical prerequisites. 

 Using EBITDA as a multiple is more complex and extensive than the revenue multiple. EBITDA is 
covering expenses for production and is thus reflecting the effectiveness of the peers. Once again, STG are in 
the bad end of the peers. The EBITDA/EV for STG is 10,28 where the average is 11,95. They are not 
significantly worse than peers but just below average. This may suggest that STG is underpriced. 

The EBIT multiple tells a similar story as the EBITDA multiple but also considers amortisations and 
depreciations. This is important as it reflects the actual cost which a company will incur over time, thus 
leading to a more correct view of costs.  The multiples for STG and their peers are quite similar which is 
expected as accounting policies are similar and EBITDA/EV multiple is similar. Overall, STG are worst in 
class with a multiple of 13,62 where the average is 15,48.  

All of the above multiples are within reasonable ranges of measures. It does however appear that STG are 
priced below their peers in most multiples. This could be an indicator of underpricing.  
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9 Sensitivity Analysis 
It is important to create an understanding of the sensitivity in STG’s value when key parameters are subject 
to change. It is in general recommended to perform a sensitivity analysis to determine how adjustments to 
e.g. WACC, Terminal Growth, Financial Drivers, Beta’s etc. affect the value of equity (Petersen & Plenborg, 
2012). The initial analysis of STG’s sensitivity will be based on WACC and Terminal Growth in order to 
determine how the value of the underlying business is affected. WACC has been chosen as it in general has a 
major impact on the firm value. Furthermore, the determination of WACC is in many ways a subjective 
measures and the applied WACC in for STG is considered by some in the lower end of the spectrum of 
possible realistic WACCs. For this reason, it would prove beneficiary to determine how sensitive the 
valuation is to changes in WACC. Along with WACC, terminal growth is also a pivotal determinant in the 
valuation of STG as the majority of value stems from the terminal period.  

Table 43 below shows the sensitivity in the share price of the underlying business changes when adjusting 
terminal growth incrementally by +/-0,25% and WACC by +/-0,5%. Appendix 22 gives the same table put 
with change in share price in DKK and percentages. It should be noted, that the value of the strategic actions 
is added to the underlying value without changing its WACC and terminal growth. 

Table 43 

 

Above chart shows, that if terminal growth changes by 0,25% while keeping WACC constant, the share price 
changes approximately DKK 6 (DKK -5,2 and + DKK 5,7). This corresponds to a change of roughly +/-4%. 
This is quite a significant change in share price. This is due to the relative large amount of value captured in 
the terminal period compared to forecast period. It is however believed that the terminal growth most likely 
will be in the area of 0 to 1%, which merely changes the value of STG by -8% to +9%. Conversely, the 
impact of adjusting WACC is more impactful on share price. A 0,5%-point in WACC changes the share 
price to DKK 116 or 143 from DKK 128. This is a change of DKK -12 and DKK 15 respectively, which 
corresponds to -13% or +7%%. Based on this, it seems that the current forecast is considerably sensitive to 
changes in WACC. Overall, it can be concluded that the forecast is quite sensitive to change. Especially 
adjustments to WACC, which some may argue is too low, yields substantial changes to share price. 

It seems important to analyse the sensitivity of STG’s strategic actions’ effect on share price. Historically, 
STG have not been good at fulfilling targets when it came to efficiency in the firm. This meant that the 
WACC on the cost savings’ value were adjusted upward in the valuation. Readers may argue another WACC 
should have been used to calculate the value of the efficiency programme why it makes sense to include the 
parameter in the sensitivity analysis. Furthermore, experts say that STG’s efficiency programme is 
unambitious (Børsen 4, 2016). It is therefore believed that a sensitivity analysis on the efficiency programme 
can provide valuable insights into how changes in WACC and cost savings and working capital 

                          Terminal Growth 
WACC

‐0,75% ‐0,50% ‐0,25% 0,00% 0,25% 0,50% 0,75% 1,00% 1,25% 1,50% 1,75%

3,65% 180      191      203      216      231      249      270      295      325      362      408     
4,15% 160      168      177      187      199      212      227      244      265      289      318     
4,65% 142      149      156      164      173      183      195      207      222      239      259     
5,15% 128      134      140      146      153      161      170      180      191      203      218     
5,65% 116      121      126      131      137      143      150      158      166      176      187     
6,15% 106      110      114      118      123      128      134      140      147      155      163     
6,65% 97        100      104      108      112      116      121      126      131      137      144     
7,15% 90        92        95        98        102      105      109      113      118      123      129     
7,65% 83        85        88        90        93        96        100      103      107      111      116     
8,15% 77        79        81        83        86        88        91        94        98        101      105     
8,65% 71        73        75        77        79        82        84        87        89        92        96       

Sensitivity Analysis of underlying business ‐ WACC and Terminal Growth (Share Price, DKK)
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improvements affect the share price.  Below figure shows the implicit share price of the cost savings when 
the potential savings and WACC are adjusted15.  
 

Table 44 

 

As apparent from the schedule, a 10%-point increase/decrease from the efficiency programme results in a 
share price of DKK 127 or DKK 130 from DKK 128, which approximately is a 1,2% increase/decrease in 
share price. In the case that STG only manages to reach 50% of their target, the share price is expected to fall 
to DKK 120 or 6,2%. This is not a significant drop meaning that only a small part of STG’s value stems from 
the efficiency programme. Overall, the value of the cost savings  is equal to 15,9 DKK or 12,4% of STG’s 
total fair value.   
An adjustment of the WACC for the efficiency programme equal to +/- 0,5% changes the value of STG to  
DKK127 or  DKK 129. This is an effect of approximately 0,9% and therefore has little effect on the share 
price. In conclusion, the fair value of STG is not heavily influenced by the assumption of cost savings and its 
WACC as most of the value is generated from the underlying business. This should in term make the 
valuation more plausible as the uncertainties around potential savings are considered larger than the 
uncertainties in the underlying business.   

Terminal growth and WACC are great indicators of sensitivity but does not address the operational 
performance of a company. Instead, one could analyse the sensitivity when adjusting profit margin (PM) and 
turnover ratio of assets (ATO). These two indicators have a direct influence on the EVA since the product of 
the parameters computes to ROIC which is used in the EVA calculation. PM tells a lot about the cost 
structure of a company. Several assumptions of for instance segment-profitability or operating costs were 
taken in the forecast and it would therefore make sense to use PM in a sensitivity analysis as a proxy for 
these individual parameters. ATO expresses the company’s ability to utilise invested capital and is of such 
relevant to include in the analysis as it gives valuable input of how for instance investments in production 
equipment or level of inventories affect the valuation of the company. Below figure shows the effect on 
share price when PM and ATO are adjusted16:  

                                                            
15 In Appendix 23 supporting figures of DKK-change in value and %-change in value 
16 In Appendix 24 supporting figures of DKK-change in value and %-change in value 

                          Potential Savings
                                             reached 
WACC

50,00% 60,00% 70,00% 80,00% 90,00% 100,00% 110,00% 120,00% 130,00% 140,00% 150,00%

4,50% 124      127      129      132      134      136      139      141      144      146      148     
5,00% 123      125      128      130      132      134      136      138      141      143      145     
5,50% 122      124      126      128      130      132      134      136      138      140      142     
6,00% 121      123      125      127      129      131      133      134      136      138      140     
6,50% 121      123      124      126      128      129      131      133      134      136      138     
7,00% 120      122      123      125      127      128      130      131      133      135      136     
7,50% 120      121      123      124      126      127      129      130      132      133      135     
8,00% 119      121      122      124      125      126      128      129      131      132      133     
8,50% 119      120      122      123      124      126      127      128      130      131      132     
9,00% 119      120      121      122      124      125      126      128      129      130      131     
9,50% 118      120      121      122      123      124      126      127      128      129      130     

Sensitivity Analysis of efficiency programme ‐ WACC and Potential Cost Savings reached (Share Price, DKK)
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Table 45 

 

The table shows that a 0,05 change in ATO results in a share price of  DKK118 or  DKK 138. This is a 8% 
change in value. The change in ATO may seem small but it is actually on average a 500 million DKK change 
in invested capital (keeping revenue constant). Such a change in invested capital is likely to happen if STG 
had to invest in new production equipment or develop a more lean production similar to competitors’. A 
higher ATO could also be a result of more effective use of working capital, which the efficiency programme 
is an example of. The analysis shows that even small increases in ATO create rather large effects on 
valuation.   
The table also shows how profit margin affects firm value. Increasing/decreasing profit margin by 0,5%-
point changes the value of STG to DKK 122 or DKK 134. This is a change of approximately 5%. A 0,5% 
change in profit margin is merely an increase in costs of 35 million DKK (holding revenue constant). This 
does not seem considerable and STG appear sensitive to change in this parameter. One could argue that 
certain costs were fixed or step-wise instead of driven by revenue. If STG for instance could hold their Other 
External Cost and Staff Costs close to constant in the forecast, one could argue that STG could increase their 
profit margin by 0,5% to 1,0% resulting in an increase in share price of  DKK 12  or 10%. Economies of 
scale in production are very important for STG as this analysis show. Investors should therefore keep a close 
eye on the development of costs in STG, as this seems to be the main driver of value for the company.  

  

                                    ATO
Profit Margin

‐0,25 ‐0,20 ‐0,15 ‐0,10 ‐0,05
Forecast 
avg.= 
0,811

0,05 0,10 0,15 0,20 0,25

‐2,50% 57        65        73        81        89        97        105      113      121      129      137     
‐2,00% 62        70        78        87        95        103      112      120      128      137      145     
‐1,50% 66        75        83        92        101      110      118      127      136      145      153     
‐1,00% 70        79        89        98        107      116      125      134      143      152      161     
‐0,50% 75        84        94        103      113      122      132      141      150      160      169     
Forecast avg.= 13,12% 79        89        99        109      118      128      138      148      158      168      178     
0,50% 83        93        104      114      124      134      145      155      165      175      186     
1,0% 88        98        109      119      130      141      151      162      173      183      194     
1,5% 92        103      114      125      136      147      158      169      180      191      202     
2,0% 96        107      119      130      142      153      164      176      187      199      210     
2,5% 100      112      124      136      148      159      171      183      195      206      218     

Sensitivity Analysis of underlying business ‐ ATO and Profit Margin (Share Price, DKK)
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10 Scenario Analysis 
Similar to the sensitivity analysis, the scenario analysis will investigate the outcome of possible future 
changes to the current environment, industry and firm. From the SWOT analysis in section 7, this thesis 
learned that a lot of opportunities and threats are present in STG’s reality. This section will address the 
possible lift of the Cuban embargo effect on the fair value of STG.  

 

10.1 Lift of the Cuban Trade Embargo 
The relationship between the U.S. and Cuba is becoming better and warmer and several experiments have 
been taken to access the Cuban market while regulations and restrictions are becoming less and less. If the 
trade embargo between the U.S. and Cuba were to be completely lifted, Cuban products would surge into the 
U.S. and create a new competitive situation. A flow of Cuban cigars into the U.S. is a clear threat to STG’s 
market position, which they are fully aware of. In STG’s prospectus they have addressed this specific issue: 

“Should the lifting of the embargo open the U.S. market to the commercial importation of Cuban origin 
cigars, it would be expected to affect the competitive environment in the United States for handmade 

cigars, as well as machine-made cigars to a lesser extent.” (STG 2, 2016) 

Apparently, STG believe that the potential effect of a trade embargo lift would have an effect. This thesis 
believes that the possible repercussion could be substantial. It is however important to note that while the lift 
could pose a serious competitive threat, it could also open the doors for some opportunities to grow why 
several scenarios could play out. Below is a list of possible scenarios: 

Scenario 1: If the embargo is removed, but Cuba keeps the Cigar monopoly, only Imperial would have a 
direct advantage through their joint venture partnership with the Cubans. This would make Imperial Tobacco 
the only distributor of Cuban cigars in U.S which will put enormous pressure on the market. Such a scenario 
would make STG’s share of the handmade cigar market in the U.S. crumble. This is the worst case scenario 
for STG, competitively.  

Scenario 2: If the monopoly on Cuban tobacco is removed along with the embargo, it would create 
acquisition possibilities for the established firms in the industry and possibilities for acquiring the highly 
demanded Cuban tobacco leaf (Reuters 1, 2015). This way the industry could sell Cuban tobacco on their 
own trademarks or introduce the Cuban brands themselves in the U.S. through acquisitions (Thomson 
Reuters, 2016). The introduction of Cuban tobacco in the U.S would stimulate demand in general and make 
the industry players able to benefit from it. This would perhaps be the best-case scenario for STG.  

Scenario 3: A third scenario would be something in between, where the industry players could make use of 
their ownership of online-/catalogue channels for Cigars and manage large parts of the sales for Cuban cigars 
and earn a profit by selling them to consumers. This scenario would still put pressure and extra risk on the 
industry and take away market shares from STG. 

Scenario 4: A fourth scenario would be, that the Cuban cigars are unable to sell under own brand names due 
to the grandfathered rules as described in the PESEL-analysis in 5.1. As Cuban cigars have no products in 
the U.S. market from before February 2007 they have no grandfather. This means the cigars need to be 
approved by FDA who may reject the Cuban cigars. (Thomson Reuters, 2016). In this case, Cuban tobacco 
may only be sold under trademarks with grandfathered products – all owned by the industry players such as 
STG. This makes the Cuban embargo more of an opportunity than a threat. 
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To determine the impact of the different scenarios, table 46 below with the estimated effect on revenue and 
subsequently share price is constructed. All scenarios are computed with identical assumptions on revenue 
and operating expenses as the ones laid forward in the forecast in section 8.1. All balance sheet items, 
depreciation, amortisation and financial expenses are assumed to be unchanged. There is also an assumption 
that the market shares are taken evenly from market participants. Only the revenue from handmade cigars is 
forecasted. A full table of the annual revenue effect on hand-made cigars in the U.S. market can be found in 
table 46 with a subsequent table (table 47) of the effect on key metrics. 

Table 46 

 

Table 47 

 

The estimation of the scenario effects is based on assessments given by well-chosen credible sources 
(Reuters, 1) (Marketline 2, 2016) (CFR, 2016) and a self-selected estimation of possible outcomes. The 
change in revenue has been made gradually towards the targeted change.   

Scenario 1 shows that if Cuban cigar flood the market, while STG have no chance of benefitting from it, it is 
a substantial effect on the share price as it drops to DKK 97,92. The price changes by 23,6% illustrating the 
heavy impact it will have on STG. Scenario 1 will eat away DKK 180 million of STG’s NOPAT.  

Scenario 2, where STG will have a great chance of benefitting from embargo, actually only has little effect 
on the share price. This is due to the fact that the Cuban tobacco most likely will be spread between the 
different actors in the industry rather than STG taking everything. The share price will increase by DKK 3,09 
to  DKK 131,33 which is an increase of 2,5%.  

Scenario 3, where STG will be able to benefit through their online- and catalogue channel but lose market 
shares, will also only have a significant effect on share price but not nearly as significant as scenario 1. The 
price of STG will drop approximately DKK 19 to 109,26. This is a drop of 14,8% and will affect STG’s 
NOPAT negative DKK 116 million.  

Scenario 4 is expected to have little overall effect as the Cuban cigars cannot really be branded due to the 
grandfather rule. This means that cigars will be sold under U.S. brand names, but with Cuban tobacco as the 
input. Such a scenario will only stimulate demand minorly why the share price only is expected to increase 
by  DKK 1 to DKK 129,19.  

∆ Revenue 2016E 2017E 2018E 2019E 2020 (Term.)
Scenario 1 ‐25% ‐50% ‐70% ‐70% ‐70%
Scenario 2 25% 17,50% 10% 5% 5%
Scenario 3 ‐10% ‐20% ‐40% ‐45% ‐45%
Scenario 4 10% 8% 5,50% 3% 1%

Scenario Analysis ‐ Change in revenue for handmade cigars

Parameters Base Scenario 1 Scenario 2 Scenario 3 Scenario 4
Scenario effect on hand‐made revenue* N/A ∆ ‐70% ∆ 5% ∆ ‐45% ∆ 1%
NOPAT* 901,3 ∆ ‐180,8 ∆ 12,9 ∆ ‐116,2 ∆ 2,6
FCFF* 858,2 ∆ ‐180,8 ∆ 12,9 ∆ ‐116,2 ∆ 2,6
Change in share price 128,24 ∆ ‐30,32 ∆ 3,09 ∆ ‐18,99 ∆ 0,94
New share price 128,24 97,92 131,33 109,26 129,19
* Changes  taken from terminal period

Scenario Analysis, Cuban Embargo ‐ Outcomes
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Overall, the scenario analysis of the Cuban embargo clearly shows that there is a small upside chance for 
STG and a significant downside risk if the embargo is removed.  
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11 Discussion of IPO and Market Pricing 
Having explored the technical aspects and estimated a fair value for STG, this section will review some of 
the underlying considerations for the IPO. A discussion of the IPO-window, theoretical concepts and the 
underwriter’s role will be explored. Hopefully, this will provide the thesis with an understanding of the 
specific motives- and insight into the offering.  

A natural origin of questioning begins with the outset of the IPO. The 14th of January 2016, it was officially 
announced that STG would have an IPO the 10th of February 2016. At first glance, this appears to be a 
cramped timeframe, which makes one wonder why they seemingly were rushing this date. Can this be 
explained by external factors, such as market trends, an IPO window or any other theoretical construction? 
To investigate this, the market trends leading up to the announcement will be reviewed.  

Drawing upon the conclusions in the valuation section, it appears that STG were undervalued at the offering. 
The reasoning for going public underpriced and circumstances surrounding the pricing will also be discussed 
and clarified in one of the following sections.  

Finally, it appears that the Lead Underwriter, Nordea, provided price support to STG in the first month of the 
IPO. The repercussions and implications of such price support will also be analysed and discussed in the 
final subsection.  

 

11.1 IPO Timing 
The timing of offerings is a heavily researched subject within financial literature. Some researchers claim, 
that companies time their IPO to what is called “hot markets” where investors seems to be highly optimistic 
and where the average aftermarket performance of IPOs is abnormally high. (Ljunqvist, Nanda & Singh, 
2006);(Ibbotson & Jaffe, 1975). Behavioural theory prescribes, that investors are not completely rational in 
their valuation of companies – specifically not in IPOs as they may have less information to base their 
decision upon. Being heavier devoted and having first-hand experience with the company, underwriters 
issuing the IPO can arguably take a more informed decision. The asymmetric information and optimism in 
the market is often analysed by issuers and underwriters when timing the IPO. Correct timing will result in a 
higher chance of selling all shares to the determined (or maybe higher) price and would furthermore generate 
a first-day return for investors making sure they have not suffered from winner’s curse (Rock, 1986). Proper 
timing can lay the ground for a successful IPO for everyone involved in the transaction (Issuer, Underwriter 
and Investor). For this reasons, IPO’s are steering towards hot markets while trying to avoid cold ones. An 
analysis of the investor sentiment and stock indexes will give an indication of the market’s state at the time 
of the IPO for STG.  

The short time horizon from STG’s announcement of IPO to the actual offering (27 days) may suggest that 
STG have been trying to achieve a specific timing for going public. The investor sentiment will be analysed 
by analysing the development in three stock indices along with actual sentiment indexes such as the 
NAAIM17 and SENTIX18 index. The NAAIM index is a U.S. survey done weekly by investment managers 
who reveal their position in equity. 0% to 200% is a short position representing pessimism in the market, 
while 0% to -200% is a long position representing an optimism in the market. On the other hand, the 
SENTIX index represents the confidence of investors in the Eurozone. 2800 investors and analysts are asked 
                                                            
17 http://www.naaim.org/programs/naaim-exposure-index/  
18 http://www.sentix.de , http://www.investing.com/economic-calendar/sentix-investor-confidence-268  
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to rate the six-month economic outlook. A rating above 0 means optimism about the future and vice versa. 
The SENTIX institute also forecast the index making it possible to analyse whether the market is bearish or 
bullish. A higher than forecasted SENTIX indicates a bullish market and vice versa.  

Below figure 21 shows the Euronext-, OMX C20- and S&P 500 index since 2011. It is clear that STG 
announced the IPO in a blooming, but also volatile, stock market – especially in Denmark. The same picture 
is also apparent when looking at the S&P 500 and Euronext index. It is however less extreme or volatile. One 
may assume that the decision on the IPO announcing may have been taken at some point in the last quarter 
2015 as companies often has prospectus and supporting documents ready for when the timing is right. It is 
therefore plausible that the decision were made in late 2015 where the OMX C20 was in the range of 180-
200 compared to averaging 140 in 2014. Based on this, it seems that the market was hot when STG took the 
decision of going public the 10th of February.  

Figure 21 

 

So, overall the market looks hot in ultimo 2015, but in February 2016 when STG were listed, the picture is 
much different! Figure 22 below zooms into the period of medio 2015 to the first quarter of 2016 and may 
provide a better indication of the economic environment at the day of announcement and of listing.  
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Figure 22 

 

Since ultimo 2015 to the IPO announcement the 14th of January, the OMX C20 index had dropped from 
200,3 to 188,2 or approximately a 6% drop in 14 days. This is not an optimal situation when going public. 
The drop may have created pessimism and nervousness in the market making it less optimal to go public as 
investors may be reluctant to take the risk of buying a new stock, and may seek towards less riskier assets to 
adapt their portfolios. Small drops were also seen in the Euronext- and S&P500 index. Even worse is what 
happened at the day of listing. The OMX C20 plummeted building a 15,9% decrease since  ultimo 2015. The 
markets were certainly looking rather unattractive, at the day of the enlistment. The timing was not ideal.   

Another indicator of market conditions is the frequency of IPOs. On the following figure, the IPOs in the 
Nordic region are mapped along with the Euronext index. 

Figure 23 
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Hot markets are characterised by optimism and a higher number of IPOs than average. Figure 23 shows a 
similar pattern. When the Euronext index increases, more IPOs occur. Q4 2015 experienced a small 
economic downturn, in terms of a lower index than in Q3 2015. There was however several IPOs in 
Scandinavia. A total of 15 firms were noted which is the highest in the included period. Observing this 
isolated, the number of IPOs suggests that the market were hot in the end of 2015. Following this, Q1 2016 
showed a lower number of five IPOs, which suggests a worsening in market conditions. In the first quarter of 
2016, the Euronext index dropped as well. Based on these movements alone, it therefore seems that the 
market were hot at the decision of going public but colder at the day of listing. Furthermore, not many 
listings happened in Denmark compared to the other Scandinavian countries. In 2015, only 2 companies 
were listed in Denmark while 4 were listed in Norway and 26 in Sweden. Two of the three latest listings in 
Denmark were furthermore somewhat controversial. OW Bunker went bankrupt after inappropriate risk 
management and having an erroneous prospectus. This in itself may create nervousness in the stock market. 
The second enlistment, NNIT, was listed under hype. The books were 10 times oversubscribed why the offer 
price was raised. Even so, there was still a significant first day return and hype, which may not be 
advantageous for a company as it may plummet subsequently. Overall, the market looked cold at time of 
listing and the latest listings did not create assurance that the IPO would go successfully.  

So far, the indices and number of IPOs have shown that the market seemed hot at the decision of going 
public, but the market had arguably changed to a colder one at the day of announcement and even more at 
the day of listing. Below graph of the investor-sentiment and should provide further information on the state 
of the market. 

Figure 24 

 

Both the SENTIX- and NAAIM index exhibit positivism in the entire period. The positivism has however 
been decreasing since February 2015. From the top graph, no considerable positive sentiment can be 
observed in the last quarter of 2015, where it is assumed that STG decide on the IPO-timing – the sentiment 
is however not negative. There is therefore no specific indication of why STG would decide on the IPO-
timing based on theories of hot and cold markets when looking at the sentiment in the top of figure 24.  
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The bottom graph in figure 24 does however provide some additional indications on the sentiment. The 
graph illustrates the forecasted sentiment subtracted from the actual sentiment. Any readings above 0 suggest 
a positive sentiment, as the market were more positive than expected and vice versa if reading is below 0. It 
therefore gives better insights into the behavioural mind-set among investors. The grey line shows that 
investors actually held a pessimistic sentiment from November 2015 and forward. The overall confidence of 
investors therefore changed somewhere in November 2015 from positive to negative, relative to the 
forecasted confidence. It therefore suggests that the market may have been “chilly” when STG decided on 
the timing. The negative investor confidence is kept at a somewhat constant level from December 2015 to 
April 2016, which does not support the timing of the IPO as it suggests a cold market. The headlines in the 
major Danish business newspaper also support a cold market, as there are scepticism and turmoil in the 
markets. The newspaper focuses on a danger of a Chinese collapse, a devaluation of the Chinese yen and 
sustained drops in oil price (the lowest in 11 years). (Børsen Newspaper 1, 2016); (Børsen Newspaper 2, 
2016) 

The day before and the day of enlistment were certainly not a bright day on the stock market and the news 
does in no capacity suggest a hot market. There was a general fear for an economic downturn which caused a 
lot of uncertainty causing the OMX C20 to plummet. The total decrease in the C20 index since end 2015 is a 
total of 15,9% and approximately 10% since 1st of February. (Børsen Newspaper 3, 2016) 

Overall, many parameters point toward a neutral or hot market in the late 2015 where it was assumed, that 
STG took the decision of the IPO. The economic environment did however change considerably towards a 
cold market with a negative sentiment and significant drops in stock indices. It seems that STG took a well-
informed decision at the time in 2015 but the change in the economic environment clearly shows that no one 
can predict the future. The seemingly cold market in February 2016 was possibly the worst time in 2016 
(until now) to get listed on the stock exchange.  

 

11.2 Underpricing in Theory 
This section will outline the theories concerning underpricing in order to lay the ground for a discussion on 
underpricing in the IPO of Scandinavian Tobacco Group.  

When going public a myriad of considerations are made. Most of these are technical and based on tangible 
effects, while other considerations are more subjective estimates as a decision might be rooted in investor’s 
sentiment and derived from psychological and human effects. A key element in going public is determining 
the price of the stock. Often, IPOs are underpriced due to the above-mentioned psychological effects. 
Underpricing is commonly defined as the first-day return of an IPO. This means the relationship between the 
offer price of the IPO and the price of the stock after the first day of trading. The concept of underpricing is 
well-proven and the phenomenon is apparent in every nation with a stock market, although its significance 
differs in size. (Ritter, 1998) In Denmark, the historical average IPO has been underpriced by 7,7%, while it 
in the U.S. has been by 15,8% or an extreme example of Korea by 78,1%. (Ritter, 1998). The reasoning for 
underpricing IPOs will be reviewed in this section.  

Several theories exist on the reasoning behind underpricing. It does however seem that one common 
denominator is asymmetric information, which has the potential to impose several tendencies. One, known as 
the winner’s curse, occurs when there is an information incongruity of the company’s valuation. Some 
investors will be better informed, while some uninformed. This will cause a ‘winner’s curse’ on the 
uninformed investors, as they will be able to acquire all shares in unattractive investments, while they will be 
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bid out in attractive investments, and their average on the first day return will, as a result, be lessened.  
(Eckbo, 2008)  
According to Rock (1986) and Eckbo (2008), underpricing is an important market mechanism in order to 
keep uninformed investors in the market. It is important to note that Eckbo (2008) argues that there always 
will be this discrepancy, and a market solely with informed investors can’t exist. In a market where all 
investors are informed and assuming there is cost attached to becoming informed, there will always be an 
incentive for an informed investor to become uninformed, and simply free-ride on the informed investors’ 
decisions. Having this in mind, the literature suggests that the uninformed investor poses a significant role to 
having a liquid and full functioning market. As the uninformed investor will soak up some of the negative 
investment returns from the unattractive investment, they will need to have an incentive to stay in the market. 
The uninformed investors will at least need to break even to stay in the market, which is counterbalanced by 
introducing underpricing, which serves as an incentive for the uninformed investor.   
Understanding underpricing from this perspective does however introduce agency problems, as individual 
issuers have incentive to reduce the cost of underpricing and thus free-ride by underpricing less than the 
market. (Eckbo, 2008) On the other hand, investment banks19, have, as repeat-players, incentive to keep the 
underpricing mechanism engaged and enforced. (Beatty & Ritter, 1985) Since the individual issuers have no 
incentive to underprice, it is important that the underwriter has one in order to keep the market intact, which 
is done through the underwriter’s reputation. For this to function, the long-term derived income from having 
a healthy reputation needs to exceed the income generated through short-term opportunistic behaviour. 
Reputational income could materialise itself through being able to charge a larger underwriting fee, clients 
who return to the investment bank with new business propositions or by increasing number of clients. If the 
investment banks are not able to generate a large enough first-day return on average for the uninformed 
investors, they will cease to do business with the investment bank, which in return will lead to a market 
without uninformed investors, as they are not able to at least break-even. (Beatty & Ritter, 1985) (Dunbar, 
2000)  
Conversely, if an underwriter has too large underpricing, the issuers will incur too large costs and will move 
to other investment banks leading to  one less customer for the investment bank.   

One other theory relating to underpricing incentives is the market feedback hypothesis also known as the 
Information Relevation Theory. This hypothesis states that, when the underwriters are building the books 
before the IPO, they require the market feedback to help them set a price for the security. They obtain this 
information by inducing investors to reveal their true valuations through underpricing, which as a result 
works as compensation. (Ritter, 1998) (Eckbo, 2008) However, there is arguably still an incentive for the 
institutional investors to misinform the underwriters in order to get the lowest offered price. To solve this 
problem, the underwriter must possess allocation rights and the ability to not issue any shares to investors 
who bid too conservatively. Conversely, underwriters will allocate a larger portion of the shares to investors 
who have an aggressive approach with a higher valuation. It is however a necessity to still have underpricing, 
as investors otherwise would not be incentivised to reveal their more truthful valuations. This right to 
allocate also serves future purpose, as the investors lose credibility and invites to bidding in the future if they 
keep bidding too conservatively. 

One problem that persists in this setting is the agency-problem with the underwriter. With the rights to 
allocate shares, the underwriter suddenly has an incentive to gain popularity and appeal to certain investors 
in the hopes of winning future deals or gain reputation. As a result, trade-offs and kickback-practices may 
happen where some investors may be allowed to build the book at a discount conditioned by them sharing 
                                                            
19 The terms ’investment bank’ and ’underwriter’ are used interchangeably. 
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the profits obtained through other deals and its commission (Eckbo, 2008). An example from this practice 
dates back to 2002, where ‘Credit Suisse First Boston Corporation’ misused their position as underwriter and 
was subsequently fined $100 million (SEC, 2002): 

“CSFB improperly took advantage of its position as underwriter by allocating shares of hot IPOs to 
customers who agreed to share their IPO profits by paying excessive commissions” 

Finally, underpricing might occur as a promotion for quality. Companies who want to signal quality, will 
underprice as a way to differentiate themselves from lower quality firms – so-called lemons. This is possible, 
as lower quality firms may not be bolstered enough financially to incur the costs associated with 
underpricing. Having a perception of quality becomes an asset for future issues and through reputational 
gains. (Allen & Faulhaber, 1989) (Eckbo, 2008) 

 

11.3 Underpricing for Scandinavian Tobacco Group 
Departing from the definition of underpricing, it initially becomes relevant to review the first-day return of 
STG, which was exactly 0,0%. Movements occurred, but ultimately, the first day ended in status quo. Based 
on this, one might believe that STG were not underpriced, which is not a completely unfair notion. The 
market was, as described in the section 11.1 nervous and could be characterised as cold after a large drop 
leading up to the date of the offering and negative sentiments. An interview in ‘Børsen’ the day before the 
offering (9th February 2016), voiced some of the concerns from key experts on the offering. Kim Korsgaard 
Nielsen, who is a portfolio manager at Carnegie Asset Management20 was quoted saying: 

“It is obvious that the market uncertainty will affect the stock’s first day. The question is only how and by 
how much…It’s easy to imagine that they will be forced to announce a new price-interval if they want to 

match the market developments” (Børsen 1, 2016) 

Later in the article, another portfolio manager, Johnny Madsen at Dansk FI, had the following comment.  

“It is almost the worst thinkable timing that STG is executing. And I believe that they will adapt to the 
market. It will probably end up in the low end of the price interval” 

It seems there was anticipation from the selected market participant for a low price due to recent market 
developments. The final offer price at DKK 100 does however appear to be amidst in the prospectus interval 
of DKK 93-110, which to some extent can help to explain the omission of any first-day return. The Danish 
index C20 also indicated, as mentioned in section 11.1, that its price with a recent drop of 15,9% should have 
provoked a reset of the offering ‘s price. If STG were to offer a share price 15,9% lower than their initially 
share price interval, it would have been out of the interval regardless of which price within the interval they 
chose beforehand. STG and the underwriters may have felt that STG were not as affected by the market as 
one would have imagined. As also concluded in the analysis, STG’s beta were 0,83 making it less volatile 
than the market. It may be, that STG did adjust their price according to the market – one could imagine they 
may aimed at a price of e.g. DKK 105 but changed it according to the current market situation. Even so, no 
first-day return was apparent. 

One could speculate that the first-day return might have been substantial, if the market conditions had been 
different. But, maybe the declining market was in STG’s favour? Assuming that the share price would have 

                                                            
20 Carnegie was also underwriter for STG, but the potential collusion in this regard seems negligent or dismissable.   
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been the same regardless of the recent market events leading up to the IPO, STG might have saved the costs 
of catering to the uninformed investors and market in general by underpricing the offering. In other words, 
they left no money on the table for investors to pick up, which seems favourable for STG seen 
retrospectively. On the other hand, the lack of first-day return may make STG look like a bad lemon – a 
stock that nobody wanted to invest in as it was priced too high. As mentioned earlier, a first-day return is a 
signal of quality. Investors may interpret the lack of underpricing badly and will stay away from the stock. 
Maybe in the longer term, the apparent “greediness” of STG, may punish them through pessimistic investors 
leaving the stock out of their portfolio which in turn may lead to a stock price below the offer price. 

Looking at the stock performance until the cut-off point the 8th of April it becomes clear that STG actually 
have performed decently despite the lack of first-day return. The price of STG the 8th of April were DKK 
105,80. The stock floated around DKK 100 until the annual report was published the 10th of March where it 
jumped to the level of DKK 103. This is also where the stabilisation period ended. It seems that the investors 
were happy about the annual results and gave a more positive view on the stock. Overall, it appears that STG 
managed the IPO quite well given the circumstances of a cold market and the lack of first-day return. 
Comparing the valuation in this thesis of 128,2, it seems reasonable, that the investors start being more 
positive around STG as the fair value is DKK 28,2 higher than the offer price. Based on the fair value 
estimated in this thesis, it seems STG and the underwriters have been in good faith when determining the 
value of the company. The fact is however, that the stock was very stable at DKK 100 in the whole 
stabilisation period and it may be because the underwriting co-manager, Nordea, has masked a negative first-
day return through buying up stocks of STG. Whether or not Nordea have had an influence on the price in 
the stabilisation period and the possible impact of this will be analysed and discussed in the following 
section.  

 

11.4 Price Support 
In liaison with the previous sections’ discussion on the offering, this section will try to investigate the 
relationship between the price supporting underwriter, Nordea, and STG, while trying to elucidate some of 
the repercussions of this relationship. Through the prospectus it is let known that Nordea, referred to as the 
“STABILISING MANAGER”, will perform transactions to artificially affect the price for up to 30 days after 
the IPO (STG 2, 2016).The 19th of February Børsen published an article where two stock-analytics both 
suspected that Nordea were buying up stocks of STG in order to keep the price artificially high (Børsen 2, 
2016). The analytics commented that bad timing affected the IPO (or a cold market affected the IPO, using 
our own words), which corresponds with the conclusion of a cold market drawn in section 11.1.  

Price support occurs as a stabilisation instrument and is often used to mitigate some of the adverse selection 
problem existing in the market (Lewellen, 2006). It can essentially be viewed as a put option rewarded to the 
institutional investors who were willing to reveal information in the book-building phase (Lewellen, 2006). 
Price support basically secures that the price of the stock do not fall below a certain level (the offer price) 
hence being closely related to options. In this regard, it is therefore a concept that draws upon the same 
underlying principles of underpricing, in that it compensates the institutional investors and arguably also 
shields the uninformed investors from the winner’s curse, mentioned in section 11.2 (Lewellen, 2006) (Rock, 
1986). Another interpretation could be that the underwriters are trying to mask an overpriced IPO and are 
through stabilisations and acquisitions permanently increasing the share price by limiting the supply of 
shares (Lewellen, 2006). 
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In the meantime, it is however tricky to prove these concepts as price supporting activities are not publicly 
known or announced in detail. Through intraday tick data exported from the Bloomberg Terminal on the 
trades for STG, this thesis will use data mining in order to check if there is a relationship between Nordea’s 
trading activities and the stock’s performance to prove the concept of price support and investigate to what 
extend it has occurred. The data shows the entire trading history for STG and further elaborates on the price, 
time, broker and volume. Please refer to data on USB-stick21 for the raw data.  

The thesis will follow a similar analysis as Lewellen (2006) to pinpoint price support. Lewellen identifies 
that signs of price support will become evident if the following measures are analysed: firstly, the stabilising 
manager (Nordea) should have abnormally many buys of shares at the offer price (DKK 100). This should be 
apparent since the stabilising manager needs to respond to the selling pressure at lower prices by maintaining 
their buy price at the offer price, hence increasing the overall stock price (Lewellen, 2006). Price support is 
normally most apparent the first day of trading and will decrease over time. The analysis of price intervals is 
therefore based on both the first day and the entire stabilisation period (30 days). Another indicator of price 
support would be the time of trading. Unusually high volumes of trade to/from the stabilising manager may 
occur at certain points of the day. This will be apparent as sudden changes in the underlying stock price may 
force the stabilising manager to buy stocks over short periods of time in order to force a higher stock price. 
The last measure on price support is the inventory accumulation of the stabilising manager. The assumption 
is that the stabilising manager repurchases shares at an inflated price to incentivise investors to sell shares by 
taking advantage of the high price. This pressure should increase the stock price to the desired level. The 
effect on the stabilising manager is however, that they build up inventory of the stock over time. An active 
stabilising manager should therefore exhibit an increasing inventory of stock over time. It needs to be noted 
that, from the data used, this measure is merely a proxy for the stabilising manager’s position in the stock. 
Trades performed by Nordea could just as well be trades on behalf of customers. According to Lewellen 
(2006) it is however a good proxy as stabilising managers often accounts for most of the activity themselves.  

Shifting attention to the first day of trading, Nordea seems to have a vast overrepresentation of trading 
volumes compared to the rest of the market. On the first day, Nordea bought 35,18% of all shares, with the 
vast majority of the purchasing being at DKK 100 (62,5%). In fact, Nordea bought 78,2% of all shares that 
were traded at DKK 100 on day 1. Figure 25 below illustrates the distribution of the purchases for Nordea 
compared to other investors on day 1.  

                                                            
21 The excel file is called ”Intra-day Tick Data for STG” 
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Figure 25 

 

Clearly, Nordea purchases significantly more shares at the offer price relative to the rest of the market. 
Following the prescription for identifying price support by Lewellen (2006), this appears to point in that 
direction such exist in the case for STG. 

Above figure does not singlehandedly indicate that price support is occurring, as it only registers buyers of 
the trades and does therefore not include sales of the stock. But analysing the inventory accumulation of 
Nordea, it seems clear that they are not reselling their trades, but rather building stock inventory due to the 
stabilising activities. Nordea only had a negative inventory change in the start of the day, while being very 
active, which arguably can be explained by Nordea creating some liquidity and activity for the stock in the 
first minutes of trading. Figure 26 below shows the inventory accumulation of Nordea and stock price of 
STG during day 1. 
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Figure 26 

 

The figure illustrates at what time of day the volumes are trading, and there seems to be causality between 
Nordea’s buy orders and stock movements. As already proven in previous figure 25, the trading volumes 
primarily occurred at 100DKK, but this figure also shows the inventory building at certain points in the day, 
where the period between 1:47pm to 2:35pm appears interesting. In this period, STG are building a lot of 
inventory, and it seems there is a lot of pressure on the stock in this duration. Subsequently, after 2:35pm it 
appears that Nordea loosen up on their price support and stops most trading, and the stock, as a result, 
plummets. This choice of letting the market forces take over was also noticed by the market (Børsen 2, 
2016). At the very end of the day, it does appear that Nordea started stabilising the stock again as they began 
buying up until the share price hit DKK 100. As seen in the bottom graph, the change in inventory sky-
rocketed in the last minutes of trade of day 1.  

Lewellen argues that the vast majority of stabilising occurs on day 1 of trading. This also seems to hold true 
in this sample, but it can arguably be explained by the higher volume of the day. If the volume had been 
equally high on the remaining 29 days, Nordea would also have had a respectively higher comparable trading 
volume. The following figure, figure 27 illustrates the stock price across the time period of this thesis along 
with the trading intervals for Nordea. It appears that Nordea has a negligent amount of trading above DKK 
100, compared to at DKK 100 and under across the chosen time period.  
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Figure 27 

 

Furthermore, the trading volume also seems to settle down after the stabilisation period and the observable 
spikes are not so apparent anymore.  

Following the method outlined by Lewellen, this thesis finds significant indications and evidence to conclude 
an active price supporting relationship between STG and Nordea for the first 30 days of the IPO. Especially 
the trading of the first day shows clear patterns of price support. As mentioned, price support is a device of 
manipulation and functions as a cushion for uninformed investor’s, which might permanently inflate stock 
prices artificially (Schultz & Zaman, 1994). At first glance, this seems dysfunctional and distorting of 
markets. However, the function of compensating uninformed and informed investors and thereby 
maintaining a healthy capital market seems beneficiary for all. The investors are compensated with 
something equal to a put option stemming from the price support, which creates liquidity and incentive for 
investments. The issuer (STG) avoids the cost of leaving money on the table through underpricing. 
Furthermore, price support improves the liquidity in both the offering stage and aftermarket, while also 
having a potential to inflate share price permanently (Schultz & Zaman, 1994) (Lewellen, 2006). Finally, the 
underwriter (stabilising manager) is the one holding the costs of the price support by offering a put option to 
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the market. To compensate the underwriter, the issuer will most likely provide an overallotment-option, also 
referred to as a greenshoe-option, which provides the stabilising manager with a call option to purchase 
additional shares at the offer price at the end of the stabilisation period.  

This method of compensating with options, instead of underpricing, also serves as an alignment of interests, 
as the underwriter no longer has an incentive to overprice an IPO for an increased commission fee. As a 
result, the underwriter have an incentive to produce more- and relevant information about the IPO, which 
leads to higher transparency, lower uncertainty, less information asymmetry, and ultimately lower put option 
costs, if priced accordingly (Lewellen, 2006).  

It appears, that the price support has served its purpose in the case of STG. Nordea kept the stock above offer 
price despite pressure, and after the stabilisation period, the stock started to rise. Nordea was also 
compensated through exercising their overallotment-option, as the share was well above the offering price 
why Nordea bought 260.187 shares at the offer price at the end of the stabilisation period (STG 6, 2016).  

It seems, that price support saved STG’s shares from dropping below offer price due to negative sentiments 
in the market and a perhaps too high offer price when keeping the development in the Copenhagen C20 
index in mind. Once the stabilisation period ended, the mood in the market may have been more positive 
which may also caused the stock price to increase above the offer price. The estimated fair price of STG in 
this thesis was DKK 128,2 making the recent increases in price logical and expected. The future may show 
that the stock will continue to increase towards this fair price. If Nordea had let the stock float freely in the 
stabilisation period it may have affected the stock price quite negatively due to behavioural effects. One 
could argue that the price support will help behavioural effects succumb to rationality in the long term.  

The seemingly positive repercussions of price support could arguably also have negative consequences. 
Some investors might not be aware of ongoing price support, and believe that the price is in equilibrium. The 
reality is however that the supply of stocks may increase once the stabilisation period ends. This changes the 
equilibrium downward, and the unaware investor will incur losses from the decrease in stock price. (Wilhelm 
& William, 1999)  
Another example of negative consequences will be the combination of price support and overallotment 
options combined, as they will arguably create an incentive for the underwriter to perform moral hazard. 
Commonly known as laddering, an underwriter may promise an institutional investor in the book-building 
phase a favourable amount of shares in exchange for an increased supply in the aftermarket phase. This will 
artificially increase the demand, and increase the call options value for the underwriter, e.g. the 
overallotment option.  

Overall, the authors of this thesis find price support as an important instrument in IPOs for compensating 
investors and maintaining a healthy capital market. The alignment of interests seems to serve for the 
common good. It appears difficult to imagine a relationship that would yield more transparency and 
information in the IPO process, without compromising the alignment of interests. One could however argue 
that more information on the stabilisation activity would shield secondary and uninformed investors from 
making poor decisions on an artificial inflated security. A wish for more detailed disclosure of stabilisation 
activity does however seem naïve, as underwriters and issuers have little interest to do so. If disclosed, 
market participants will know that the stock price is inflated, meaning that participants will be less likely to 
buy shares at this inflated price. Liquidity will likely decrease and uncertainty surrounding the real non-
inflated price may harm the company severely. Investors may believe the company is a lemon. Price support 
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has clearly been a necessary tool for Nordea and STG in the aftermarket in order to keep the stock price 
above the offer price.  
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12 Conclusion 
This thesis provides an estimation of the fair value of Scandinavian Tobacco Group and furthermore analyses 
the extent to which the market conditions and underwriting bodies affected the aftermarket of the IPO.  

A fundamental analysis was prepared in order to analyse the external- and internal value driver and the risks 
herein, which culminated in a determination of the cost of capital.   
In the external analysis, it was found that primarily the heavy regulation increases the risk significantly 
through marketing restrictions, excise tax and product limitations. In the current state of the cigar segment, 
the regulation was however found to be favourable compared to the remaining tobacco industry.   
From the industry analysis, it was made clear that diminishing volumes and slow growth in Europe, caused 
by increasing health awareness, threatens STG’s revenue stream. In spite of decreasing volumes, the analysis 
showed that top line growth in general stemmed from an effective pricing strategy aimed at the price 
insensitive and loyal customers in the cigar- and pipe tobacco segment – the remaining growth is derived 
from the thriving U.S. market for handmade cigars.   
The internal value created for Scandinavian Tobacco Group originates from their leading position in the 
trending U.S. online- and catalogue market for cigars. Additionally, STG’s internal structure is comprised by 
a flexible production and an agile legal workforce making them able to adapt to increasingly changing legal 
requirements. Finally, STG are leveraging their diversified portfolio of well-known brands to enhance the 
cash flow potential while being less exposed to risk in changing markets.  

The financial analysis showed weaknesses in STG’s operations compared to competitors. They operate with 
a lower profit margin, less effective capital, where especially the inventory seems excessively large. 
Although STG are worst in class, compared to peers, they have exhibited a long period of stable, positive 
returns with strong cash generation, thus making them a solid dividend-stock.  

A sales-driven forecast was hereafter formed based on the value drivers found in the fundamental- and 
financial analysis. The organic growth is projected to average 0,9% in the explicit forecast period while 
dropping to 0,5% in the terminal period. Return on Equity is expected to be at the level of 9,3% followed by 
a decrease towards the terminal ROE of 8,4%. The same analyses were expanded to serve as indicators of the 
systematic risk in STG which resulted in a systematic risk on equity of 0,83. Subsequently, the WACC was 
concluded to 6,15% for STG. 

Finally, the first part of the problem formulation could be concluded: Through discounting cash flows, using 
WACC, the estimated fair value of STG per 08.04.2016 was DKK 12.824.297.506 equal to a share price of 
DKK 128,2. Comparing this value to market price of DKK 105,2, STG were an attractive investment.  
A sensitivity analysis was conducted, showcasing that STG are fairly sensitive to changes in WACC, while 
the deviations of an initiated efficiency programme’s realisation-level will have a negligible impact on the 
share price.   
Furthermore, the value of STG was stress-tested in a scenario analysis in order to investigate the potential 
impact of a removal of the Cuban trade embargo. Four scenarios were analysed which indicated a significant 
downside and low upside in the event of an embargo-lift. 

Ultimately, the thesis focused on analysing to what extent the market conditions and underwriting bodies 
affected the aftermarket of the IPO. The market conditions were analysed through investor’s sentiment and 
stock indices. As a conclusion, the market shifted from being hot or neutral to cold at the enlistment, since 
investors became pessimistic while the Danish C20-index dropped significantly leading up to the offering. 
The market conditions arguably had a negative effect on the investors’ willingness to invest.   
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Furthermore, it is believed that the underwriters did not adapt the offer price adequately to reflect recent 
market movements. As a result, STG showed no first day return and exhibited little movements in price, 
which led to a hypothesis that underwriters affected the aftermarket through price support. As a consequence, 
the thesis analysed intraday tick data, which showed a significant causal relationship between movements in 
share price and movements in the stock-inventory of the stabilising manager, Nordea. Furthermore, Nordea 
exhibited extraordinary high buying activity at the offer price of DKK 100. The analysis also found that a 
cease in Nordea’s activity led market forces to take over, resulting in falling prices of STG.   
In conclusion, this thesis finds that underwriting bodies, to a large extent, affected the aftermarket of the IPO 
through price support. 
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1 Theory Description - PESEL 
The PESEL analysis covers the following five aspect; Political, Economical, Sociocultural, Ethical and Legal. 
Each is reviewed below:  

Political factors: Refers to the political environment surrounding a company, its competitors 
and other entities which in any way affiliates with the company or has the potential for having an impact on 
its operations. Political factors are especially important for a company who resides or conducts business in 
countries with rapidly changing conditions or a volatile political environment.  These factors are of great 
importance, as a change in political environment such as trade regulations, embargos or sanctions can have 
significant repercussions for conducting business in the given country.  (Petersen & Plenborg, 2012) 

Political factors are intertwined with many of the other factors, as the actions conducted often cascades down 
and affect the other factors. In particular, political factors are often mistaken with legal factors, but are in 
nature less stringent, more flexible and are not characterised as being mandatory. 

Economic factors: Essentially every company have a significant exposure towards economic 
factors in some way or the other. They can manifest themselves as local or global factors, but nevertheless 
have a powerful impact. Global factors could include the monetary policy or growth rates of leading 
economies such as USA or China, while local economic factors might refer to the country of incorporation’s 
unemployment rates or disposable income. It is vital for a business to seize the given economic opportunities, 
while it can be difficult to mitigate the potential damage caused by them. (Petersen & Plenborg, 2012) 

Sociocultural factors: These factors help to understand the social environment in which the 
company operates and distributes its products or services. An analysis of these factors could help to narrow 
down optimal channels of operation, distribution and the implicit components within. Example of these 
factors could be demographics, consumerism and lifestyles. (Petersen & Plenborg, 2012) This factor could 
prove important in the future predictions of the cash flow.  

Legal factors: Similar to the political factors, companies who reside in countries or areas with 
political turmoil are exposed to legal changes and regulations that might affect their operations and base of 
business. Examples of these could be wage-regulations, tax policies, restrictions on the contents in products, 
safety regulations or competitive regulations. Obviously, the impact of these factors depends on the type of 
business, but these factors have inherent impacts on the far majority of companies. 

Ethical factors: Ethical factors are often ingrained in the understanding of socio-cultural 
factors, but could have its merit in a PESTEL analysis, if the company in question stands out on central 
ethical questions. Ethical factors have a high correlation with the perception of the public and the 
environment in which the company conducts its business. Ultimately, it can have led to diminishing revenues 
for companies to have a controversial ethical policies or products. Ethical perception might change from 
region to region, and the company must therefore adapt itself to its surroundings. 
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2 Theory Description - Porters Five Forces 
Michael Porter uses five perspectives to describe the competitive situation. The five forces are threat of entry, 
power of suppliers, power of buyers, threat of substitutes and rivalry among competitors.  

Threat of entry: When new firms enters a market they bring new capacity and a desire to gain 
market shares – this puts a pressure on prices, costs and the rate of investment. The height of the barriers, 
which protects the industry, depends on factors like Economies of scale on demand and supply side, 
Customer acquisition costs, Capital requirements, Access to distribution channels, Expected retaliation 
against newcomers and Government Policy. (Porter, 2008) 

 Power of suppliers: Suppliers affect the profitability of the industry through their ability to capture 
value e.g. by transferring costs to industry participants, charging high prices or offer a differentiated product. 
The threat from suppliers depends on their dependence of industry-revenue, industry participants’ switching 
costs, differentiated products, lack of substitute products or credible threats of forward integration by 
supplier. (Porter, 2008) 

 Power of buyers: Powerful buyers can force down prices, demand higher quality and play industry 
players against each other in order to get a more value themselves. These actions will decrease the 
profitability of the industry. The power of the buyers is often expressed through the negotiation-leverage 
which can be described through The number of buyers, Degree of differentiation of products, Switching-costs 
of buyers, Credible threats of backward integration by buyer, Fraction of costs the purchase represent for 
buyer, Importance of quality in product for the buyer and Amount of pressure the buyer is exposed to in terms 
of profits and cash. (Porter, 2008) 

 Threat of substitutes: The higher the threat of substitutions the lower the profitability of the industry. 
Substitutions replace the industry product and take away revenues, put a ceiling on prices and force the 
industry participants to distance themselves from the substitute through costly marketing or product 
performance. The threat from substitutes is high if the price-performance trade-off is attractive relative to the 
industry’s and if the buyers’ costs of switching to substitute product is low. (Porter, 2008) 

 Rivalry among existing competitors: The higher the rivalry between competitors the more price-
discounting, new product introduction, advertising campaigns and service improvements. All these actions 
either reduces the revenue or increases the costs hence reducing the overall profitability of the industry. The 
rivalry depends first of all on the intensity which is analysed through factors like the number of competitors, 
growth in industry, height of exit barriers and competitors’ aspiration of becoming market leader. If the basis 
of competition is only on price, it will most likely turn the industry into a less profitable business relative to if 
the competition was based on other dimensions like delivery time, image or product features. Price 
competition depends on the similarity of products, switching costs, the size of fixed costs, product margins, 
overcapacity and the perishability of the products. (Porter, 2008) 
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3 Theory Description - VRIO Analysis 
The VRIO framework is used to analyse the firm’s resources in order to identify the sustained competitive 
advantages based on four indicators. The indicators are Valuable, Rare, Inimitable and Organisation. The 
indicators must be apparent in the listed order before it creates a competitive advantage. The more of the 
indicators that are apparent, the more of a sustainable strength the resource is. The four indicators are 
described below (Barney, 1991): 

 Valuable: The resource must be able to exploit opportunities for the firm or neutralise threats in the 
environment. This basically means that the company must be able to yield a positive cash flow from the 
resource. If the company does not hold any valuable resources, it suffers from a competitive disadvantage. 
(Barney, 1991) 

 Rare: The resource must be rare among current- and potential competitors in the industry. If the 
resource is not rare, everyone has it meaning that it cannot be a competitive advantage. A resource may still 
give a competitive advantage even though other firms hold it, as long as the resource does not generate an 
environment of perfect competition based on the resource. If the company holds a valuable but not rare 
resource, it has a competitive parity. (Barney, 1991) 

 Inimitable: The resource must be imperfectly imitable. A first-mover advantage is basically a 
resource that is valuable and rare – for the firm being able to sustain the advantage over time means that other 
firms cannot imitate the resource. A resource is inimitable if it is based on a unique historical conditions, is 
causally ambiguous or socially complex. In general, many resources can be copied, but the cost of doing so 
may be so high that firms do not try to do it – this is also defined as a inimitable resource. If the company 
holds a valuable and rare, but not inimitable resource, it has a temporary competitive advantage. (Barney, 
1991) 

 Organisation: For a resource to create an exploited sustainable competitive advantage, the firm must 
organise itself to the resource. If the firm do not organise themselves to the resource, it will be unexploited 
and will not create any cash flow for the company. A resource is exploited through the control systems, 
company culture, reporting structure or other internal devices. If the company holds valuable, rare and 
inimitable but not organised resource it has an unexploited competitive advantage. A resource which also is 
organised has a sustained competitive advantage. (Barney & Hesterly, 2010) 
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4 Product description 
Handmade Cigars are made up of filling tobacco, a binder and an outer wrapper. The tobacco 

is produced and reduced from full-sized tobacco leaves, while the binder is a full tobacco leaf wrapped 
around the tobacco for containment purposes. The outer wrapper, also a tobacco leaf, provides the cigars with 
its distinctive colour and has a significant effect on the flavour as well. Key brands include Macanudo, 
Cohiba and CAO. (STG 2, 2016)  
STG has two main channels, which they have obtained through acquisitions, from where they are distributing 
cigars themselves; General Cigar, who distributes as a brick-and-mortar type retailer and Cigars International 
who is the largest online supplier of cigars in the U.S. The vast majority of revenue from these channels are 
generated in the USA, which also represents the largest market for Handmade Cigars. Within this segment, 
STG offers an extensive portfolio of cigars ranging from luxury- to value quality, which includes some very 
strong brands. (STG 2, 2016) 

Machine-made Cigars resembles Handmade Cigars in its appearance and primarily differs in 
the constructional approach. Key brands include Café Créme, Captain Black and Break. (STG 2, 2016) 

The bulk of the revenue is primarily derived from Europe and North America, with key markets being 
France, the United Kingdom, Belgium, the Netherlands and Canada. Similar to Handmade Cigars, Machine-
made Cigars also have a vast portfolio of brands, which aims at addressing all segments, demands and 
markets. The large portfolio is a necessity, as taste preferences vary notably across geographies. (STG 2, 
2016) 

Pipe tobacco consists of a mixture of several tobaccos and is given its flavour artificially. 
Similar to the other products, STG has created a large portfolio of different products varying in mixtures and 
cuts.  Key brands include W.Ø. Larsen, Erinmore and Captain Black. (STG 2, 2016) 

Also here, STG wants to address a large target group, who has varying taste preferences, but the portfolio is 
also large due to the fact that a dual-usage market has emerged in USA, where users are substituting Fine-cut 
Tobacco with Pipe-tobacco due to tax constraints. STG is the largest producer in the world in sales volumes 
and is the sole producer with a sales organisation that covers the major pipe-tobacco market. (STG 2, 2016) 

Fine-cut tobacco is typically used as a substitution for premade cigarettes through homemade 
cigarettes. Key brands include Bugler, Escort, Bali Shag and Tiedemanns. (STG 2, 2016) 

This is mostly due to the lower price of constructing a homemade cigarette and its customers are therefore 
characterised as being very price sensitive and having less brand loyalty, unlike the other products of STG. 
Even though this is the case for the majority of customers, some customers associates the usage of homemade 
cigarettes with a specific lifestyle choice and has less price sensitivity and stronger brand loyalty. The brand 
portfolio is characterised by few strong regional brands. (STG 2, 2016) 

Other tobacco-related products refer to a number of products and activities; contract-
manufacturing of cigars, pipe tobacco and fine-cut tobacco for third parties, distribution of lighters and 
matches for third parties, sales of tobacco-related accessories and fire lighting products and royalties from 
third-party usage of brand rights. (STG 2, 2016)  
The contract-manufacturing has a lower margin than conventional production and is mostly used when there 
is unused capacity in the supply chain. The tobacco-related accessories includes primarily the sale of pipes 
and rolling papers, filters and similar accessories in the US, Australia and Europe.  
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STG holds leading market positions in the machine-made cigar market in Europe, the Handmade Cigar 
market in USA, internet and catalogue retail sales of handmade cigars in the US, the traditional pipe tobacco 
market globally and in selected fine-cut tobacco markets. In general STG tries to identify their key markets of 
the given products and locate the production facilities as closely to these markets as possibilities. This 
facilitates lower transportation costs and greater market flexibility for STG. (STG 2, 2016) 
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5 European Legislation 

 

 

(Euromonitor 3, 2015) 
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6 Strategic Analysis of Industry for Other Tobacco Products 
STG’s sales are mainly concentrated around cigars as mentioned in the introduction of the industry analysis. 
The remaining sales for STG are spread over the category “smoking tobacco” consisting of Pipe Tobacco 
(9%) and Fine-Cut Tobacco (9%). Below figure, shows that Europe is the largest region and will 
consequently be the primary focus. North America is also included as STG is market leader in the region. As 
illustrated below, the split between regions is projected to be steady over time, why no other regions are 
included.  

 
(Marketline Web, 2016) 

 

1 – Supplier Power:   
The main input in smoking tobacco is the tobacco leaf why the analysis will focus around this specific 
product. 

The industry buys tobacco leaves through tobacco dealers. The dealer procures the tobacco directly from the 
thousands of tobacco farms around the world. The tobacco is sourced from a vast variety of countries in 
South America, Africa and Asia (STG 2, 2016) where the farmers have little bargaining power against the 
tobacco dealers who buy enormous quantities (Marketline 3, 2015). The dealers are a lot larger and e.g. STG 
sources 71% of their tobacco from only three suppliers. (STG 2, 2016) The dealers are therefore relatively 
large compared to the size of industry players however still smaller than the industry firms. Furthermore, the 
market for tobacco leaves used in smoking tobacco is liquid compared to the market of cigar leafs. The price 
varies depending on demand and supply and the overall crop for the period (STG 2, 2016). The varying prices 
show that the dealers are able to absorb some of the profits in the industry, which create a risk in terms of 
fluctuations in prices. 

The dealers offer a differentiated and value-adding product through offering pre-processing, mixing and 
shipping. Some industry players may be dependent on the services provided, as they do not have the 
knowledge to ship and procure the product in the large quantities that the dealers offer. (WARC, 2011) 

The suppliers are dependent on the revenues from the tobacco industry, but on the other hand, the industry 
has no substitute for what the suppliers offer. Dealers can however easily shift their services away from 
smoking tobacco to cigarettes. The industry participants face switching costs if they are shifting suppliers as 
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the value of a trusted supplier may be very preferable considering the strict legislation of tobacco in terms of 
industry players’ social responsibility on labour conditions, environmental practices etc. (JTI, 2016). Some 
players are threatening to- and are already backward-integrating. As an example Japan Tobacco are acquiring 
and starting joint ventures in order to strengthen and control their supply chain (JTI, 2016). This shows that 
the industry takes steps towards reducing supplier power and getting a larger share of the profit themselves. 

 

Overall, the threat from suppliers is medium. The dealers offer a value-added product that is sourced from a 
long range of small independent farmers. Historically, the prices have fluctuated due to changes in yield, 
supply and demand showing, that neither the industry nor the suppliers sets the prices single-handedly. The 
suppliers and industry is both dependant on each other to some degree. The buyers can however threaten to 
backward integrate. The power of suppliers can, on a scale from 1 to 5, be considered a 3.   

2 – Buyer Power:  
Smoking tobacco products are sold through a wide and diverse range of stores such as supermarkets, 
independent retailers, service stations and convenience stores (Marketline 1, 2015);(Marketline 2, 2015). The 
retailers sell a wide range of products – not only tobacco, making it merely one of many products available in 
the store. The retailers are therefore not very dependent on the tobacco, which increases the buying power. 
There is a wide range of buyers in the market of varying size, which overall would decrease the buying power 
as the industry is not dependent on a single or few retailers. STG are one of the leading companies in the 
market for smoking tobacco and use a single wholesaler for the market in France, Italy, Portugal and Spain 
(STG 2, 2016). This makes STG totally dependent on the wholesaler for distribution in these countries, 
giving the wholesaler significant buying power. Similar conditions may be present for other industry-players. 

Consumers of pipe tobacco are very brand loyal which reduces the retailers’ power, as consumers will look 
towards other stores to find their brand rather than switching (STG 2, 2016). Consumers of fine-cut tobacco 
are not as brand loyal and are willing to try new products meaning that the buying power of retailers is not 
affected much by these consumers (STG 2, 2016; p. 99). Also, online purchases of pipe tobacco and fine-cut 
tobacco is most likely less online, as the consumption arguably is done on a more frequent basis from 
everyday consumers. This lowers the customers’ incentive to shop online, as they have a need of consuming 
the products right away. This lowers online sales and directs the customer to the retailers. 

 

Overall, the threat from buyers is medium. In general, the products are sold in a wide range of stores in 
varying sizes who are less dependent on the smoking tobacco product. The varying size of retailers does 
however reduce buyer’s power. The industry may be dependent on a few or a single wholesaler in some 
countries, which increases the buyer’s power. On the other hand, the consumers within the pipe tobacco 
segment are very brand loyal which adversely reduces the retailers’ power. The power of buyers can on a 
scale from 1 to 5 be considered a 3.   

3 – Threat of Entry:   
Scale is an important factor to consider when analysing the threat of entry in the industry for fine-cut and 
pipe-tobacco, similar to the industry of machine made cigars. A proxy for this importance can be seen in the 
increasing consolidation in the industry. The tobacco products are produced on capital-intensive machinery 
making labour less important in the production. Heavy legislation may create a need for new entrants to 
employ legal experts, which is expensive. It is also believed that there are heavy costs associated in being 
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compliant and getting products approved in the U.S. due to the Family Smoking Prevention and Tobacco 
Control Act, which is described in the PESEL analysis in section 5.1. The act creates entry barriers and the 
need for an association with grandfathered products in order to enter.  

There is a very low cost associated with switching brand for the consumer, which increases the chance of 
entry. Consumers of pipe-tobacco are however loyal and not very likely to change brand.  

Another indicator for entry barriers is growth. The more growth in the market, the more attractive is it for 
new companies to enter the industry – the U.S. market for other tobacco products is diminishing at a quite 
rapid pace; the market is projected to decrease by -2,6% per year in terms of value and by -4,0% per year in 
terms of volume (Euromonitor Web, 2016)1. The seven largest markets in EU contributing to 85% of the EU 
market are growing by 2,56% per year in value and 0,15% in volume (Euromonitor Web, 2016) 2. The 
stagnating U.S. market seems very unattractive for new entrants. The European growth in value does however 
seem attractive – the growth is however most likely artificial and due to increasing taxation in European 
countries3. Volume is therefore a better indicator for growth, why the European market is growing at the slow 
pace of 0,15% per year according to Euromonitor reports4 (Euromonitor Web, 2016). It is however believed 
that growth may be higher than projected as higher taxes on cigarettes causes consumers substitute to RYO5 
tobacco, as it is a cheaper alternative than cigarettes. Overall, the low growth pace does not seem to be 
attractive for new entrants. More details on growth is found in the analysis if rivalry. 

Large companies owning several brands dominate the industry in both geographies. The brands are often very 
strong and have large market shares in individual countries. The combination of strong brands and restrictions 
to marketing makes it hard to gain market shares for entrants, which in turn makes the industry unattractive to 
enter. (Marketline 2, 2015) (Marketline 3, 2015). Furthermore, there may be great network effects in the 
market meaning that retailers may be unwilling to buy new entrant’s products as they are untested and 
unknown. This will especially be the case with pipe-tobacco products as customers are brand-loyal making 
new products very risky for retailers to take in.  

Overall, the threat of entry is low. The market is simply not attractive enough in terms of growth while the 
heavy legislation makes it very hard to get authority approval to launch the product and restrictions to 
marketing makes it hard to gain market shares. It may also be difficult for entrants to gain access to 
distribution channels, as retailers might be unwilling to take in unproven brands. The threat of entry can on a 
scale from 1 to 5 be considered a 1,5. 

4 – Threat of Substitutes:   
The substitutes for other tobacco products are cigarettes, chewing tobacco, e-cigarettes and nicotine 
replacement products. It is believed that fine-cut tobacco substitutes relatively better with cigarettes than pipe 
tobacco due to the taste-differences associated with pipe-tobacco. The substitution towards nicotine 
replacements and chewing tobacco may be at the relatively same level for both types of tobacco products. 
There may be little substitution-effect between cigars and pipe tobacco as both products have more refined 
tastes.  

The growing health awareness in Europe and U.S. makes substitutes like nicotine replacement a growing 
business as more people are quitting tobacco due its unhealthy nature and growing taxation. E-cigarettes 
                                                            
1 See details on growth in the rivalry section 
2 Details of growth in markets and in products can be found under rivalry in this industry analysis. 
3 Annual tax increases – Germany, France, Italy, Spain, the Netherlands and the UK. No annual tax increases: Belgium,  
4 Euromonitor reports for Germany, France, Italy, Belgium, Spain, the Netherlands and the UK. 
5 Roll Your Own 
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(10%) and nicotine replacements (12%) are the most common methods used when quitting tobacco (Statista, 
2014).  

The market for e-cigarettes are, as earlier mentioned, growing and is forecasted to absorb 11% of the total 
market value of tobacco in the U.S. and 2% in Europe. Today it accounts for around 2% of the European- and 
4% of the U.S. market. Furthermore, a recent global survey shows that 90% of the respondents in Europe and 
U.S. indicated that they perceived e-cigarettes as being ”much less” or “somewhat less” harmful than other 
tobacco products (Euromonitor, 2016). The survey also indicated that 63% perceived e-cigarettes as a 
replacement for normal- or RYO cigarettes and 42% felt that the e-cigarette was trendy (Euromonitor, 2016). 
The growth and positive perception of e-cigs combined with the growing health awareness makes e-cigs a 
serious threat for fine-cut tobacco. It is also a threat of pipe-tobacco due to the many tastes available. E-cigs 
also offer a good price compared to fine-cut. There may be a larger outlay compared to fine-cut tobacco6 but 
in the longer term, e-cigs are cheaper (Marketline 2, 2015) (Marketline 3, 2015). The price-difference 
between e-cigs and other tobacco products may decrease over time as governments around the world are 
introducing taxes on e-cigs as well (Euromonitor 2, 2015). 

Cigarettes also offer a good alternative to fine-cut tobacco. They are however more expensive and the 
increasing taxes should in fact cause consumers of cigarettes to substitute to fine-cut tobacco. It does however 
take longer to consume a RYO cigarette, as you have to roll it before you can smoke. Cigarettes are not a 
very strong substitute to pipe-tobacco.  

 
Overall, the threat from substitutes is high. This is due to the increasing health awareness urging consumers 
to seek for healthier alternatives such as nicotine replacements or e-cigs. The better perception towards e-cigs 
also proves a serious threat, as customers are likely to switch from fine-cut tobacco or pipe tobacco to e-cigs. 
Cigarettes are also a strong substitute as the products are very similar. Cigarettes are however more expensive 
and taxed more heavily making consumers more likely to substitute to fine-cut tobacco instead. The threat 
from substitutes can on a scale from 1 to 5 be considered a 4.  

5 – Rivalry:   
Large companies owning several brands dominate the market for both pipe-tobacco and fine-cut tobacco. 
Global companies such as Imperial Tobacco, Japan Tobacco, BAT and Philip Morris who also sells cigarettes 
dominate especially the market for fine-cut tobacco. Smaller regional brands do also have leading positions in 
their home markets. The market for pipe-tobacco is in a larger degree distributed equally between global- and 
local companies. The global companies are all very large and have considerable power. Rivalry and market 
growth will be described per product. Information on market shares for the leading three brands can be found 
below tables (Euromonitor 4, 2015) (STG 2, 2016). 

                                                            
6 DKK 200 for a vapour-device and an E-juice (the liquid that provides flavour). Prices collected from www.dampshop.dk. DKK 90 
for fine-cut tobacco and paper. Prices collected from www.nemlig.com.  
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(Euromonitor 4, 2015) (STG 2, 2016) 

 

 
(Euromonitor 4, 2015) (STG 2, 2016) 

 

Rivalry and growth in the market for Fine-Cut Tobacco: Large global companies mainly dominate the 
market for fine-cut tobacco. Markets are fairly consolidated where the three largest companies in the U.S. 
account of 84% of the total volume. The three largest companies in main markets in Europe account for 
between 55% and 94% of the total volume – the average is 76%. The market leader in U.S. is STG while it is 
not possible to define a leader in Europe. There is a dominance of cigarette producers for fine-cut tobacco in 
Europe due to the fact that they want to catch their own customers who substitute away from cigarettes and 
into fine-cut tobacco (Marketline 3, 2015). They also have the machinery, scale and competences needed to 
produce at low costs.  The size and financial muscle of the players in the market further intensifies the 
competition (Marketline 3, 2015). The cigarette-manufacturers do not have a dominant position in the U.S. 
making the competition less intense. There is little differentiation between products in fine-cut tobacco, the 
cost of switching brand is minimal, customers are not brand-loyal but rather price-sensitive and the 
importance of scale in production creates a market where price competition might occur. (Marketline 2, 2015) 
(Marketline 3, 2015). 

 

As mentioned earlier, most of countries in Europe are planning to increase taxes on tobacco, which will boost 
the value of the market why only volume is reliable indicator for growth. The volume in Europe is almost 
stable with an increase of 0,04% per year while the volume in U.S is decreasing by -4,53% per year as seen in 
below figure and table. The low growth in Europe and diminishing market in the U.S. will most likely 
increase the competition for market shares in order for the companies to keep their average costs at a 
minimum. This development may create increased price competition.  

Country 1st Position % of 
market

2nd Position % of 
market

3rd position % of 
market

Top 3 
companies' 

share of 
market

Source

USA STG 38% Republic Group 29% Reynolds 17% 84% STG
Germany Imperial Tobacco 23% BAT 18% Pöschl 15% 55% Euromonitor
United Kingdom Japan Tobacco 41% Imperial Tobacco 41% BAT 11% 94% Euromonitor
France Japan Tobacco 32% Philip Morris 26% Seita 19% 78% Euromonitor
Netherlands Imperial Tobacco 46% BAT 26% Heupink & Bloemen 4% 76% Euromonitor
Italy Philip Morris 41% Imperial Tobacco 30% BAT 18% 88% Euromonitor
Belgium BAT 55% Imperial Tobacco 15% Gryson 12% 82% Euromonitor
Spain Altadis 28% Japan Tobacco 17% Philip Morris 13% 57% Euromonitor
EU AVERAGE 76%

Fine-Cut Tobacco

Country 1st Position % of 
market

2nd Position % of 
market

3rd position % of 
market

Top 3 
companies' 

share of 
market

Source

USA STG 58% Altria 26% Mac Baren 13% 97% STG
Germany STG 21% Planta 13% Pöschl 9% 44% Euromonitor
United Kingdom Japan Tobacco 51% Imperial Tobacco 34% Gawith Hoggarth 9% 93% Euromonitor
France Seita 79% STG 7% Philip Morris 0% 87% Euromonitor
Netherlands Imperial 50% BAT 22% Mac Baren 8% 79% Euromonitor
Italy BAT 30% Imperial Tobacco 20% STG 15% 66% Euromonitor
Belgium Imperial Tobacco 41% STG 27% Planta 13% 81% Euromonitor
Spain Global Premium Trade 23% Torrekens Tobacco 11% Altadis 8% 42% Euromonitor
EU AVERAGE 70%

Pipe Tobacco
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(Euromonitor Web, 2016) 

 

 

 

Rivalry and growth in the market for Pipe Tobacco:   
Competition in the market for pipe tobacco is more local due to unique taste-preferences and loyal consumers 
across country (STG 2, 2016). The markets in Europe are less consolidated where a wider range of companies 
fight for market shares. On average, the three largest firms per country in Europe account for 70% of the 
volume. The market in U.S is highly consolidated around three firms accounting for 97% of the volume, 
where STG is the market-leader. The wider range of companies of different size makes competition less 
intense in Europe. The brand-loyal customers also make it harder to gain customers why price is less a factor 
in competition why companies such as STG has been able to increase their prices without losing market 
shares (STG 2, 2016). The production of pipe tobacco is similar to fine-cut tobacco where scale is important 
due to high fixed costs and low marginal costs. Competition in the market is based on continuously 
developing new flavours and keeps on delivering the traditional brands. (STG 2, 2016). 

 

Below figure and table shows that the market for pipe tobacco is diminishing at a rapid pace in the U.S. It is 
projected to drop 3,16% per year from 2016 to 2019 in terms of volume. This downward trend will put 
pressure on the market and may increase competition for market shares. The customers are however still very 
brand-loyal, making it hard to gain market shares. Volume is dropping more than the value, which may be 
due to the increases in taxes or the fact that companies still may be able to charge more for pipe tobacco. The 
European market is quite steady, which can be seen from the fact that it will only increase by 0,05% per year 
in volume. The value is projected to drop by 0,4% per year. The low growth may increase the competition in 
the market and increase the number of innovations in order to keep consumers satisfied and win new ones. 

 Volume Per 
Year (avg.) 

Value Per 
Year (avg.)

 Volume Total Value Total

Fine‐Cut Tobacco EU 0,04% 2,45% 0,15% 9,78%
Fine‐Cut Tobacco US ‐4,53% ‐2,55% ‐18,13% ‐10,18%

Forecast (2016‐2019)
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(Euromonitor Web, 2016) 

 

 

 

Overall, the rivalry in the market is medium to high. Consumers of fine-cut tobacco are not brand-loyal but 
rather price-sensitive. This combined with the stable European- and diminishing U.S. market may create 
fierce price competition in order to gain market shares. The U.S. market is more consolidated than the 
European market, but is not dominated by large global cigarette manufacturers who have the financial muscle 
for price competition. The production is capital intensive making scale important which in turn should 
increase the rivalry. The rivalry in the industry can on a scale from 1 to 5 be considered a 4.  

  

 Volume Per 
Year (avg.) 

Value Per 
Year (avg.)

 Volume Total Value Total

Pipe Tobacco EU 0,05% ‐0,40% 0,21% ‐1,61%
Pipe Tobacco US ‐3,16% ‐1,13% ‐12,65% ‐4,51%

Forecast (2016‐2019)
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7 Peer Comparison of Accounting Policies 
Selection of Peers: There are arguably many companies that would be relevant to consider in a peer group 
based being competitors, on their substitutive products and company characteristics such as; Imperial 
Tobacco, Caribbean Cigar, Imperial(Davidoff), Cubatabaco, British American Tobacco, Carlsberg, 
Heineken, Treasury Wine, Altria,  Philip Morris, Japan Tobacco International , Swedish Match and Swisher 
International7. 

After careful consideration, the peer group has been narrowed down to the following:  
x British American Tobacco 
x Imperial Tobacco 
x Altria 
x Heineken 

The first three, BAT, Imperial and Altria are tobacco manufacturers with significant market shares and an 
international scope. It is however acknowledge that there are several differences between the companies, such 
as market segments, products and size discrepancies. But, there are no public companies, which are exposed 
directly to the same dynamics as STG and with a main focus on cigars. Compared to other potential peers, 
their products are however more similar and they are arguably exposed to many of the same risks. Imperial 
has a large portfolio of cigars, while BAT has machine-made cigars and other tobacco products similar to 
STG’s, which makes them relevant peers. All do however have cigarettes in their portfolio. 

Conversely, Heineken is a manufacturer within fast-moving consumer goods that primarily produces beers, 
which is to be seen as a substitutive product. Additionally, it is exposed to similar geographies, which makes 
their risks somewhat comparable. In the end, the authors of the thesis are aware of that Heineken are not a 
fully comparable company to STG, as its industry, among other reasons, has a more lenient regulation. 
Carlsberg would have been a better peer than Heineken, as they are listed on the Copenhagen OMX and 
reports in DKK. Carlsberg did however have major write-downs in 2015 resulting in huge transitory items 
making them non-comparable in a peer analysis.  
 

Comparison of accounting policies: Below table shows the different accounting policies applied by STG 
and its peers in the industry. Imperial, Philip Morris and BAT has been chosen as peers as they all are 
represented in either one or several of the segments that STG operates in. They should therefore face similar 
choices in their accounting. It is important to compare the peers in order verify the validity in a peer 
comparison of financial ratios and multiples. 

                                                            
7 List not exhaustive. 
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Own creation based on (STG 5, 2016) (Imperial, 2016) (Altria, 2016) (BAT 2, 2016) 

 

All but Altria uses IFRS who instead applies U.S GAAP. IFRS is principle based while U.S. GAAP is rule 
based. This gives IFRS users room for some interpretation, which in turn can create uncertainty. Principles do 
however also make room for better capturing of transactions, as it is not as inflexible as U.S. GAAP. 
(Forgeas, 2008) Both paradigms require write-down to net-realisable-value (NRV) if this is lower than the 
chosen accounting-policy value (e.g. FIFO) – this is a fairly conservative approach as it forces the companies 
to evaluate the market value of the inventory. 

A major part of assets of tobacco companies is intangible assets as either goodwill or trademarks. Other key 
assets are plant & machinery and inventories. The accounting policy for these line items is therefore central to 
compare. All companies impairment test goodwill and defines strategic trademarks that have indefinite lives8. 
One could argue that indefinite lives of assets are not realistic and that such accounting can be considered 
liberal and more subjective than if amortised over a time period.   
The firms differ considerably in the amortisation of other trademarks. STG has a high minimum lifetime for 
trademarks (10 years)9, which seems very liberal as it allows long amortisation periods – Peers only apply a 
minimum of 0 and 5 years. On the other hand the maximum amortisation period is only 25 years for STG 
while peers have 20, 30 and 40 years.   
STG’s accounting of tangible assets is in general characterised by high minimum lifetimes compared to its 
peers. STG’s minimum lifetime on buildings is 10 years where the peers average 3 years. On machinery and 
plant STG’s minimum is 12 where the peers average 3 years as well. One could however argue that the 
lifetime on buildings very often will be +10 years why the minimum time period may be used rarely. The 12-
year minimum on especially machinery seems liberal. This has however been changed in the previous section 
making the new lifetime of machinery to be 3-20 years.   
Overall, it can be concluded that STG have a slightly more liberal accounting compared to peers. This is 
mostly due to the high minimum lifetime of assets. 

  

                                                            
8 The thesis has however changed this policy due to inconsistency problems of accounting policies over time. 
9 The thesis has however changed this policy due to inconsistency problems of accounting policies over time. 

Area Scandinavian 
Tobacco Group

Imperial Altria British American 
Tobacco

Accounting Standard IFRS IFRS US GAAP IFRS
Goodwill Impairment test Impairment test Impairment test Impairment test
Strategic TM Not applied indefinate lives indefinate lives indefinate lives
Other TM Max 20 years 5‐30 years 2‐40 years max 20 years
IT software 3‐5 years 3‐5 years N/A max 10 years
Other intangible 5‐20 years N/A N/A N/A
PPE ‐ building 10‐40 years max 50 years max 40 years N/A
PPE ‐ plant and machinery 3‐20 years 2‐20 years 3‐15 years 4‐15 years
PPE‐ equipment 3‐10 years 2‐20 years 3‐15 years 4‐15 years
PPE ‐ leasehold 1‐10 years N/A N/A N/A
Inventories FIFO or NRV FIFO or NRV FIFO or avg. Cost Weighted or NRV
Leasing (Finance/Operational) Finance Operational Both Both
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8 Annual report 2014 – Applied corrections 

 

   

Line Item: Effect: 2014: 2015: Debit/Credit:
Depreciation (P&L) Increases costs 20,0    20,0    Debit
Amortisation (P&L) Increases costs 107,0  107,0  Debit
Tax on profit (loss) (P&L) Decreases costs 33,0    33,0    Credit
Trademarks (BS) Decreases assets 92,0    92,0    Credit
IT software (BS) Decreases assets 15,0    15,0    Credit
Plant and machinery (BS) Decreases assets 20,0    20,0    Credit
Deferred Income Tax Liability (BS) Decreases liabilities 33,0    33,0    Debit

Correction ‐ Removal of indefinate asset policy and shorter lives on IT software and Plant & Machinery
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9 Annual report 2013 – Applied corrections 

 

 
   

Line Item: Effect: 2011: 2012: Debit/Credit:
Goodwill Decreases assets 97,7 ‐                     Already corrected Credit
Deferred income Tax Liability Decreases liabilities 97,7 ‐                     Already corrected Debit

Correction ‐ Errors identified in 2012 and 2011 in overstating goodwill and deferred income tax liability
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10 Reclassification of Restructuring- and staff costs items and new P&L 
 

 
 

The reclassification will be shown as followed on the profit and loss:  

 
  

Line Item: Effect: 2011: 2012: 2013: 2014: 2015: Debit/Credit:
Staff costs (P&L) Decreases costs 98,0       1,1         0,2         53,0       42,0       Credit
Restructuring costs (P&L) Increases costs 98,0 ‐      1,1 ‐        0,2 ‐        53,0 ‐      42,0 ‐      Debit

Reclassification ‐ restructuring costs (2011‐2015)

DKK Million 2011

Net Sales 5.471,5             
Cost of goods sold 2.691,8 ‐            
Gross Profit 2.779,7            

Other external costs 929,0 ‐              
Staff costs 680,3 ‐              
Other income 3,6                   
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.174,0            

Depreciation 139,1 ‐              
Earnings before interest, tax  and amortisation(EBITA) 1.034,9            

Amortisation 210,2 ‐              
Earnings before interest and tax (EBIT) ‐ Core EBIT 824,7               

Restructuring costs ZZZZ
Earnings before interest and tax (EBIT) ‐ Total EBIT XXXX

Annual statement
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11 Restructuring of Other Income and new P&L 
 

 
 

The reclassification will be shown as followed on the profit and loss – the reclassification has not been 
implemented in below table: 

 
  

Line Item: Effect: 2011: 2012: 2013: 2014: 2015: Debit/Credit:
Other income (P&L) Decreases income 3,6 ‐        0,1 ‐        0,3 ‐        28,7 ‐      1,3 ‐        Debit
Other income non‐core (P&L) Increases income 3,6         0,1         0,3         28,7       1,3         Credit

Reclassification ‐ other income (2011‐2015)

DKK Million 2011

Net Sales 5.471,5             
Cost of goods sold 2.691,8 ‐            
Gross Profit 2.779,7            

Other external costs 929,0 ‐              
Staff costs 680,3 ‐              
Other income 3,6                   
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.174,0            

Depreciation 139,1 ‐              
Earnings before interest, tax  and amortisation(EBITA) 1.034,9            

Amortisation 210,2 ‐              
Earnings before interest and tax (EBIT) ‐ Core EBIT 824,7               

Other income ‐ non‐core YYYY
Restructuring costs ZZZZ
Earnings before interest and tax (EBIT) ‐ Total EBIT XXXX

Annual statement
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12 Reclassification of NFE and new P&L 

 
Own creation based on annual reports for STG 2011-2015  

 

 
  

Financial Income 2011 2012 2013 2014 2015 Core / Non‐core

Interest on deposits 7,0            4,1            2,7            4,2            2,2            Core
Exchange gains, net 24,9          22,5          33,8          Non‐core
Other financial income 4,3            1,3            3,0            2,5            1,9            Core
= SUM 36,2          5,4            5,7            29,2          37,9          
Financial Costs 2011 2012 2013 2014 2015
Interest on loans etc. 61,7          48,2          46,3          45,7          43,8          Core
Cost of interest swap 5,0            37,0          35,0          31,0          34,9          Non‐core
Interst in associated companies 1,1            ‐             ‐             ‐             ‐             Non‐core
Total to financial inst. 67,8          85,2          81,3          76,7          78,7          

Interest part of pension cost 8,2            7,5            9,0            10,1          8,9            Core

Exchange losses net ‐             1,9            11,0          ‐             ‐             Non‐core

Other financing costs 6,9            7,3            5,8            8,2            16,2          Core
Discounting provision ‐             4,2            3,0            2,4            1,5            Core
Total other financing costs 6,9            11,5          8,8            10,6          17,7          
= SUM 82,9          106,1        110,1        97,4          105,3        
NET Financial Expenses 15,1 ‐         20,9 ‐         28,8 ‐         20,7 ‐         26,6 ‐         

DKK Million 2011

Net Sales 5.471,5             
Cost of goods sold 2.691,8 ‐            
Gross Profit 2.779,7            

Other external costs 929,0 ‐              
Staff costs 680,3 ‐              
Other income 3,6                   
Share of profit (loss) from associated companies XXXX
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.174,0            

Depreciation 139,1 ‐              
Earnings before interest, tax  and amortisation(EBITA) 1.034,9            

Amortisation 210,2 ‐              
Earnings before interest and tax (EBIT) 824,7               

Financial income (core) XXXX
Financial costs (core) YYYY
Profit (loss) before tax (core) ZZZZ

Financial income (non core) AAAA
Financial costs (non core) BBBB
Profit (loss) before tax (total) 781,7               

Tax on profit (loss) 203,7 ‐              
Net profit (loss) for the year/period 578,0               

Annual statement
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13 Changes and reclassifications to P&L 2011-2015 

 

 

2011 ‐ DKK Million Original

2014 ‐ 
Correction ‐ 
Removal of 

indefinate asset 
policy and 

shorter lives on 

Restructuring 
Costs ‐ 

Reclassification
Other income ‐ 
Reclassification

Reclassification 
of leases to 
finance lease

Reclassification 
of result in 

investments in 
associated 
companies Reformulated

Net Sales 5.471,50    5.471,50    
Cost of goods sold 2.691,80 ‐   2.691,80 ‐   
Gross Profit 2.779,70   2.779,70   

‐             
Other external costs 929,00 ‐      61,80            867,20 ‐      
Staff costs 680,30 ‐      98,00            582,30 ‐      
Share of profit (loss) from associated companies 3,70              3,70           
Other income 3,60           3,60 ‐             ‐              
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.174,00   1.333,90   

‐              
Depreciation 139,10 ‐      23,67 ‐           162,77 ‐      
Earnings before interest, tax  and amortisation(EBITA) 1.034,90   1.171,13   

‐              
Amortisation 210,20 ‐      210,20 ‐      
Earnings before interest and tax (CORE EBIT) 824,70       960,93       

Other income (non‐core) 3,60              3,60           
Restructuring costs (non‐core) 98,00 ‐           98,00 ‐        
Earnings before interest and tax (TOTAL EBIT) 824,70       866,53       

‐              
Result of investments in associated companies after tax 3,70           3,70 ‐             ‐              
Financial income 36,20         36,20         
Financial costs 82,90 ‐        12,61 ‐           95,51 ‐        
Profit (loss) before tax 781,70       807,22       

‐              
Tax on profit (loss) 203,70 ‐      203,70 ‐      
Net profit (loss) for the year/period 578,00       ‐                 ‐                 ‐                 25,52            ‐                 603,52       

2012 ‐ DKK Million Original

2014 ‐ Removal 
of indefinate 

asset policy and 
shorter lives on 
IT software and 

Plant & 
Machinery

Restructuring 
Costs ‐ 

Reclassification
Other income ‐ 
Reclassification

Reclassification 
of leases to 
finance lease

Reclassification 
of result in 

investments in 
associated 
companies Reformulated

Net Sales 5.978,00    5.978,00    
Cost of goods sold 2.986,50 ‐   2.986,50 ‐   
Gross Profit 2.991,50   2.991,50   

‐             
Other external costs 1.066,50 ‐   111,20            955,30 ‐      
Staff costs 623,80 ‐      1,10                622,70 ‐      
Share of profit (loss) from associated companies 11,90              11,90         
Other income 0,10           0,10 ‐               ‐              
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.301,30   1.425,40   

‐              
Depreciation 125,00 ‐      25,55 ‐             150,55 ‐      
Earnings before interest, tax  and amortisation(EBITA) 1.176,30   1.274,85   

‐              
Amortisation 244,90 ‐      244,90 ‐      
Earnings before interest and tax (CORE EBIT) 931,40       1.029,95   

Other income (non‐core) 0,10                0,10           
Restructuring costs (non‐core) 1,10 ‐               1,10 ‐          
Earnings before interest and tax (TOTAL EBIT) 931,40       1.028,95   

‐              
Result of investments in associated companies after tax 11,90         11,90 ‐             ‐              
Financial income 5,40           5,40           
Financial costs 106,10 ‐      13,61 ‐             119,71 ‐      
Profit (loss) before tax 842,60       914,64       

‐              
Tax on profit (loss) 224,40 ‐      224,40 ‐      
Net profit (loss) for the year/period 618,20       ‐                  ‐                  ‐                  72,04              ‐                  690,24       
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2013 ‐ DKK Million Original

2014 ‐ Removal 
of indefinate 

asset policy and 
shorter lives on 
IT software and 

Plant & 
Machinery

Restructuring 
Costs ‐ 

Reclassification
Other income ‐ 
Reclassification

Reclassification 
of leases to 
finance lease

Reclassification 
of result in 

investments in 
associated 
companies Reformulated

Net Sales 5.925,30    5.925,30    
Cost of goods sold 3.010,80 ‐   3.010,80 ‐   
Gross Profit 2.914,50   2.914,50   

‐             
Other external costs 1.108,40 ‐   96,60              1.011,80 ‐   
Staff costs 631,80 ‐      0,20                631,60 ‐      
Share of profit (loss) from associated companies 5,40                5,40           
Other income 0,30           0,30 ‐               ‐              
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.174,60   1.276,50   

‐              
Depreciation 128,80 ‐      21,78 ‐             150,58 ‐      
Earnings before interest, tax  and amortisation(EBITA) 1.045,80   1.125,92   

‐              
Amortisation 271,10 ‐      271,10 ‐      
Earnings before interest and tax (CORE EBIT) 774,70       854,82       

Other income (non‐core) 0,30                0,30           
Restructuring costs (non‐core) 0,20 ‐               0,20 ‐          
Earnings before interest and tax (TOTAL EBIT) 774,70       854,92       

‐              
Result of investments in associated companies after tax 5,40           5,40 ‐               ‐              
Financial income 5,70           5,70           
Financial costs 110,10 ‐      11,61 ‐             121,71 ‐      
Profit (loss) before tax 675,70       738,91       

‐              
Tax on profit (loss) 102,90 ‐      102,90 ‐      
Net profit (loss) for the year/period 572,80       ‐                  ‐                  ‐                  63,21              ‐                  636,01       

2014 ‐ DKK Million Original

2014 ‐ Removal 
of indefinate 

asset policy and 
shorter lives on 
IT software and 

Plant & 
Machinery

Restructuring 
Costs ‐ 

Reclassification
Other income ‐ 
Reclassification

Reclassification 
of leases to 
finance lease

Reclassification 
of result in 

investments in 
associated 
companies Reformulated

Net Sales 6.126,00    6.126,00    
Cost of goods sold 3.178,70 ‐   3.178,70 ‐   
Gross Profit 2.947,30   2.947,30   

‐             
Other external costs 1.049,90 ‐   129,30            920,60 ‐      
Staff costs 748,90 ‐      53,00              695,90 ‐      
Share of profit (loss) from associated companies 6,20                6,20           
Other income 28,70         28,70 ‐             ‐              
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.177,20   1.337,00   

‐              
Depreciation 102,00 ‐      15,00 ‐             25,15 ‐             142,15 ‐      
Earnings before interest, tax  and amortisation(EBITA) 1.075,20   1.194,85   

‐              
Amortisation 167,50 ‐      112,00 ‐           279,50 ‐      
Earnings before interest and tax (CORE EBIT) 907,70       915,35       

Other income (non‐core) 28,70              28,70         
Restructuring costs (non‐core) 53,00 ‐             53,00 ‐        
Earnings before interest and tax (TOTAL EBIT) 907,70       891,05       

‐              
Result of investments in associated companies after tax 6,20           6,20 ‐               ‐              
Financial income 29,10         29,10         
Financial costs 97,40 ‐        13,40 ‐             110,80 ‐      
Profit (loss) before tax 845,60       809,35       

‐              
Tax on profit (loss) 205,80 ‐      33,00              172,80 ‐      
Net profit (loss) for the year/period 639,80       94,00 ‐             ‐                  ‐                  90,75              ‐                  636,55       
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2015 ‐ DKK Million Original

2014 ‐ Removal 
of indefinate 

asset policy and 
shorter lives on 
IT software and 

Plant & 
Machinery

Restructuring 
Costs ‐ 

Reclassification
Other income ‐ 
Reclassification

Reclassification 
of leases to 
finance lease

Reclassification 
of result in 

investments in 
associated 
companies Reformulated

Net Sales 6.732,30    6.732,30    
Cost of goods sold 3.493,60 ‐   3.493,60 ‐   
Gross Profit 3.238,70   3.238,70   

‐             
Other external costs 1.130,10 ‐   126,00            1.004,10 ‐   
Staff costs 862,90 ‐      42,00              820,90 ‐      
Share of profit (loss) from associated companies 10,20              10,20         
Other income 1,30           1,30 ‐               ‐              
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.247,00   1.423,90   

‐              
Depreciation 121,50 ‐      15,00 ‐             24,01 ‐             160,51 ‐      
Earnings before interest, tax  and amortisation(EBITA) 1.125,50   1.263,39   

‐              
Amortisation 184,40 ‐      112,00 ‐           296,40 ‐      
Earnings before interest and tax (CORE EBIT) 941,10       966,99       

Other income (non‐core) 1,30                1,30           
Restructuring costs (non‐core) 42,00 ‐             42,00 ‐        
Earnings before interest and tax (TOTAL EBIT) 941,10       926,29       

‐              
Result of investments in associated companies after tax 10,20         10,20 ‐             ‐              
Financial income 37,90         37,90         
Financial costs 105,30 ‐      12,79 ‐             118,09 ‐      
Profit (loss) before tax 883,90       846,10       

‐              
Tax on profit (loss) 216,30 ‐      33,00              183,30 ‐      
Net profit (loss) for the year/period 667,60       94,00 ‐             ‐                  ‐                  89,20              ‐                  662,80       
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14 Changes and reclassifications to BS 2011-2015 

 

2011 ‐ DKK Million Original

Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery

Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability

Reclassification of leases 
to finance lease Reformulated

ASSETS
Goodwill 4.130,0          97,7 ‐                           4.032,3                                                     
Trademarks 3.584,3          3.584,3                                                     
IT software ‐                 ‐                                                            
Other intangible assets 185,5            185,5                                                        
Intangible assets 7.899,8         7.802,1                                                    

Land and buildings 569,1            569,1                                                        
Plant and machinery 274,4            274,4                                                        
Equipment, tools and fixture 55,6              55,6                                                         
Leased assets 355,0                          355,0                                                        
Leasehold improvements 19,3              19,3                                                         
Construction in progress 71,4              71,4                                                         
Propterne, plant and equipment 989,9            1.344,9                                                    

Investment in associated companies 98,2              98,2                                                         
Deferred income tax assets 103,2            103,2                                                        
Other financial fixed assets 4,6                4,6                                                           
Financial fixed assets 206,0            206,0                                                       

Fixed assets 9.095,7         9.353,0                                                    

Inventories 2.659,6         2.659,6                                                    

Trade receivables 825,6            825,6                                                        
Receivables from affiliated companies 14,0              14,0                                                         
Other receivables 154,8            154,8                                                        
Prepaid tax 117,3            117,3                                                        
Prepayments 32,6              32,6                                                         
Total receivables 1.144,3         1.144,3                                                    

Cash and bank 951,7            951,7                                                       
Current assets 4.755,6         4.755,6                                                    
Total assets 13.851,3       ‐                               97,7 ‐                           355,0                          14.108,6                                                   

2011 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

LIABILITIES & EQUITY
Share capital 100,0            100,0                                                        
Reserve for hedging 44,2 ‐             44,2 ‐                                                        
Reserve for currency translation 263,1            263,1                                                        
Change in net profit from reclassification of lease 25,5                            25,5                                                         
Retained earnings 7.955,4          7.955,4                                                     
Total equity 8.274,3         8.299,8                                                    

Bank loans, non‐current 3.246,9          3.246,9                                                     
Deferred income tax liabilities 657,6            97,7 ‐                           559,9                                                        
Pension obligations 161,2            161,2                                                        
Lease payment, non‐current 240,2                          240,2                                                        
Other provisions, non‐current 98,9              98,9                                                         
Other liabilities, non‐current 37,9              37,9                                                         
Total non‐current liabilities 4.202,4         4.344,9                                                    

Bank loans, current 236,6            236,6                                                        
Trade payables, current 418,6            418,6                                                        
Corporate tax liabilities 122,5            122,5                                                        
Lease payment, current 89,2                            89,2                                                         
Other provisions, current 49,3              49,3                                                         
Other liabilities, current 547,6            547,6                                                        
Total current liabilities 1.374,6         1.463,8                                                    

Total liabilities 5.577,0         5.808,8                                                    

Total equity and liabilities 13.851,3       ‐                               97,7 ‐                           355,0                          14.108,6                                                   
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2012 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

ASSETS
Goodwill 3.974,4          3.974,4                                                     
Trademarks 3.404,6          3.404,6                                                     
IT software ‐                 ‐                                                            
Other intangible assets 412,7            412,7                                                        
Intangible assets 7.791,7          7.791,7                                                    

Land and buildings 579,7            579,7                                                        
Plant and machinery 254,6            254,6                                                        
Equipment, tools and fixture 64,4              64,4                                                         
Leased assets 383,3                          383,3                                                        
Leasehold improvements 29,5              29,5                                                         
Construction in progress 63,2              63,2                                                         
Propterne, plant and equipment 991,4            1.374,7                                                    

Investment in associated companies 104,7            104,7                                                        
Deferred income tax assets 88,7              88,7                                                         
Other financial fixed assets 0,8                0,8                                                           
Financial fixed assets 194,2            194,2                                                       

Fixed assets 8.977,3          9.360,6                                                    

Inventories 2.780,7         2.780,7                                                    

Trade receivables 971,8            971,8                                                        
Receivables from affiliated companies 37,5              37,5                                                         
Other receivables 119,6            119,6                                                        
Prepaid tax 110,6            110,6                                                        
Prepayments 53,8              53,8                                                         
Total receivables 1.293,3          1.293,3                                                    

Cash and bank 684,2            684,2                                                       
Current assets 4.758,2          4.758,2                                                    
Total assets 13.735,5       ‐                               ‐                               383,3                          14.118,8                                                   

2012 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

LIABILITIES & EQUITY
Share capital 100,0            100,0                                                        
Reserve for hedging 92,3 ‐             92,3 ‐                                                        
Reserve for currency translation 232,8            232,8                                                        
Change in net profit from reclassification of lease 72,0                            72,0                                                         
Retained earnings 8.184,4          8.184,4                                                     
Total equity 8.424,9         8.496,9                                                    

Bank loans, non‐current 3.008,9          3.008,9                                                     
Deferred income tax liabilities 582,2            582,2                                                        
Pension obligations 217,0            217,0                                                        
Lease payment, non‐current 209,0                          209,0                                                        
Other provisions, non‐current 96,6              96,6                                                         
Other liabilities, non‐current 85,7              85,7                                                         
Total non‐current liabilities 3.990,4         4.199,4                                                    

Bank loans, current 232,0            232,0                                                        
Trade payables, current 352,6            352,6                                                        
Corporate tax liabilities 148,2            148,2                                                        
Lease payment, current 102,2                          102,2                                                        
Other provisions, current 32,7              32,7                                                         
Other liabilities, current 554,7            554,7                                                        
Total current liabilities 1.320,2         1.422,4                                                    

Total liabilities 5.310,6         5.621,8                                                    

Total equity and liabilities 13.735,5       ‐                               ‐                               383,3                          14.118,8                                                   
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2013 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

ASSETS
Goodwill 3.874,5          3.874,5                                                     
Trademarks 3.133,7          3.133,7                                                     
IT software 104,4            104,4                                                        
Other intangible assets 266,4            266,4                                                        
Intangible assets 7.379,0          7.379,0                                                    

Land and buildings 565,0            565,0                                                        
Plant and machinery 247,7            247,7                                                        
Equipment, tools and fixture 69,9              69,9                                                         
Leased assets 326,8                          326,8                                                        
Leasehold improvements 36,4              36,4                                                         
Construction in progress 192,7            192,7                                                        
Propterne, plant and equipment 1.111,7          1.438,5                                                    

Investment in associated companies 97,5              97,5                                                         
Deferred income tax assets 82,6              82,6                                                         
Other financial fixed assets 0,7                0,7                                                           
Financial fixed assets 180,8            180,8                                                       

Fixed assets 8.671,5          8.998,3                                                    

Inventories 2.926,9         2.926,9                                                    

Trade receivables 817,1            817,1                                                        
Receivables from affiliated companies 1,6                1,6                                                           
Other receivables 100,5            100,5                                                        
Prepaid tax 172,5            172,5                                                        
Prepayments 41,4              41,4                                                         
Total receivables 1.133,1          1.133,1                                                    

Cash and bank 464,3            464,3                                                       
Current assets 4.524,3          4.524,3                                                    
Total assets 13.195,8       ‐                               ‐                               326,8                          13.522,6                                                   

2013 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

LIABILITIES & EQUITY
Share capital 100,0            100,0                                                        
Reserve for hedging 63,1 ‐             63,1 ‐                                                        
Reserve for currency translation 58,4 ‐             58,4 ‐                                                        
Change in net profit from reclassification of lease 63,2                            63,2                                                         
Retained earnings 8.354,3          8.354,3                                                     
Total equity 8.332,8         8.396,0                                                    

Bank loans, non‐current 2.756,5          2.756,5                                                     
Deferred income tax liabilities 519,3            519,3                                                        
Pension obligations 209,5            209,5                                                        
Lease payment, non‐current 169,9                          169,9                                                        
Other provisions, non‐current 45,5              45,5                                                         
Other liabilities, non‐current 56,9              56,9                                                         
Total non‐current liabilities 3.587,7         3.757,6                                                    

Bank loans, current 221,9            221,9                                                        
Trade payables, current 359,9            359,9                                                        
Corporate tax liabilities 170,9            170,9                                                        
Lease payment, current 93,6                            93,6                                                         
Other provisions, current 41,2              41,2                                                         
Other liabilities, current 481,4            481,4                                                        
Total current liabilities 1.275,3         1.368,9                                                    

Total liabilities 4.863,0         5.126,6                                                    

Total equity and liabilities 13.195,8       ‐                               ‐                               326,8                          13.522,6                                                   
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2014 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

ASSETS
Goodwill 4.205,3          4.205,3                                                     
Trademarks 3.352,1          92,0 ‐                           3.260,1                                                     
IT software 82,9              15,0 ‐                           67,9                                                         
Other intangible assets 249,8            249,8                                                        
Intangible assets 7.890,1          7.783,1                                                    

Land and buildings 678,6            678,6                                                        
Plant and machinery 339,1            20,0 ‐                           319,1                                                        
Equipment, tools and fixture 83,9              83,9                                                         
Leased assets 377,2                          377,2                                                        
Leasehold improvements 43,2              43,2                                                         
Construction in progress 58,1              58,1                                                         
Propterne, plant and equipment 1.202,9          1.560,1                                                    

Investment in associated companies 109,7            109,7                                                        
Deferred income tax assets 172,3            172,3                                                        
Other financial fixed assets 0,6                0,6                                                           
Financial fixed assets 282,6            282,6                                                       

Fixed assets 9.375,6          9.625,8                                                    

Inventories 3.099,2         3.099,2                                                    

Trade receivables 811,1            811,1                                                        
Receivables from affiliated companies 1,7                1,7                                                           
Other receivables 97,4              97,4                                                         
Prepaid tax 143,2            143,2                                                        
Prepayments 52,7              52,7                                                         
Total receivables 1.106,1          1.106,1                                                    

Cash and bank 581,0            581,0                                                       
Current assets 4.786,3          4.786,3                                                    
Total assets 14.161,9       127,0 ‐                         ‐                               377,2                          14.412,1                                                   

2014 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

LIABILITIES & EQUITY
Share capital 100,0            100,0                                                        
Reserve for hedging 67,6 ‐             67,6 ‐                                                        
Reserve for currency translation 485,0            485,0                                                        
Change in net profit from reclassification of lease 90,8                            90,8                                                         
Retained earnings 8.569,6          94,0 ‐                           8.475,6                                                     
Total equity 9.087,0         9.083,8                                                    

Bank loans, non‐current 2.307,5          2.307,5                                                     
Deferred income tax liabilities 694,3            33,0 ‐                           661,3                                                        
Pension obligations 233,0            233,0                                                        
Lease payment, non‐current 180,1                          180,1                                                        
Other provisions, non‐current 38,9              38,9                                                         
Other liabilities, non‐current 47,4              47,4                                                         
Total non‐current liabilities 3.321,1         3.468,2                                                    

Bank loans, current 650,8            650,8                                                        
Trade payables, current 375,9            375,9                                                        
Corporate tax liabilities 93,9              93,9                                                         
Lease payment, current 106,4                          106,4                                                        
Other provisions, current 44,1              44,1                                                         
Other liabilities, current 589,1            589,1                                                        
Total current liabilities 1.753,8         1.860,2                                                    

Total liabilities 5.074,9         5.328,4                                                    

Total equity and liabilities 14.161,9       127,0 ‐                         ‐                               377,2                          14.412,1                                                   
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2015 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

ASSETS
Goodwill 4.504,2          4.504,2                                                     
Trademarks 3.331,5          92,0 ‐                           3.239,5                                                     
IT software 69,5              15,0 ‐                           54,5                                                         
Other intangible assets 230,7            230,7                                                        
Intangible assets 8.135,9          8.028,9                                                    

Land and buildings 672,0            672,0                                                        
Plant and machinery 356,6            20,0 ‐                           336,6                                                        
Equipment, tools and fixture 92,2              92,2                                                         
Leased assets 360,1                          360,1                                                        
Leasehold improvements 46,7              46,7                                                         
Construction in progress 152,3            152,3                                                        
Propterne, plant and equipment 1.319,8          1.659,9                                                    

Investment in associated companies 126,1            126,1                                                        
Deferred income tax assets 135,4            135,4                                                        
Other financial fixed assets 0,6                0,6                                                           
Financial fixed assets 262,1            262,1                                                       

Fixed assets 9.717,8          9.950,9                                                    

Inventories 2.998,5         2.998,5                                                    

Trade receivables 828,8            828,8                                                        
Receivables from affiliated companies 0,8                0,8                                                           
Other receivables 100,8            100,8                                                        
Prepaid tax 226,0            226,0                                                        
Prepayments 62,4              62,4                                                         
Total receivables 1.218,8          1.218,8                                                    

Cash and bank 608,8            608,8                                                       
Current assets 4.826,1          4.826,1                                                    
Total assets 14.543,9       127,0 ‐                         ‐                               360,1                          14.777,0                                                   

2015 ‐ DKK Million  Original 

 Accounting Quality 2014 ‐ 
Correction ‐ Removal of 

indefinate asset policy and 
shorter lives on IT 

software and Plant & 
Machinery 

 Accounting Quality 2013 ‐ 
Errors identified in 2012 
and 2011 in overstating 
goodwill and deferred 
income tax liability 

 Reclassification of leases 
to finance lease  Reformulated 

LIABILITIES & EQUITY
Share capital 100,0            100,0                                                        
Reserve for hedging 30,3 ‐             30,3 ‐                                                        
Reserve for currency translation 1.011,4          1.011,4                                                     
Change in net profit from reclassification of lease 89,2                            89,2                                                         
Retained earnings 7.916,8          94,0 ‐                           7.822,8                                                     
Total equity 8.997,9         8.993,1                                                    

Bank loans, non‐current 3.337,9          3.337,9                                                     
Deferred income tax liabilities 735,0            33,0 ‐                           702,0                                                        
Pension obligations 241,0            241,0                                                        
Lease payment, non‐current 172,1                          172,1                                                        
Other provisions, non‐current 41,7              41,7                                                         
Other liabilities, non‐current 37,1              37,1                                                         
Total non‐current liabilities 4.392,7         4.531,8                                                    

Bank loans, current ‐                 ‐                                                            
Trade payables, current 385,9            385,9                                                        
Corporate tax liabilities 79,5              79,5                                                         
Lease payment, current 98,8                            98,8                                                         
Other provisions, current 21,1              21,1                                                         
Other liabilities, current 666,8            666,8                                                        
Total current liabilities 1.153,3         1.252,1                                                    

Total liabilities 5.546,0         5.783,9                                                    

Total equity and liabilities 14.543,9       127,0 ‐                         ‐                               360,1                          14.777,0                                                   
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15 Reclassification of lease calculations 2011-2015 

 

 

 

Operational 2010 2011 2012 2013 2014 2015
Lease expenditures in income statement during the year 61,8                    111,2                  96,6                    129,3                  126,0                 
Future minimum lease payments and rent commitments
Within 1 year N/A 100,2                  112,6                  102,4                  115,9                  107,8                 
Between 1 and 5 years N/A 209,5                  183,5                  127,1                  167,0                  152,7                 
After 5 years N/A 64,0                    54,1                    71,7                    35,5                    42,6                   
Remaning payment total ‐                 373,7            350,2            301,2            318,4            303,1           
Total payment for lease ‐                 435,5            461,4            397,8            447,7            429,1           
Straight line 1‐15 years
Discount factor 3,33%

Contingent Liability Note on Operational Leases

PV of future lease 
payment ‐ 2011

Year Book Value Primo Depreciation Book Value Ultimo Debt Primo Financial expense Payment Amortisation Debt Ultimo Payment Discount factor PV
0 378,67           23,67        355,00             378,67   12,61             61,80       49,19         329,48   61,80         0,9678       59,81         
1 355,00           23,67        331,33             329,48   10,97             100,20     89,23         240,25   100,20       0,9366       93,85         
2 331,33           23,67        307,67             240,25   8,00              52,38       44,37         195,87   52,38         0,9064       47,47         
3 307,67           23,67        284,00             195,87   6,52              52,38       45,85         150,02   52,38         0,8772       45,94         
4 284,00           23,67        260,33             150,02   5,00              52,38       47,38         102,64   52,38         0,8489       44,46         
5 260,33           23,67        236,67             102,64   3,42              52,38       48,96         53,69     52,38         0,8216       43,03         
6 236,67           23,67        213,00             53,69     1,79              6,40         4,61          49,07     6,40           0,7951       5,09           
7 213,00           23,67        189,33             49,07     1,63              6,40         4,77          44,31     6,40           0,7695       4,92           
8 189,33           23,67        165,67             44,31     1,48              6,40         4,92          39,38     6,40           0,7447       4,77           
9 165,67           23,67        142,00             39,38     1,31              6,40         5,09          34,29     6,40           0,7207       4,61           
10 142,00           23,67        118,33             34,29     1,14              6,40         5,26          29,04     6,40           0,6974       4,46           
11 118,33           23,67        94,67               29,04     0,97              6,40         5,43          23,60     6,40           0,6750       4,32           
12 94,67             23,67        71,00               23,60     0,79              6,40         5,61          17,99     6,40           0,6532       4,18           
13 71,00             23,67        47,33               17,99     0,60              6,40         5,80          12,19     6,40           0,6322       4,05           
14 47,33             23,67        23,67               12,19     0,41              6,40         5,99          6,19       6,40           0,6118       3,92           
15 23,67             23,67        ‐                    6,19       0,21              6,40         6,19          0,00 ‐      6,40           0,5921       3,79           

Total 378,67    435,50  378,67    435,50     378,67     

Asset Debt PV of payment

PV of future lease 
payment ‐ 2012

Year Book Value Primo Depreciation Book Value Ultimo Debt Primo Financial expense Payment Amortisation Debt Ultimo Payment Discount factor PV
0 408,81           25,55        383,26             408,81   13,61             111,20     97,59         311,23   111,20       0,9678       107,62       
1 383,26           25,55        357,71             311,23   10,36             112,60     102,24       208,99   112,60       0,9366       105,46       
2 357,71           25,55        332,16             208,99   6,96              45,88       38,92         170,08   45,88         0,9064       41,58         
3 332,16           25,55        306,61             170,08   5,66              45,88       40,21         129,87   45,88         0,8772       40,24         
4 306,61           25,55        281,06             129,87   4,32              45,88       41,55         88,31     45,88         0,8489       38,94         
5 281,06           25,55        255,51             88,31     2,94              45,88       42,93         45,38     45,88         0,8216       37,69         
6 255,51           25,55        229,96             45,38     1,51              5,41         3,90          41,48     5,41           0,7951       4,30           
7 229,96           25,55        204,41             41,48     1,38              5,41         4,03          37,45     5,41           0,7695       4,16           
8 204,41           25,55        178,86             37,45     1,25              5,41         4,16          33,29     5,41           0,7447       4,03           
9 178,86           25,55        153,31             33,29     1,11              5,41         4,30          28,99     5,41           0,7207       3,90           
10 153,31           25,55        127,75             28,99     0,97              5,41         4,44          24,54     5,41           0,6974       3,77           
11 127,75           25,55        102,20             24,54     0,82              5,41         4,59          19,95     5,41           0,6750       3,65           
12 102,20           25,55        76,65               19,95     0,66              5,41         4,75          15,21     5,41           0,6532       3,53           
13 76,65             25,55        51,10               15,21     0,51              5,41         4,90          10,30     5,41           0,6322       3,42           
14 51,10             25,55        25,55               10,30     0,34              5,41         5,07          5,24       5,41           0,6118       3,31           
15 25,55             25,55        ‐                    5,24       0,17              5,41         5,24          0,00 ‐      5,41           0,5921       3,20           

Total 408,81    461,40  408,81    461,40     408,81     

Asset Debt PV of payment
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PV of future lease 
payment ‐ 2013

Year Book Value Primo Depreciation Book Value Ultimo Debt Primo Financial expense Payment Amortisation Debt Ultimo Payment Discount factor PV

0 348,56           21,78        326,77             348,56   11,61             96,60       84,99         263,57   96,60         0,9678       93,49         
1 326,77           21,78        304,99             263,57   8,78              102,40     93,62         169,94   102,40       0,9366       95,91         
2 304,99           21,78        283,20             169,94   5,66              31,78       26,12         143,83   31,78         0,9064       28,80         
3 283,20           21,78        261,42             143,83   4,79              31,78       26,99         116,84   31,78         0,8772       27,87         
4 261,42           21,78        239,63             116,84   3,89              31,78       27,88         88,96     31,78         0,8489       26,97         
5 239,63           21,78        217,85             88,96     2,96              31,78       28,81         60,14     31,78         0,8216       26,11         
6 217,85           21,78        196,06             60,14     2,00              7,17         5,17          54,98     7,17           0,7951       5,70           
7 196,06           21,78        174,28             54,98     1,83              7,17         5,34          49,64     7,17           0,7695       5,52           
8 174,28           21,78        152,49             49,64     1,65              7,17         5,52          44,12     7,17           0,7447       5,34           
9 152,49           21,78        130,71             44,12     1,47              7,17         5,70          38,42     7,17           0,7207       5,17           
10 130,71           21,78        108,92             38,42     1,28              7,17         5,89          32,53     7,17           0,6974       5,00           
11 108,92           21,78        87,14               32,53     1,08              7,17         6,09          26,44     7,17           0,6750       4,84           
12 87,14             21,78        65,35               26,44     0,88              7,17         6,29          20,15     7,17           0,6532       4,68           
13 65,35             21,78        43,57               20,15     0,67              7,17         6,50          13,65     7,17           0,6322       4,53           
14 43,57             21,78        21,78               13,65     0,45              7,17         6,72          6,94       7,17           0,6118       4,39           
15 21,78             21,78        ‐                    6,94       0,23              7,17         6,94          0,00 ‐      7,17           0,5921       4,25           

Total 348,56    397,80  348,56    397,80     348,56     

Asset Debt PV of payment

PV of future lease 
payment ‐ 2014

Year Book Value Primo Depreciation Book Value Ultimo Debt Primo Financial expense Payment Amortisation Debt Ultimo Payment Discount factor PV

0 402,36           25,15        377,21             402,36   13,40             129,30     115,90       286,45   129,30       0,9678       125,13       
1 377,21           25,15        352,06             286,45   9,54              115,90     106,36       180,09   115,90       0,9366       108,55       
2 352,06           25,15        326,91             180,09   6,00              41,75       35,75         144,34   41,75         0,9064       37,84         
3 326,91           25,15        301,77             144,34   4,81              41,75       36,94         107,40   41,75         0,8772       36,62         
4 301,77           25,15        276,62             107,40   3,58              41,75       38,17         69,22     41,75         0,8489       35,44         
5 276,62           25,15        251,47             69,22     2,31              41,75       39,44         29,78     41,75         0,8216       34,30         
6 251,47           25,15        226,33             29,78     0,99              3,55         2,56          27,22     3,55           0,7951       2,82           
7 226,33           25,15        201,18             27,22     0,91              3,55         2,64          24,58     3,55           0,7695       2,73           
8 201,18           25,15        176,03             24,58     0,82              3,55         2,73          21,85     3,55           0,7447       2,64           
9 176,03           25,15        150,88             21,85     0,73              3,55         2,82          19,02     3,55           0,7207       2,56           
10 150,88           25,15        125,74             19,02     0,63              3,55         2,92          16,11     3,55           0,6974       2,48           
11 125,74           25,15        100,59             16,11     0,54              3,55         3,01          13,09     3,55           0,6750       2,40           
12 100,59           25,15        75,44               13,09     0,44              3,55         3,11          9,98       3,55           0,6532       2,32           
13 75,44             25,15        50,29               9,98       0,33              3,55         3,22          6,76       3,55           0,6322       2,24           
14 50,29             25,15        25,15               6,76       0,23              3,55         3,32          3,44       3,55           0,6118       2,17           
15 25,15             25,15        0,00 ‐                3,44       0,11              3,55         3,44          0,00 ‐      3,55           0,5921       2,10           

Total 402,36    447,70  402,36    447,70     402,36     

Asset Debt PV of payment

PV of future lease 
payment ‐ 2015

Year Book Value Primo Depreciation Book Value Ultimo Debt Primo Financial expense Payment Amortisation Debt Ultimo Payment Discount factor PV

0 384,12           24,01        360,11             384,12   12,79             126,00     113,21       270,91   126,00       0,9678       121,94       
1 360,11           24,01        336,11             270,91   9,02              107,80     98,78         172,13   107,80       0,9366       100,96       
2 336,11           24,01        312,10             172,13   5,73              38,18       32,44         139,69   38,18         0,9064       34,60         
3 312,10           24,01        288,09             139,69   4,65              38,18       33,52         106,17   38,18         0,8772       33,49         
4 288,09           24,01        264,08             106,17   3,54              38,18       34,64         71,53     38,18         0,8489       32,41         
5 264,08           24,01        240,08             71,53     2,38              38,18       35,79         35,73     38,18         0,8216       31,36         
6 240,08           24,01        216,07             35,73     1,19              4,26         3,07          32,66     4,26           0,7951       3,39           
7 216,07           24,01        192,06             32,66     1,09              4,26         3,17          29,49     4,26           0,7695       3,28           
8 192,06           24,01        168,05             29,49     0,98              4,26         3,28          26,21     4,26           0,7447       3,17           
9 168,05           24,01        144,05             26,21     0,87              4,26         3,39          22,83     4,26           0,7207       3,07           
10 144,05           24,01        120,04             22,83     0,76              4,26         3,50          19,33     4,26           0,6974       2,97           
11 120,04           24,01        96,03               19,33     0,64              4,26         3,62          15,71     4,26           0,6750       2,88           
12 96,03             24,01        72,02               15,71     0,52              4,26         3,74          11,97     4,26           0,6532       2,78           
13 72,02             24,01        48,02               11,97     0,40              4,26         3,86          8,11       4,26           0,6322       2,69           
14 48,02             24,01        24,01               8,11       0,27              4,26         3,99          4,12       4,26           0,6118       2,61           
15 24,01             24,01        ‐                    4,12       0,14              4,26         4,12          0,00 ‐      4,26           0,5921       2,52           

Total 384,12    429,10  384,12    429,10     384,12     

Asset Debt PV of payment

Line Item: Effect: 2011: 2012: 2013: 2014: 2015: Debit/Credit:
Other external costs (P&L) Decreases costs 61,8    111,2  96,6    129,3  126,0  Credit

Depreciation (P&L) Increases costs 23,7 ‐   25,6 ‐   21,8 ‐   25,1 ‐   24,0 ‐   Debit

Financial costs (P&L) Increases costs 12,6 ‐   13,6 ‐   11,6 ‐   13,4 ‐   12,8 ‐   Debit

Leased Assets (BS) Increases assets 355,0  383,3  326,8  377,2  360,1  Debit

Equity increase due to reclassification (BS) Increases liabilities 25,5    72,0    63,2    90,8    89,2    Credit

Lease payment, non‐current (BS) Increases liabilities 240,2  209,0  169,9  180,1  172,1  Credit

Lease payment, current (BS) Increases liabilities 89,2    102,2  93,6    106,4  98,8    Credit

Reclassification ‐ From operational lease to finance lease (2011‐2015)
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16 Reclassification of Share of profit (loss) from associated companies and new 
P&L 

 

 
 

 

 
 

   

Line Item: Effect: 2011: 2012: 2013: 2014: 2015: Debit/Credit:
Share of profit (loss) from associated companies (P&L) Increases income 3,7      11,9    5,4      6,2      10,2    Credit

Result of investments in associated companies after tax (P&L) Decreases income 3,7 ‐     11,9 ‐   5,4 ‐     6,2 ‐     10,2 ‐   Debit

Reclassification ‐ Result of investments in associated companies after tax

DKK Million 2011

Net Sales 5.471,5             
Cost of goods sold 2.691,8 ‐            
Gross Profit 2.779,7            

Other external costs 929,0 ‐              
Staff costs 680,3 ‐              
Other income 3,6                   
Share of profit (loss) from associated companies XXXX
Earnings before interest, tax, depreciation and amortisation (EBITDA) ZZZZ

Depreciation 139,1 ‐              
Earnings before interest, tax  and amortisation(EBITA) ZZZZ

Amortisation 210,2 ‐              
Earnings before interest and tax (EBIT) ZZZZ

Result of investments in associated companies after tax XXXX

Financial income 36,2                 
Financial costs 82,9 ‐                
Profit (loss) before tax 781,7               

Tax on profit (loss) 203,7 ‐              
Net profit (loss) for the year/period 578,0               

Annual statement

DKK Million 2011 Reclassified
Effective Tax Rate ‐26,06% ‐26,06%

Net sales 5471,50 5471,50

Operating Expenses ‐4646,80 ‐4643,10
EBIT 824,70 828,40
Taxes on EBIT ‐214,91 ‐215,87
NOPAT 609,79 612,53
Net financial expenses ‐43,00 ‐46,70
Tax savings from debt financing 11,21 12,17

Net financial expenses after tax ‐31,79 ‐34,53
Net earnings 578,00 578,00



145 
 

17 Result of reclassifications to P&L and BS 

 
 

 
 

 

DKK ‐ Million ‐ Including changes and reclassifications 2011 2012 2013 2014 2015

Net Sales 5.471,50    5.978,00        5.925,30        6.126,00        6.732,30        
Cost of goods sold 2.691,80 ‐   2.986,50 ‐       3.010,80 ‐       3.178,70 ‐       3.493,60 ‐       
Gross Profit 2.779,70   2.991,50       2.914,50       2.947,30       3.238,70       

Other external costs 867,20 ‐      955,30 ‐         1.011,80 ‐       920,60 ‐         1.004,10 ‐       
Staff costs 582,30 ‐      622,70 ‐         631,60 ‐         695,90 ‐         820,90 ‐         
Share of profit (loss) from associated companies 3,70           11,90            5,40              6,20              10,20            
Earnings before interest, tax, depreciation and amortisation (EBITDA) 1.333,90   1.425,40       1.276,50       1.337,00       1.423,90       

Depreciation 162,77 ‐      150,55 ‐         150,58 ‐         147,15 ‐         165,51 ‐         
Earnings before interest, tax  and amortisation(EBITA) 1.171,13   1.274,85       1.125,92       1.189,85       1.258,39       

Amortisation 210,20 ‐      244,90 ‐         271,10 ‐         274,50 ‐         291,40 ‐         
Earnings before interest and tax (CORE EBIT) 960,93       1.029,95       854,82          915,35          966,99          

Other income (non‐core) 3,60           0,10              0,30              28,70            1,30              
Restructuring costs (non‐core) 98,00 ‐        1,10 ‐             0,20 ‐             53,00 ‐           42,00 ‐           
Earnings before interest and tax (TOTAL EBIT) 866,53       1.028,95       854,92          891,05          926,29          

Financial income (core) 11,30         5,40              5,70              5,70              4,10              
Financial costs (core) 89,41 ‐        80,81 ‐           75,71 ‐           77,50 ‐           83,19 ‐           
Profit (loss) before tax (core) 788,42       953,54          784,91          819,25          847,20          

Financial income (non‐core) 24,90         ‐                 ‐                 23,40            33,80            
Financial costs (non‐core) 6,10 ‐          38,90 ‐           46,00 ‐           33,30 ‐           34,90 ‐           
Profit (loss) before tax 807,22       914,64          738,91          809,35          846,10          

Tax on profit (loss) 203,70 ‐      224,40 ‐         102,90 ‐         172,80 ‐         183,30 ‐         
Net profit (loss) for the year/period 603,52       690,24          636,01          636,55          662,80          

DKK Million 2011 2012 2013 2014 2015
Goodwill 4.032,3          3.974,4          3.874,5          4.205,3          4.504,2          
Trademarks 3.584,3          3.404,6          3.133,7          3.260,1          3.239,5          
IT software ‐                 ‐                 104,4            67,9              54,5              
Other intangible assets 185,5            412,7            266,4            249,8            230,7            
Intangible assets 7.802,1         7.791,7         7.379,0         7.783,1         8.028,9         

Land and buildings 569,1            579,7            565,0            678,6            672,0            
Plant and machinery 274,4            254,6            247,7            319,1            336,6            
Equipment, tools and fixture 55,6              64,4              69,9              83,9              92,2              
Leased assets 355,0            383,3            326,8            377,2            360,1            
Leasehold improvements 19,3              29,5              36,4              43,2              46,7              
Construction in progress 71,4              63,2              192,7            58,1              152,3            
Propterne, plant and equipment 1.344,9         1.374,7         1.438,5         1.560,1         1.659,9         

Investment in associated companies 98,2              104,7            97,5              109,7            126,1            
Deferred income tax assets 103,2            88,7              82,6              172,3            135,4            
Other financial fixed assets 4,6                0,8                0,7                0,6                0,6                
Financial fixed assets 206,0            194,2            180,8            282,6            262,1            

Fixed assets 9.353,0         9.360,6         8.998,3         9.625,8         9.950,9         

Inventories 2.659,6          2.780,7          2.926,9          3.099,2          2.998,5          

Trade receivables 825,6            971,8            817,1            811,1            828,8            
Receivables from affiliated companies 14,0              37,5              1,6                1,7                0,8                
Other receivables 154,8            119,6            100,5            97,4              100,8            
Prepaid tax 117,3            110,6            172,5            143,2            226,0            
Prepayments 32,6              53,8              41,4              52,7              62,4              
Total receivables 1.144,3         1.293,3         1.133,1         1.106,1         1.218,8         

Cash and bank 951,7            684,2            464,3            581,0            608,8            
Current assets 4.755,6         4.758,2         4.524,3         4.786,3         4.826,1         
Total assets 14.108,6       14.118,8       13.522,6       14.412,1       14.777,0       

ASSETS ‐ including changes and reclassifications
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DKK Million 2011 2012 2013 2014 2015
Share capital 100,0            100,0            100,0            100,0            100,0            
Reserve for hedging 44,2 ‐             92,3 ‐             63,1 ‐             67,6 ‐             30,3 ‐             
Reserve for currency translation 263,1            232,8            58,4 ‐             485,0            1.011,4          
Change in net profit from reclassification of lease 25,5              72,0              63,2              90,8              89,2              
Retained earnings 7.955,4          8.184,4          8.354,3          8.475,6          7.822,8          
Total equity 8.299,8         8.496,9         8.396,0         9.083,8         8.993,1         

Bank loans, non‐current 3.246,9          3.008,9          2.756,5          2.307,5          3.337,9          
Deferred income tax liabilities 559,9            582,2            519,3            661,3            702,0            
Pension obligations 161,2            217,0            209,5            233,0            241,0            
Lease payment, non‐current 240,2            209,0            169,9            180,1            172,1            
Other provisions, non‐current 98,9              96,6              45,5              38,9              41,7              
Other liabilities, non‐current 37,9              85,7              56,9              47,4              37,1              
Total non‐current liabilities 4.344,9         4.199,4         3.757,6         3.468,2         4.531,8         

Bank loans, current 236,6            232,0            221,9            650,8            ‐                 
Trade payables, current 418,6            352,6            359,9            375,9            385,9            
Corporate tax liabilities 122,5            148,2            170,9            93,9              79,5              
Lease payment, current 89,2              102,2            93,6              106,4            98,8              
Other provisions, current 49,3              32,7              41,2              44,1              21,1              
Other liabilities, current 547,6            554,7            481,4            589,1            666,8            
Total current liabilities 1.463,8         1.422,4         1.368,9         1.860,2         1.252,1         

Total liabilities 5.808,8         5.621,8         5.126,6         5.328,4         5.783,9         

Total equity and liabilities 14.108,6       14.118,8       13.522,6       14.412,1       14.777,0       

LIABILITIES & EQUITY ‐ including changes and reclassifications
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18 Classification of finance/operating activities 

 

  

DKK Million 2011 2012 2013 2014 2015 FIN/OPS
Goodwill 4.032,3          3.974,4          3.874,5          4.205,3          4.504,2          OPS
Trademarks 3.584,3          3.404,6          3.133,7          3.260,1          3.239,5          OPS
IT software ‐                 ‐                 104,4            67,9              54,5              OPS
Other intangible assets 185,5            412,7            266,4            249,8            230,7            OPS
Intangible assets 7.802,1         7.791,7         7.379,0         7.783,1         8.028,9         

Land and buildings 569,1            579,7            565,0            678,6            672,0            OPS
Plant and machinery 274,4            254,6            247,7            319,1            336,6            OPS
Equipment, tools and fixture 55,6              64,4              69,9              83,9              92,2              OPS
Leased assets 355,0            383,3            326,8            377,2            360,1            OPS
Leasehold improvements 19,3              29,5              36,4              43,2              46,7              OPS
Construction in progress 71,4              63,2              192,7            58,1              152,3            OPS
Propterne, plant and equipment 1.344,9         1.374,7         1.438,5         1.560,1         1.659,9         

Investment in associated companies 98,2              104,7            97,5              109,7            126,1            OPS
Deferred income tax assets 103,2            88,7              82,6              172,3            135,4            OPS
Other financial fixed assets 4,6                0,8                0,7                0,6                0,6                FIN
Financial fixed assets 206,0            194,2            180,8            282,6            262,1            

Fixed assets 9.353,0         9.360,6         8.998,3         9.625,8         9.950,9         

Inventories 2.659,6          2.780,7          2.926,9          3.099,2          2.998,5          OPS

Trade receivables 825,6            971,8            817,1            811,1            828,8            OPS
Receivables from affiliated companies 14,0              37,5              1,6                1,7                0,8                OPS
Other receivables 154,8            119,6            100,5            97,4              100,8            FIN
Prepaid tax 117,3            110,6            172,5            143,2            226,0            OPS
Prepayments 32,6              53,8              41,4              52,7              62,4              OPS
Total receivables 1.144,3         1.293,3         1.133,1         1.106,1         1.218,8         

Cash and bank 951,7            684,2            464,3            581,0            608,8            FIN
Current assets 4.755,6         4.758,2         4.524,3         4.786,3         4.826,1         
Total assets 14.108,6       14.118,8       13.522,6       14.412,1       14.777,0       

DKK Million 2011 2012 2013 2014 2015 FIN/OPS
Share capital 100,0            100,0            100,0            100,0            100,0            FIN
Reserve for hedging 44,2 ‐             92,3 ‐             63,1 ‐             67,6 ‐             30,3 ‐             FIN
Reserve for currency translation 263,1            232,8            58,4 ‐             485,0            1.011,4          FIN
Change in net profit from reclassification of lease 25,5              72,0              63,2              90,8              89,2              FIN
Retained earnings 7.955,4          8.184,4          8.354,3          8.475,6          7.822,8          FIN
Total equity 8.299,8         8.496,9         8.396,0         9.083,8         8.993,1         

Bank loans, non‐current 3.246,9          3.008,9          2.756,5          2.307,5          3.337,9           FIN 
Deferred income tax liabilities 559,9            582,2            519,3            661,3            702,0            OPS
Pension obligations 161,2            217,0            209,5            233,0            241,0             FIN 
Lease payment, non‐current 240,2            209,0            169,9            180,1            172,1             FIN 
Other provisions, non‐current 98,9              96,6              45,5              38,9              41,7              OPS
Other liabilities, non‐current 37,9              85,7              56,9              47,4              37,1              FIN
Total non‐current liabilities 4.344,9         4.199,4         3.757,6         3.468,2         4.531,8         

Bank loans, current 236,6            232,0            221,9            650,8            ‐                 FIN
Trade payables, current 418,6            352,6            359,9            375,9            385,9            OPS
Corporate tax liabilities 122,5            148,2            170,9            93,9              79,5              FIN
Lease payment, current 89,2              102,2            93,6              106,4            98,8              FIN
Other provisions, current 49,3              32,7              41,2              44,1              21,1              OPS
Other liabilities, current 547,6            554,7            481,4            589,1            666,8            FIN
Total current liabilities 1.463,8         1.422,4         1.368,9         1.860,2         1.252,1         

Total liabilities 5.808,8         5.621,8         5.126,6         5.328,4         5.783,9         

Total equity and liabilities 14.108,6       14.118,8       13.522,6       14.412,1       14.777,0       

ASSETS ‐ including changes and reclassifications

LIABILITIES & EQUITY ‐ including changes and reclassifications
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19 Valuation methodology 
Choice of methodology: There are three generally accepted methods for determining the beta, which each has 
their benefits and drawbacks:   
 

1. Estimating from historical data.  
2. Estimating from comparable companies. 
3. Estimating from fundamental factors. 

The first method, historical data, is relatively simple and draws upon the historical stock returns of a 
company. Such a method might not be appropriate if the trading activity of the stock is limited, as such a lack 
of moving liquidity will not reflect the underlying risk of the company. (Petersen & Plenborg, 2012) This is 
mostly an issue for smaller companies which might drown in large stock exchanges. The method is not 
deemed appropriate for STG due to the scarcity of historical data considering STG only were enlisted on the 
stock exchange in February 2016. Normally, one would include several years of historical data in the 
calculation of beta using this method.  

The second method, estimating beta from comparable companies, is used in environments with lack of 
information of the company in subject. The benefit from this approach is that one can obtain a lot of 
information and work under the assumption, that the companies are exposed to the same risks. This is an 
advantageous method in industries where companies are identical and have similar risk profiles. (Petersen & 
Plenborg, 2012) For this reason, it becomes increasingly complex for larger companies as chances of them 
having similar risk profiles decreases. The method is however fairly fast since news aggregators such as 
Bloomberg publishes estimations of betas. It should however be noted that estimations can vary greatly 
across publishers. This thesis finds the competitors and peers of STG to be quite diverse as also concluded in 
the peer analysis in Appendix 7. They are exposed to different product segments, geographies and have 
somewhat different financial structures. For this reason, this method will also be abandoned as the primary 
estimation method. The method will however be used as a supporting figure to advocate that the beta-level is 
well founded and sane. 

The third method, estimating beta from fundamental factors, is a method, which departs from the 
fundamentals of a company by creating a complete strategic analysis of the company’s risk profile before 
determining the beta. (Petersen & Plenborg, 2012) This method becomes valuable for companies which are 
not able to fit into the above methods. However, this is by far the most time-demanding method and also 
requires a lot of investment in time when analysing a company’s strategic-, operating- and financial risks. 
However, it is also able to seize more information and construct a full company profile.  
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20 Classification of Net Financial Expenses 

 

  

Financial Income 2011 2012 2013 2014 2015 Core / Non‐core

Interest on deposits 7,0           4,1           2,7           4,2           2,2           Core
Exchange gains, net 24,9         22,5         33,8         Non‐core
Other financial income 4,3           1,3           3,0           2,5           1,9           Core
= SUM 36,2         5,4           5,7           29,2         37,9        
Financial Costs 2011 2012 2013 2014 2015
Interest on loans etc. 61,7         48,2         46,3         45,7         43,8         Core
Cost of interest swap 5,0           37,0         35,0         31,0         34,9         Non‐core
Interst in associated companie 1,1           ‐            ‐            ‐            ‐            Non‐core
Total to financial inst. 67,8         85,2         81,3         76,7         78,7        

Interest part of pension cost 8,2           7,5           9,0           10,1         8,9           Core

Exchange losses net ‐            1,9           11,0         ‐            ‐            Non‐core

Other financing costs 6,9           7,3           5,8           8,2           16,2         Core
Discounting provision ‐            4,2           3,0           2,4           1,5           Core
Total other financing costs 6,9           11,5         8,8           10,6         17,7        
= SUM 82,9         106,1       110,1       97,4         105,3      
NET Financial Expenses 15,1 ‐        20,9 ‐        28,8 ‐        20,7 ‐        26,6 ‐       
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21 EVA Valuation 

 

   

Year 2016 2017 2018 2019 2020 ‐ Terminal
t 1 2 3 4 5
NOPAT 917,3               910,0                    903,2           896,8           901,3            
WACC 6,15% 6,15% 6,15% 6,15% 6,15%
IC excl. Goodwill, primo 8.411,9           8.457,8                8.508,3        8.563,8        8.624,3         
EVA 400,2               390,1                    380,2           370,5           371,2            
PV(EVA) 377,1               346,3                    317,9           291,8          

SUM of forecast 1.333,10        

Terminal 6.574,9          
PV(Terminal) 5.179,3          

Invested Capital 2015 8.411,9          

EV 14.924,28      

NIBD 2015 3.923,01        

Estimated Value of Equity 31/12/2015 11.001,27      

Estimated Value of Equity (8/4‐2016) 11.231,2        

Price per share 112,3              

Underlying Business Valuation of STG (8/4‐2016)
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22 Sensitivity Analysis for WACC & Terminal Growth in DKK Change and % 

 

 

 

  

                  Terminal Growth 
WACC

-0,75% -0,50% -0,25% 0,00% 0,25% 0,50% 0,75% 1,00% 1,25% 1,50% 1,75%

3,65% 52     63     74     88     103    121               142     166     196     233     280     
4,15% 31     39     49     59     70      83                  98       116     136     161     190     
4,65% 14     21     28     36     45      55                  66       79       94       111     131     
5,15% 0       5       11     18     25      33                  42       51       62       75       90       
5,65% 12 -    7 -      3 -      3       8        15                  22       29       38       48       59       
6,15% 22 -    18 -    14 -    10 -    5,2 -    -                 5,7      12       19       26       35       
6,65% 31 -    28 -    24 -    21 -    17 -     12 -                 8 -         3 -         3          9          16       
7,15% 39 -    36 -    33 -    30 -    27 -     23 -                 19 -      15 -      10 -      5 -         0          
7,65% 46 -    43 -    41 -    38 -    35 -     32 -                 29 -      25 -      21 -      17 -      13 -      
8,15% 52 -    49 -    47 -    45 -    42 -     40 -                 37 -      34 -      31 -      27 -      23 -      
8,65% 57 -    55 -    53 -    51 -    49 -     47 -                 44 -      42 -      39 -      36 -      33 -      

Sensitivity Analysis - Underlying Business (CHANGE in DKK)

                  Terminal Growth 
WACC

-0,75% -0,50% -0,25% 0,00% 0,25% 0,50% 0,75% 1,00% 1,25% 1,50% 1,75%

3,65% 41% 49% 58% 68% 80% 94% 110% 130% 153% 182% 218%
4,15% 24% 31% 38% 46% 55% 65% 77% 90% 106% 125% 148%
4,65% 11% 16% 22% 28% 35% 43% 52% 62% 73% 87% 102%
5,15% 0% 4% 9% 14% 19% 26% 32% 40% 49% 59% 70%
5,65% -9% -6% -2% 2% 7% 12% 17% 23% 30% 37% 46%
6,15% -17% -14% -11% -8% -4% 0% 4% 9% 15% 21% 27%
6,65% -24% -22% -19% -16% -13% -10% -6% -2% 2% 7% 12%
7,15% -30% -28% -26% -23% -21% -18% -15% -12% -8% -4% 0%
7,65% -35% -34% -32% -30% -27% -25% -22% -20% -17% -13% -10%
8,15% -40% -39% -37% -35% -33% -31% -29% -26% -24% -21% -18%
8,65% -44% -43% -41% -40% -38% -36% -34% -32% -30% -28% -25%

Sensitivity Analysis - Underlying Business (Change in %)
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23 Sensitivity in DKK and % for Efficiency Programme 

 

 

  

           Potential Savings
                          reached 
WACC

50,00% 60,00% 70,00% 80,00% 90,00% 100,00% 110,00% 120,00% 130,00% 140,00% 150,00%

4,50% 3,9 -  1,5 -  0,9   3,3   5,7     8,1                10,5    12,9    15,3    17,7    20,1    
5,00% 5,1 -  2,9 -  0,7 -  1,5   3,7     5,8                8,0      10,2    12,4    14,5    16,7    
5,50% 6,0 -  4,0 -  2,0 -  0,0 -  2,0     4,0                6,0      8,0      10,0    11,9    13,9    
6,00% 6,7 -  4,9 -  3,1 -  1,2 -  0,6     2,4                4,3      6,1      7,9      9,8      11,6    
6,50% 7,4 -  5,7 -  4,0 -  2,3 -  0,6 -    1,1                2,8      4,5      6,2      7,9      9,7      
7,00% 8,0 -  6,4 -  4,8 -  3,2 -  1,6 -    -                 1,6      3,2      4,8      6,4      8,0      
7,50% 8,5 -  7,0 -  5,5 -  4,0 -  2,5 -    1,0 -               0,5      2,0      3,5      5,0      6,5      
8,00% 8,9 -  7,5 -  6,1 -  4,7 -  3,2 -    1,8 -               0,4 -     1,0      2,4      3,8      5,2      
8,50% 9,3 -  7,9 -  6,6 -  5,3 -  3,9 -    2,6 -               1,3 -     0,1      1,4      2,7      4,1      
9,00% 9,6 -  8,3 -  7,1 -  5,8 -  4,5 -    3,3 -               2,0 -     0,7 -     0,5      1,8      3,1      
9,50% 9,9 -  8,7 -  7,5 -  6,3 -  5,1 -    3,9 -               2,7 -     1,5 -     0,3 -     1,0      2,2      

Sensitivity Analysis - Efficiency Programme (CHANGE in DKK)

           Potential Savings
                          reached 
WACC

50,00% 60,00% 70,00% 80,00% 90,00% 100,00% 110,00% 120,00% 130,00% 140,00% 150,00%

4,50% -3,1% -1,2% 0,7% 2,6% 4,4% 6,3% 8,2% 10,0% 11,9% 13,8% 15,7%
5,00% -3,9% -2,2% -0,5% 1,2% 2,8% 4,5% 6,2% 7,9% 9,6% 11,3% 13,0%
5,50% -4,7% -3,1% -1,6% 0,0% 1,5% 3,1% 4,7% 6,2% 7,8% 9,3% 10,9%
6,00% -5,3% -3,8% -2,4% -1,0% 0,5% 1,9% 3,3% 4,8% 6,2% 7,6% 9,1%
6,50% -5,8% -4,4% -3,1% -1,8% -0,5% 0,9% 2,2% 3,5% 4,9% 6,2% 7,5%
7,00% -6,2% -5,0% -3,7% -2,5% -1,2% 0,0% 1,2% 2,5% 3,7% 5,0% 6,2%
7,50% -6,6% -5,4% -4,3% -3,1% -1,9% -0,8% 0,4% 1,6% 2,7% 3,9% 5,1%
8,00% -6,9% -5,8% -4,7% -3,6% -2,5% -1,4% -0,3% 0,8% 1,9% 3,0% 4,1%
8,50% -7,2% -6,2% -5,1% -4,1% -3,1% -2,0% -1,0% 0,1% 1,1% 2,1% 3,2%
9,00% -7,5% -6,5% -5,5% -4,5% -3,5% -2,5% -1,6% -0,6% 0,4% 1,4% 2,4%
9,50% -7,7% -6,8% -5,8% -4,9% -4,0% -3,0% -2,1% -1,1% -0,2% 0,7% 1,7%

Sensitivity Analysis - Efficiency Programme (Change in %)
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24 Sensitivity in DKK and % for Profit Margin and Asset Turnover Ratio 

 

 

                                    ATO
Profit Margin

-0,25 -0,20 -0,15 -0,10 -0,05
Forecast avg.= 

0,811
0,05 0,10 0,15 0,20 0,25

-2,50% 71 -    63 -    55 -    47 -    39 -     31 -                 23 -      15 -      7 -         1          9          
-2,00% 67 -    58 -    50 -    42 -    33 -     25 -                 16 -      8 -         0          9          17       
-1,50% 62 -    54 -    45 -    36 -    27 -     19 -                 10 -      1 -         8          16       25       
-1,00% 58 -    49 -    40 -    31 -    22 -     12 -                 3 -         6          15       24       33       
-0,50% 54 -    44 -    35 -    25 -    16 -     6 -                   3          13       22       32       41       
Forecast avg.= 13,12% 49 -    39 -    30 -    20 -    9,9 -    -                 9,9      20       30       39       49       
0,50% 45 -    35 -    25 -    14 -    4 -       6                    16       27       37       47       57       
1,00% 41 -    30 -    19 -    9 -      2        12                  23       34       44       55       66       
1,50% 36 -    25 -    14 -    3 -      8        19                  30       41       52       63       74       
2,00% 32 -    21 -    9 -      2       13      25                  36       48       59       70       82       
2,50% 28 -    16 -    4 -      7       19      31                  43       55       66       78       90       

Sensitivity Analysis - Underlying Business (PM&ATO) (CHANGE in DKK)

                                    ATO
Profit Margin

-0,25 -0,20 -0,15 -0,10 -0,05
Forecast 

avg.= 0,811
0,05 0,10 0,15 0,20 0,25

-2,50% -55% -49% -43% -37% -30% -24% -18% -12% -6% 1% 7%
-2,00% -52% -45% -39% -32% -26% -19% -13% -6% 0% 7% 13%
-1,50% -49% -42% -35% -28% -21% -15% -8% -1% 6% 13% 19%
-1,00% -45% -38% -31% -24% -17% -10% -3% 5% 12% 19% 26%
-0,50% -42% -34% -27% -20% -12% -5% 3% 10% 17% 25% 32%
Forecast avg.= 13,12% -38% -31% -23% -15% -8% 0 8% 15% 23% 31% 38%
0,50% -35% -27% -19% -11% -3% 5% 13% 21% 29% 37% 45%
1,00% -32% -23% -15% -7% 1% 10% 18% 26% 35% 43% 51%
1,50% -28% -20% -11% -3% 6% 15% 23% 32% 40% 49% 57%
2,00% -25% -16% -7% 2% 10% 19% 28% 37% 46% 55% 64%
2,50% -22% -13% -3% 6% 15% 24% 33% 43% 52% 61% 70%

Sensitivity Analysis - Underlying Business (PM&ATO) (Change in %)


