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Abstract 

In 2003, DnB NOR was established as a result of the merger between Den norske Bank (DnB) and 

Gjensidige NOR (GNO). The general objective of a strategic move like a merger or an acquisition 

(M&A) is to expand a company’s business, increase market share or to improve earnings. The 

purpose of this thesis is to examine the merger of DnB and GNO and track the performance of the 

merged entity after the consolidation. 

The strategic analysis shows that increasing regulations, declining share prices all over the world 

and the integration of the financial markets raised the competitiveness in the banking industry. To 

be able to compete with larger, international financial conglomerates that were penetrating the 

market, it was essential to obtain a significant size.  

This analysis estimates a total value of the combined firms equal to BNOK 43,5, which is slightly 

below the market values at the time. The valuation estimates indicate that the merger was priced 

marginally higher than the standalone value of each company combined. However, by 

incorporating the expected merger synergies, the deal appears to become profitable. Further, we 

find that the merger generated synergies that were realized earlier than projected and that the 

merger enabled DnB NOR to efficiently compete with the other Nordic financial giants. In short-

term perspective, DnB NOR increased its income and profitability more than its defined 

competitor group. On a long-term, DNB’s market value outperforms its competitors over the same 

period, building grounds towards becoming one of the biggest firms in Norway.  
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1.0 Introduction 

Through the choice of our master thesis, we wanted to write about a subject that was of interest to 

the both of us. We also wanted to apply the broad knowledge we have obtained during our studies. 

As a financial service firm differs from traditional companies both in structure and regulations, we 

thought it could be interesting to analyze the development of a company within this industry. As 

neither of us were especially knowledgeable regarding the banking sector, we thought it would be 

of great interest to specialize in the industry. The limited amount of literature regarding valuation 

of financial service companies, combined with few other similar previous theses, motivated us 

even further.  

After a thorough consideration of several alternatives, we decided to write an analysis of the DnB 

NOR merger. The consolidation of DnB and Gjensidige NOR was both controversial and 

comprehensive, and has later proven to be important for the group to maintain its competitive 

strength and size, in addition to its proximity to the Norwegian population and status of a national 

icon. In this thesis, we step back in time to when the merger took place in 2003, assess the 

macroeconomic picture and look at the decision to consolidate Norway’s largest commercial bank 

with the largest savings bank. Through a valuation, we will discuss whether it was a fair deal and 

look at how the company’s performance has been after the merger. To investigate their 

development, it is desirable to review the whole effect of the merger through a qualitative and 

quantitative analysis.  

Through this thesis, we seek to investigate the following problem statements: 

-   What was the rationale behind the merger of DnB and Gjensidige NOR? 

-   What was the fair value of DnB and Gjensidige NOR and was the merger fairly priced? 

-   How have the projected synergies been obtained in the post-merger period? 

-   How has DNB performed compared to its competitors after the merger?  

In 2017, DNB Group are one of the largest companies in the country and they are in general 

viewed as one of the most influential corporations in Norway. Their market share within banking 

is the largest in the country, and their leaders and spokespersons are frequently viewed in the 

media picture. DNB has also been the most attractive workplace for business graduates several 

years in a row (E24.no, 2017). 
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1.1 Company introduction: DNB Group 

DNB Group is Norway’s largest financial group that offers financial products and services within 

lending, deposits, funds and capital management, life insurance and pension savings, payment- and 

financing services, real estate agency and services connected to money- and capital markets. The 

history of DNB Group goes back to 1822, and the establishment of Christiania Sparebank. Before 

the merger, in 2002, DnB was Norway’s leading financial services group with total assets of 680 

billion Norwegian Kroners (BNOK). DNB is categorized as a commercial bank. 

In 2017, DNB ASA is the second largest bank in the Nordics, with total assets under management 

of 2898 BNOK. It is considered the national bank of Norway and is considered an iconic national 

symbol. DnB Group is listed at Oslo Stock Exchange as one of the largest companies, and had a 

market capitalization of 209 BNOK and total combined assets of 2921 BNOK by the end of 2016 

(DNB - Annual report 16, 2017). The group’s headquarter is located in Oslo, Norway.   

1.2 Company introduction: Gjensidige NOR 

Gjensidige NOR, hereafter referred to as GNO, was a financial service group that provided services 

within banking, lending and financing, pension savings and real estate services. GNO was created 

by the merger of the savings bank Sparebanken NOR and the insurance company Gjensidige in 1999 

(Wikipedia, 2015) and was categorized as a savings bank. In September 2002, GNO was listed at 

Oslo Stock Exchange and became Norway’s second largest financial service group with 366 BNOK 

in assets under management (Gjensidige NOR - Annual report 02, 2003). 

1.3 Clarification of brand development  

What in 2017 is known as DNB has been going through several consolidations throughout their 

history. As we can see from the illustration below, this has caused the group to change their name 

in several occasions. Therefore, we want to clarify the group’s brand development such that there is 

no misunderstanding regarding the usage of DNB, DnB NOR, DnB or Gjensidige NOR (GNO) 

throughout this thesis. 

Collectively, the development of DNB ASA can be summarized by the following illustration (DNB 

- History, 2017): 
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Figure 1 - DNB’s history 

1.4 Difference between commercial and savings banks 

As mentioned above, DnB and GNO differ in what type of bank they were defined as. DnB was 

Norway’s largest commercial bank, whereas GNO was Norway’s largest savings bank. The 

difference in type of bank stems from historic reasons from the 1800’s. The primary mission of 

commercial banks was to cover and finance the capital needs of the industry (Meinich & Munthe, 

Forretningsbank, 2015), whereas savings banks were supposed to retain and take care of the general 

public’s savings (Meinich, 2016).  

In the years before the merger, the difference of the two gradually became more indistinguishable. 

There were small differences in how they ran their operations, and there were legally no services 

that a commercial bank could perform which a savings bank could not and vice versa. By the 

removal of the restriction that savings banks were not allowed to be listed in 2002, there were 

basically no other differences than that a share of savings banks’ funds were used to own 10% of its 

shares (Sparebankforeningen - Equity certificates, 2015).  

Before savings banks were allowed to be listed, they applied primary capital certificates (PCC’s) 

(Oslo Børs - PCC, 2017), which had several similarities like a normal share in a commercial bank. 



6	  |	  P a g e 	  
	  

Just like share capital, PCC’s were a part of the risk capital in the bank. Where losses in commercial 

banks were covered by this capital, losses in a savings bank were covered by foundations that were 

provisioned regularly. Also, PCC’s did not give ownership rights to the equity, but only to deposited 

PCC-capital. Therefore, these were normally priced lower than commercial bank shares (Ryvarden, 

2000). 

1.5 Economic history 

To understand the merger and the mechanisms in the Norwegian economy, it is necessary to 

understand the historical background. By looking at recent events, we believe the buildup to the 

merger will become more understandable and will provide an underlying foundation and explanation 

for why the merger between DnB and GNO took place. 

Background 

The Norwegian banking crisis in 1987-1992 

From being a thoroughly regulated industry until the start of the 80s, Norwegian authorities started 

to deregulate the financial sector in the years of 1984-85 (Torsvik, 1999). In the aftermath of this 

deregulation followed a series of mergers within the banking and insurance industry, which resulted 

in a more concentrated industry. Of special importance was the removal of the demand that banks 

were forced to have a certain percentage of loans given as a security deposited in Norges Bank. This 

led to an annual increase in lending of 20% (Vale, 2004). The cause of this crisis was that the 

consumption was much higher than the wages in addition to being heavily debt financed. Due to the 

high consumption, the economic growth was very high. Under this period, the banks had a massive 

expansion with many new bank offices. When the stock market crashed in the fall of 1987, a general 

economic recession followed. The winter of 1988, housing prices fell by 30% in average over the 

country. The year before, the oil price had fallen significantly. The unemployment rate was steadily 

increasing. When the cyclical over-production crisis arrived, the banks were not robust enough to 

be able to handle the losses and started to get into problems. Over the years 1987-1993, Norwegian 

banks recorded losses of 76 BNOK. The creation of bank guarantee funds made the banks capable 

to handle the losses and make it through the crisis. The authorities also had to take its share of the 

losses and step in as lender of last resort to create trust in the banking system (Gram, 2015), and the 

state received equity shares in the banks (Torsvik, 1999). The government also became sole owner 

in the three largest commercial banks, including DnB.  

EU/EEA membership 

In 1994, Norway voted over membership in the European Union (EU). This was the second time the 

country was voting over this, and once again the Norwegian population voted in disfavor of a 
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membership. The consideration of sovereignty was still reigning the Norwegian population. Even 

though Norway has chosen to stand outside the EU, it has actively participated in a common 

European fellowship through its cooperation regarding justice policies. Amongst their deals are the 

Schengen-deal concerning border control and the Dublin-deal concerning treatment of asylum 

applications. Another important implication of the European cooperation is the EEA Agreement, or 

the Agreement on the European Economic Area, which was signed in 1992 and came into force in 

Norway on the 1st of January 1994. The agreement is a gathering of member states of the EU and 

the European Free Trade Association (EFTA). The agreement provides the EFTA members access 

to the EU inner market, at the same time it gives EU a significant role in the EFTA countries’ 

legislation (Ministry of Foreign Affairs - EEA Agreement, 2017). The main aim of this deal is to 

strengthen the trading and the economic relations between the parties, with the same competitive 

conditions and adherence to the same set of rules. The center of the EEA is built on the four 

freedoms; free trading, free mobility for employees, free access for citizens of one country to provide 

services in another, and free motion of capital.  

The “dot-com bubble” 

The dot-com bubble, also known as the IT bubble, was a financial bubble that lasted from 1995-

2001 caused by an enormous growth in western capital markets in the internet sector and related 

industries (Framstad, 2015). The period is characterized by the creation of many new internet 

companies, where rapidly increasing stock prices, many personal investments in the financial 

markets and easily accessible risk capital created an environment that was accused of focusing on 

market shares rather than bottom line profitability (Godø, 2003). The bubble hit its peak at the March 

10th, 2000 when the NASDAQ index reached its all-time high of 5132,52 points. Massive growth 

and low interest-rate levels led to risky investments where the investors focused on the industry of 

where they invested rather than the financial outlooks. When the bubble finally cracked, it led to 

massive economic losses worldwide and a lot of people lost their jobs. The bubble has later been 

characterized by investors chasing big ideas more than a solid business plan (Beattie, 2017). The 

illustration below shows the impact the bubble as on the total market value NASDAQ 

(Flatworldbusiness). 
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Figure 2 - Dot.com bubble 

The Finance Credit scandal 

The Finance Credit scandal was an incident that brought severe attention to the loan practices of 

banks in Norway. Finance Credit was a Norwegian company whose business idea was to buy 

receivables and do debt collection, in addition to offering companies economic and administrative 

services (Wikipedia, 2016). Due to inflated accounts that provided a misleading interpretation of the 

company’s profits and balances, they managed to loan 1,4 BNOK from Norwegian banks, which led 

to massive losses for the banks. Most of the loans were collected from the Sparebank 1-group and 

Nordlandsbanken, of which the latter was later acquired by DnB. The two founders received the 

Norwegian history’s longest fraud penalty at that time of respectively nine and seven years (VG, 

2004).  

1.6 The merger process 

The consolidation of DnB and GNO was completed towards the end of 2003, after a comprehensive 

process between the separate parties and the authorities. In addition to negotiations aiming to collect 

a mandatory majority from the companies’ shareholders, it was also necessary to obtain an 

acceptance from the authorities in terms of both financial and competitive legislation.  

The merger process was formally initiated by the respective boards of DnB Holding AS and 

Gjensidige NOR ASA, who agreed on a deal to merge, and this deal was announced March 18th, 
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2003. The deal involved terms for the deal to be fulfilled, including exchange relationship of shares 

in DnB and GNO as well as remuneration in terms of cash. The deal also explained what 

consolidation gains each party projected at this part of the process.  

To ensure the completion of the merger, the cash remuneration was increased from 23 to 43 NOK 

per share on April 1st, 2003 in favor of the shareholders of GNO. This laid the foundation for the 

general meeting in GNO and DnB. On May 19th, 2003, the parties voted in favor of the merger with 

respectively 85,6% and 99,9% of the votes (DnB and GNO - Shareholder Approval, 2003). 

Immediately after this, the parts filed a concession application for the Ministry of Finance. As the 

financial authorities were assessing the concession application, the Norwegian Competition 

Authority (NCA) undertook a consideration of the merger after the competitive legislation. NCA 

notified the parties on the August 19th, 2003 that they could potentially prohibit the merger based on 

that the merger would cause significant limitation of competition in several markets. After 

comprehensive talks between the parties, NCA chose to allow the merger on the November 7th, 2003 

based on several terms that had to be realized for the merger to become a reality (Norwegian 

Competition Authority, 2003). Amongst, these terms involved the sale of certain real estate 

branches, financial services and overlapping bank offices to competing banks and sales of shares in 

Storebrand.  

After a positive recommendation from the Financial Supervisory Authority (FSA) on the August 

29th, 2003, the Ministry of Finance granted concession for the establishment of DnB NOR ASA on 

the 28th, of November 2003 (Regjeringen - Merger acceptance, 2003). By this time, all outstanding 

clearances were clarified, and the two holding companies Gjensidige NOR ASA and DnB NOR 

Holding ASA merged to become DnB NOR ASA on the December 4th, 2003. The DnB NOR-share 

was listed on Oslo Stock Exchange on the December 5th, 2003 at an opening price of 43,00 NOK.  

The group attained a position as a market leader in Norway within lending, deposits, life and pension 

insurance, equity funds, asset management and securities operations. DnB NOR was aiming to cover 

the whole Norwegian market and be a Norwegian-based financial institution that had the weight of 

making decisions in their home market that affected the Norwegian population. 
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2.0 M&A theory  

2.1 Difference of a merger and an acquisition 

Merger 

Within economic terms, a merger is when two or more companies go together and agree to continue 

their business in one single company (Grinblatt & Titman, 1998). One company will be the acquirer 

and the other will be the target company. The acquirer will take over the target’s assets, 

commitments, and rights. It is common that the acquiring company’s shareholders keep their shares, 

whereas the shareholders of the target company are compensated. The cooperation may either be 

strategically or financially motivated. When the motive is strategical, the aim is to obtain operational 

synergies, but when the aim is financially motivated, utilization of financial resources and tax 

advantages are usually central (Grinblatt & Titman, 1998). Different motives to merge will be 

explicitly discussed later in this chapter. 

The merger could be either horizontal or vertical. A horizontal merger is where typically two 

companies at the same part of the distribution chain merge to form one single entity. This could 

lead to a transition from competition to a more peaceful coexistence. These types of mergers can 

prove to be problematic, as it can entail the end of competition between the parts. By a horizontal 

merger, the possibilities are concerned with increased income in regard of the exercising of market 

power. A vertical merger is when two companies that operate in different stages of the production 

process merge their operations to become more efficient in their productions and drive down costs. 

Acquisition 

When one company offers shareholders of another company the right to buy their shares, we 

consider this an acquisition, and when the acquirer takes over the total control of the target company. 

Unlike a merger, acquisitions could be enhanced to replace the management in the target company 

to exploit the profit potential to a larger scale. The acquired company’s assets, commitments and 

rights are transferred to the buyer for a remuneration in form of cash, shares or a combination. The 

remuneration accrues to the shareholders of the target company, and it will thus be in their own 

interest to maximize this. The acquirer should therefore consider whether it is profitable to acquire 

the target by comparing price with expected gains (Boye & Meyer, 2008).  

The difference between acquisitions and mergers 

First and foremost, we want to distinguish the difference between a merger and an acquisition as 

this sometimes may be difficult. In both cases, there is one acquirer and one target. In a merger 

where one company has a higher market value than the other, it will be natural to pay a remuneration 
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to balance the exchange relationship (Boye & Meyer, 2008). According to the Companies Act and 

Public Companies Act, this remuneration cannot exceed 20% before it is considered an acquisition 

(Lovdata - Lov om allmennaksjeselskaper). In that case, this would realize different taxable profits 

or deductible losses than a merger.  

The most significant difference is that by an acquisition, the shareholders in the target company give 

away the control, while under a merger the target company maintains control (Boeh, 2007). An 

acquisition also has another effect on the organizational structure than what a merger has. Another 

difference is that companies that are acquired usually retains its brand, whereas a merger normally 

changes the brand of one or both companies. 

2.2 Motives for M&A 

In this chapter, we will discuss theoretical motives for why companies choose to conduct company 

takeovers. According to Sørgard, there are three main motives for a merger or acquisition. In this 

section, we will assess these motives further (Sørgard, 2000). 

Improved operations to take out potential profits 

The first motive is related to improvements in the operations and exploiting the maximum amount 

of profit. This occurs when external actors see the potential of improved earnings in the company, 

and this is primarily viewed as a management based problem. The solution is to take over the 

company and insert a new management that is better suited to utilize the company’s potential. The 

fear of mergers or acquisitions could help the company through effective operations, but also 

introduce different defense mechanisms towards M&A. Examples could be supermajority rules, 

“poison pills”, golden parachutes, and so on. This is illuminated in different literature, but we will 

choose to look away from this going forward, as we feel that it is off-track concerning the aim of 

the report. 

Reduce costs 

Another common motive could be the desire to reduce costs. Cost savings can be obtained in 

different ways. A merger can change the competitive situation in a market and through this affect 

the costs in a positive direction. Cost savings can be obtained through the scale advantages of 

gathering the production at one place, which can reduce costs related to staffing, transportation, or 

other administrative operations. 

Increase earnings 

In the same way that a merger or acquisition can reduce costs, it can also contribute to increase the 

earnings. 
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In general, we can say that if the company succeeds in decreasing its costs, everything else kept 

constant, the earnings will increase. We can split earnings improvement into two parts, separated by 

examples of vertical and horizontal mergers. For instance, we assess an example of a vertical merger 

whereas a producer merge with a retail store. This leads to a removal of one part of the supply chain, 

which will most likely result in lower prices as there is one less surcharge. This is a simplified 

example which does not hold in the real world, as one less retailer will give less competition and 

higher pricing. Horizontal mergers or acquisitions within the same industry, on the other hand, could 

result in higher earnings. This could stem from different causes, for instance higher market shares 

or the transfer of competencies to the target company.  

2.3 Mergers of financial institutions 

A bank may have one or several reasons for the merger with another bank. To obtain the main 

benefits of a merger, it will be important to map exactly what synergies the merger will provide in 

terms of growth. Growth increases the banks’ capacity to be able to take on large engagements and 

reduces the risk of losing customers to competitors. By acquiring or making alliances with other 

banks, one reduces the amount of possible acquisition targets, which limits possible entrants’ 

opportunities of obtaining a foot within the market. 

In the years before the merger, the financial services industry worldwide had been undergoing a 

radical transformation, as mentioned in section 1.5. Rapidly evolving technological changes and 

changes in customers’ behaviors and relationships triggered a wave of mergers and consolidations 

within the industry not seen since the great depression (Sørgard, 2000). The increasing globalization 

caused the merging business to become a worldwide phenomenon, as the new arena had become 

the world financial market rather than narrow and protected national markets (Øwre & Sandal, 

1999). Financial institutions need to obtain a critical size to compete, and globalization offered more 

opportunities to do so. Furthermore, as bank consolidation increases diversification of bank’s 

portfolios, it makes for a healthier banking system which is less prone to banking crises. Anyhow, 

we should not forget the impact a failure or collapse of large banks has on society. This is likely to 

be more imperative the more banks and financial services that merge or consolidate their businesses. 

That calls for increased level of bank supervision, which has been emphasized strongly through the 

last decade’s increased regulations as a cause of the financial crisis in 2008 (Berents, 2013).  

Technological innovations and developments have greatly improved operational efficiency of the 

financial services industry during the early 2000s. Together with relaxed regulations, this has 

facilitated market penetration of foreign competitors and incentivized the rise of national institutions 

to compete efficiently. While these changes have been most pronounced in the commercial banking 
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industry, they have also had a profound impact on other financial institutions such as insurance 

firms, investment banks and institutional investors. Thus, one can argue that the whole structure of 

the financial service industry is being transformed. 

3.0 Valuation theory 

The financial literature contains severe information regarding valuation of firms, and there are 

several models of valuation that could be applicable based on the purpose and industry of the entity. 

To determine what models to apply in our valuation of the merged company, it will be necessary to 

discuss valuation of banks, complications related to this, and why this affects what models are useful 

in the valuation part of the analysis. The choice of valuation model is crucial, as models tend to 

differ in possession of features that may contain important aspects that each could suit the company 

in different ways. We will therefore run brief introductions to the different models, providing a 

sufficient discussion regarding choice of model and provide a rationale for our choice. The 

discussion will involve advantages and shortcomings of the different models, making the 

fundamentals for the financial analysis. This will lay the basis for the financial analysis. Any further 

limitations and assumptions that may arise going forward will be discussed and described in the 

specific models as they are applied. 

3.1 Complications related to valuation of banks 

When you invest in a bank, you do not invest in operational assets such as factories or hardware. 

Hence, valuation of a bank is quite different from a valuation of other type of companies. The 

valuation process is a challenging task, as income statements and the balance sheet has a different 

structure than more “traditional” companies. In a traditional company, the value creation normally 

happens on the left side of the balance sheet through the company’s assets, whereas the right side 

explains how the company is financed. In a bank however, the value creation can happen at both 

sides (Damodaran, 2009). To make a proper choice of valuation method, we first need to define and 

discuss the main challenges regarding bank valuation. This chapter aims to provide a simple, but 

insightful overview of how bank shares differ in valuation from other type of shares (Damodaran, 

2012). 

Regulations 

Financial service firms operate under heavy regulatory constraints regarding both where they invest 

and how much they invest, which complicates outlooks of future growth opportunities. Due to the 

financial industry’s societal significance and special characteristics, regulatory authorities want to 
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keep these companies in check to ensure that they do not overreach their level of risk. As of such, a 

bank is subject to given equity requirements to ensure that they do not expand beyond their own 

available funds, increasing the risk of customer deposits. Hence, there are problems associated with 

investments within the financial industry, as we consider reinvestment to be necessary to achieve 

future growth. From a valuation perspective, we know that growth is an essential factor to estimate 

reinvestments. As we know that regulations can and will change in the future, this brings along an 

additional uncertainty to the growth estimation of the bank. This will be further assessed in the 

strategic and financial analysis.  

Accounting rules 

A bank’s assets are often financial instruments that are valued to book value in the balance sheet. In 

a non-financial company, assets would normally have been listed at acquisition cost, and one could 

measure the return on equity through return on investments in these assets. In a bank, book value of 

equity will reflect market value and not the acquisition costs, which again will complicate the 

calculations on return on equity. 

Another issue regarding accounting rules is how banks list losses. The main risk of loans is that the 

borrower defaults on the loan. Instead of writing down bad loans as they occur, banks rather post an 

account for provisions for losses, of which they impose on the income statement every year to 

prepare for future losses. A conservative bank will hence have a higher provision for losses than an 

aggressive bank, which will result in higher net results in good times for the aggressive bank. This 

will be of large impact on the valuation of the bank. 

Debt and equity 

To finance future investments, companies gather capital from investors or banks through equity or 

debt. Within a bank, debt is viewed as a raw material rather than a source of capital. Damodaran 

talks about debt to banks like what steel is to a manufacturing company, as “something to be molded 

into other products which can then be sold at a higher price and yield a profit” (Damodaran, 2009). 

Accordingly, defining the debt within a financial institution becomes difficult, as it is unclear 

whether to list it as debt or as an asset. 

If one manages to define debt, there will still be challenges related to debt level. A bank applies 

more debt to finance all its operations, and has a considerable higher gearing than most other 

companies, which will impact the valuation. As the equity is only a small fraction of the total value 

of a bank, small changes in the bank’s assets will imply major fluctuations in the equity value. 
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Reinvestments 

For a company to continue its growth, we consider regular reinvestments in fixed assets and working 

capital. To define these reinvestments, it will become problematic within a bank, as this type of 

company usually will invest in intangible assets such as branding and human capital for growth 

purposes. Accordingly, investments for future growth will be categorized as an operating expense 

in the income statement. 

Investments within working capital also brings along another problem. We know that working 

capital is defined as current assets minus short-term debt. A large piece of the bank’s total balance 

is likely to be considered one of these, and changes within this can be both extensive and volatile as 

it at the same time can happen that the change does not have any connection with reinvestments in 

future growth. As a cause, it is hard to define the bank’s reinvestments for future growth, and we 

will have difficulties to identify future cash flows without taking necessary assumptions that raise 

the uncertainty concerned with the analysis. 

Different operations 

In order to conduct a valuation of a financial service firm, Damodaran suggests to divide and 

delineate the different operating areas within the organization. The rationale is that separate divisions 

may operate with different risk profiles, and to compare the firms we need to make the entities as 

comparable as possible, hence the same risk profile.  

In the ordinarily private and corporate banking service, both DnB and GNO operate with similar 

risks, given the fact that they have the same access to resources, market, and suppliers. Their 

insurance subordinate however, separates itself from the rest both in the risk factors as well as how 

they are treated in the annual reports. This underlines the possible argument that these divisions need 

to be valuated as a separate entity, while the rest of the bank is valuated as a collective financial 

conglomerate. 

Insurance companies are difficult to valuate as the core of their business involves financial contracts 

with a long-time horizon, abstract products, commitments that are hard to quantify and volatile 

financial assets. Life insurance companies are also subject to complex regulatory frameworks that 

impedes the valuation. Different multiples such as Price-Earnings and Price-Book are commonly 

used to value insurance companies. Unfortunately, these balance-based methods give little or no 

valuable information regarding insight into the insurance industry, and what an insurance company 

really is worth. For doing that, the multiples vary too much both in period and in between companies. 

The application of balance based methods will therefore not be sufficient as equity only makes up a 

small fraction of the total balance. These methods neglect to consider expected income on the assets 
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under management over the long-term. The long-time perspective makes it difficult to compute a 

value based on existing cash flows. The results from the business conducted today will first be seen 

after several years of operations. 

A new method is to consider insurance companies’ so-called “embedded value” (Tremblay). This 

value is usually reported and published once a year by the companies themselves. Embedded value 

is a cash-flow method that sets the value of the company’s equity and existing business. Existing 

business or “value-in-force” defines the equity share of future earnings that are made from the 

existing business. One also must subtract capital adequacy costs, arising from the demand of 

solvency margins and capital coverage. 

The cash flow that estimates the value of existing business is a complicated model that contains 

several assumptions. The most important are the assumptions regarding the return on assets under 

management and to what discount rate the cost of capital is estimated. Additionally, embedded value 

heavily relies on what proportion of the profits that goes back to the owners. Other factors that play 

a role are tax rates, death rates and customer losses. Due to the complexity of the model, we will not 

elaborate further on the structure of this, as it is not necessary for the valuation since these 

estimations are already done by the companies themselves and incorporated into the groups’ 

respective annual reports. These will be applied for the valuation of the life insurance companies. 

3.2 Fundamental valuation 

Fundamental valuation is based on the expectation of a company’s future cash flows. The core 

element of this sort of valuation is to perform an analysis of the business model and estimate the 

coming years’ accounts. The value of the company is the present value of the expected future cash 

flows. To get to these values, one normally must go through five different steps to find the 

company’s value (Kinserdal, 2005).  

Step 1: Regrouping of the income statement for analyzing 

The first step in a fundamental valuation is to regroup the balance for analyzing purposes. To 

estimate the value of the company, one should adjust the balance sheet for assets and debt that are 

not related to the operations. These are classified financial assets and financial debt, and does not 

directly contribute to the true value creation in the firm. This can be difficult, as some items may be 

bot operational and financial, like receivables. An operational receivable can be accounts receivable, 

whereas a financial receivable could be loans to employees. 
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Step 2: Normalizing results 

The second step of the process is to normalize the results. First, we must adjust the regrouped balance 

for measuring errors, if this emerges. This could stem from lacking usage of real value of items in 

the accounts. It could also be related to the application of incorrect depreciation periods and creative 

accounting. An example of measuring errors might be large write-downs right before a stock 

exchange listing, to create positive results in the future. The financial industry is however strictly 

regulated, mitigating the possibility of creative accounting and measurement errors. 

Further, we want to find the underlying value creation that the company will generate in the future. 

This will be done through adjustments of the previous periods’ income statements. Abnormal 

fluctuations and one-time posts that are unrelated to future performance will be adjusted. How far 

back the analysis will go depends on whether the company has been stable over time or not. The 

normalized results will provide an indication of future expected profits. Elements of interest in the 

financial industry may be abnormal losses and non-recurring items. 

Step 3: Company analysis 

To sufficiently analyze the company, we analyze financial statements and key figures, where we 

apply the normalized income statements and analyze the adjusted numbers. The objective of this is 

to find historical trends and look at the profit development. By applying key figures, we will obtain 

an underlying insight into economic relations in the company. 

Through the strategic analysis, we assess the company and the competitive arena to look at the 

company’s strategic positioning, competitors, suppliers, customers, value drivers and the industry. 

This is important to build the forecasting for changes that may occur and affect the company’s 

performance. For this thesis, the strategic section will be the underlying fundament of the growth 

estimates due to the complex and rapidly changing financial industry, hence we will conduct this 

section before running a financial analysis. 

Step 4: Forecast accounts 

The key figure analysis and the strategic analysis lay the basis for the forecasts. Analysts suggest 

that one should try to forecast the company’s profits every year for the coming 5-15 years, depending 

on the horizon of the valuation. Beyond this time horizon could be difficult to forecast, as the 

uncertainty associated with this is increasing the longer the further we try to forecast. We therefore 

suppose a so-called steady state, whereas the company’s profits are assumed to grow by a continuing 

value, calculated by Gordon’s growth formula, and result in a terminal value.  
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It could also be relevant to include different scenarios in the budgeting, where booms and busts are 

considered as these periods will affect the company’s results. 

Step 5: Assessing the values 

By using the cash flow method, we know that the terminal value will be very sensitive to the 

prerequisites that we assume for eternal growth. One can easily be too optimistic, accordingly 

resulting in too high values. To evaluate whether the calculations make sense, we can apply 

benchmarking. This is done through profits- and cash flow based multiples. Further, we can compare 

our multiples up against competitors’. 

3.3 Choosing a valuation method 

Methods of a fundamental analysis 

Theorists favor several different valuation approaches and methods, and the number of different 

methods can be quite overwhelming. However, the alternatives can be classified into four groups 

(Petersen & Plenborg, 2012);  
-   Present value method 
-   Relative valuation (multiples) 
-   Liquidation valuation 
-   Contingent claim valuation (also referred to as real option models) 

Surveys have found that practitioners clearly favor the present value approach and multiples when 

valuing a company. Liquidation approach is used by less than 20% of financial analysts, whereas 

the real option approach is hardly ever used (Petersen & Plenborg, 2012). We will therefore only 

assess the present value and relative valuation methods. 

To choose the right valuation model, the analysts need to know the advantages as well as the 

limitations and complexity of the different alternatives. The ideal approach is characterized by and 

differentiated by attributes such as the level of precision, realistic assumptions, user friendliness and 

whether it delivers understandable output (Petersen & Plenborg, 2012).  

3.3.1 Present value approach 

The most preferred method of valuating a firm is the application of present value, where the analyst 

seeks to estimate the intrinsic value based on projections of future cash flow. To compensate for the 

risk in the investment, we apply a discount factor that reflects the risk of the money and the time 

value of it.  
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Two of the most popular approaches are the discounted dividend (DDM) or discounted cash flow 

(DCF) approach, which serves to estimate the market value of equity. This value of the DDM is 

calculated by the following formula (Petersen & Plenborg, 2012): 

𝑀𝑎𝑟𝑘𝑒𝑡	  𝑣𝑎𝑙𝑢𝑒	  𝑜𝑓	  𝑒𝑞𝑢𝑖𝑡𝑦0 =
𝐷𝑖𝑣3

(1 + 𝑟7)3
+

9

3:;

	  
𝐷𝑖𝑣9<;
𝑟7 − 𝑔

	  𝑥	  
1

(1 + 𝑟7)9
 

The general formula of performing a DCF approach is: 

𝑉A = 	  
𝐹𝐶𝐹
1 + 𝑟 3 +

9

3:;

𝐹𝐶𝐹9<;
𝑟 − 𝑔

	  𝑥	  
1

(1 + 𝑟)9
 

𝑉A = 𝐸𝑛𝑡𝑒𝑟𝑝𝑟𝑖𝑠𝑒	  𝑉𝑎𝑙𝑢𝑒 

𝐸 = 𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑	  𝑣𝑎𝑙𝑢𝑒 

𝐹𝐶𝐹 = 𝐹𝑟𝑒𝑒	  𝐶𝑎𝑠ℎ	  𝐹𝑙𝑜𝑤 

𝑟 = 𝑅𝑒𝑞𝑢𝑖𝑟𝑒𝑑	  𝑟𝑎𝑡𝑒	  𝑜𝑓	  𝑟𝑒𝑡𝑢𝑟𝑛	  (𝑜𝑛	  𝑎𝑠𝑠𝑒𝑡𝑠	  𝑜𝑟	  𝑒𝑞𝑢𝑖𝑡𝑦) 

𝑔 = 𝐺𝑟𝑜𝑤𝑡ℎ	  𝑟𝑎𝑡𝑒  

Within DCF we usually distinguish between free cash flow to firm (FCFF) and equity (FCFE), 

depending on whether the analyst wants to assess the value generated to the firm or to the equity 

holders (Petersen & Plenborg, 2012). The main difference here is whether we include a change in 

long term loans and financial assets or not. By using FCFF and neglecting these elements, we assume 

that the company is financed purely through equity, hence the model can overlook crucial elements 

in the firm value, as the interest payments/income. 

The forecasting period will become increasingly more difficult to estimate the further ahead we try 

to estimate, moreover the growth rate that is assumed today is not necessarily representative for the 

future. To deal with this, we use a the two-staged discount model that divides the projections into 

two periods: an explicit forecast horizon and a terminal period where the growth is assumed to 

remain constant in infinity. 

The present value approach does however have some complications and weaknesses that one needs 

to be aware of. Firstly, the output of the models is never better than the quality of the input, meaning 

an unexpected negative change in the cash flow can remarkably change the outcome of the analysis. 

Further, the result is heavily depending on several other assumptions, for example what discount 

rate and growth rate that is applied. These can be biased and are to a large extent based on subjective 

and qualitative factors that are not strictly quantifiable. It is also important to keep in mind that 

models do not generate anything else than a proposal of a value. 
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3.3.2 Relative valuation 

In contradict to the time-consuming method of present value; one might also valuate a firm 

indirectly, based on reported figures in balance sheet or income statement compared with the rest of 

the market. This is what we call a relative valuation, using multiples. A low level of complexity and 

highly understandable output makes this a suitable option in many cases. When applied, the literature 

seems coherent towards the preferred model for relative valuation of financial corporations. 

Damodaran claims that the use of Price/Earnings or Price/Book is preferable, based on what’s mostly 

used for American banks and insurance companies (Damodaran, 2009). This is calculated by; 

-   P/E: Market value of equity divided by net income 

-   P/B: Market value of equity divided by book value of equity 

This calculation alone will not provide sufficient information; hence the need of a suitable peer 

group is crucial. It is here important to remember that there is no such thing as two identical firms. 

Two companies may have a similar top or bottom line, but factors like risk profile, growth potential, 

culture and human capital may vary, making them non-comparable. A widespread practice is to 

adjust for obvious differences or by collecting several firms and use an average or median multiple 

to compare with. 

3.3.3 Application of valuation methods 

Compared with the present value approach, the relative method tends to be easier and less time 

consuming. However, there are some major limitations to the approach, especially related to the fact 

that the whole market can be priced incorrectly, meaning that the peers will not provide any reliable 

information (Petersen & Plenborg, 2012). When applied in practice, there are risks of using biased 

or incorrect value estimates due to lack of adjustments for differences in accounting policies, which 

can delude the valuation.  

While there are several different standardized procedures to perform a present value valuation, 

theorists such as Knut Boye claims that the discounted cash flow to equity (DCFE) approach is 

preferable for valuation financial service firms such as banks (Boye & Meyer, 2008). He argues that 

other methods, FCFF in particular, are less precise as it is crucial to determine where the real value 

creations originate from. As previously mentioned, it is difficult to distinguish between operating 

and financial activities in a bank, making FCFF an ambiguous method.  
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To further investigate and use the DCFE approach with a critical view, we want to use a relative 

valuation to compare the results to support and control our valuation and validate the results from 

the present value analysis. 

4.0 Strategic analysis 

The main objective of a strategic analysis is to obtain a thorough understanding of both the macro 

and micro environment surrounding operations and determine future growth opportunities and 

possible risks from a strategic perspective. To conduct the strategic analysis, we will run an external 

and internal analysis. A sufficient understanding of the strategic environment at the time of the 

merger is essential in terms of valuation of the strategic synergies that are incorporated in the terms 

of the deal.  

Within the strategic literature, it is normal to view a company’s success as a function of two factors 

(Løwendahl & Wenstøp, 2011). The first is the attractiveness of the company’s surroundings. The 

question here is how favorable or unfavorable the competitive structure of the company’s 

environment is. The more favorable the competitive structure is, the higher the profit potential is 

expected to be. The second factor is the company’s relative competitive advantage or disadvantage 

to its surroundings, which is related to the company’s available resources and utilization of these 

compared to their competitors.  

The analysis will assess DnB and GNO’s individual resources and firm-specific characteristics, and 

use the strategic analysis to forecast the merger of the two to become DnB NOR. 

The analysis is based on reports and information available from the period around the end of 2002 

and start of 2003, which was the time when the merger plans was announced. Data, frameworks, or 

laws that are applied, but originate from sources dated later, was also available during this period.  

4.1 External analysis 

The purpose of an external analysis is to assess factor in the environment that the company does not 

control, but still must relate to and consider when taking strategic or financial decisions. We divide 

the analysis into an external analysis on both a macro and micro level 

The external analysis will look to describe the condition and outlooks both in the international and 

domestic financial markets at the time of the merger. The purpose of an external analysis of DnB 

and GNO’s macro environment is to assess how external factors will affect the company’s 

profitability potential and what driving forces are underlying on a macroeconomic level. The factors 
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that are analyzed are factors that are likely to affect the whole industry, but due to the size of the 

financial conglomerate of DnB NOR, some factors can potentially affect them more than other 

small- or medium sized banks. The PESTEL framework will be applied to analyze the macro 

environment of DnB and GNO pre-merger. 

4.1.1 PESTEL analysis 

A commonly used framework when investigating external factors on the macro-level is called 

PESTEL. The acronym PESTEL stands for the six main factors that may affect a company and its 

operations. These six groups are political, economic, social, technological, sociocultural, and legal 

relations (Løwendahl & Wenstøp, 2011). The importance of each relation depends on the 

characteristics of the specific industry, and thus tends to vary. The framework is therefore flexible, 

and may be adjusted to our valuation. In the PESTEL analysis, we will primarily focus on the factors 

that we assess as the most important for the bank sector and DnB NOR as a merged consolidation.  

Political and legal 

Political relations concern the political stability in a country, and to what degree the authorities 

intervene in the economy. Legal relations concern the national and international laws that companies 

are obliged to follow. The banking industry is a sector that is subject to heavy regulatory framework, 

and this will be specifically assessed. As mentioned earlier, the regulations of the industry are of 

large importance for the profitability within the sector. To perform business within this sector, there 

is a concession from the Ministry of Finance needed (Finansdepartementet - Konsesjon for banker, 

2017).  

Basel I standard 

Basel I was the first standard set out by the Basel Committee on Bank Supervision. The standard 

was issued the 15th of July 1988 and enforced by the G-10 countries in 1992. The main aim of these 

regulations was to set out minimum capital requirements of financial institutions with the goal of 

minimizing credit risk and strengthen the solvency and stability of the international banking system 

(Zaher, 2017). These requirements should make sure that banks could sustain unexpected losses by 

containing a certain amount of capital. This ensures that consumers are protected when they create 

financial accounts. This would also smooth out the differences between banks across borders and 

ensure robustness. Basel I is the first of the three sets of Basel regulations that are known as the 

Basel Accords. 

Basel I is composed by four pillars: capital components, risk-weighted assets, capital adequacy 

requirements and implementation. The system groups a bank’s assets into risk categories based on 
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the nature and riskiness of the debtor. These are classified as 0%, 10%, 20%, 50% and 100% and 

function as balances that are depending on the credit rating of the counterparty. (Ong, 1999) 

Table 1 - Risk weight of asset classes under Basel I 

Risk weight Asset class 

0 % Cash and gold held in the bank 

  Obligation on OECD government and U.S. treasuries 

20 % Claims on OECD banks 

  Securities issued by U.S. government agencies 

  Claims on municipalities 

50 % Residential mortgages 

100 % All other claims such as corporate bonds, less-developed countries’ debt,  

  claims on non-OECD banks, equities, real estate, plant, and equipment 

The downside with Basel I is that banks easily could reduce the demanded capital without reducing 

the real risk (Zaher, 2017). This is due to the fact that the risk weighted assets could deviate from 

the real risk. Basel I has been implemented and practiced differently in countries which counteracts 

the purpose of a harmonized international standard for capital adequacy rules for financial 

institutions. 

The Basel standard is of high importance for the statutory demands of equity for the banks. For 

instance, an increase in demand from 8%-10% in core capital adequacy would mean that banks 

would have to raise more capital in equity and declared reserves with a lower gearing to finance 

their operations.  

Norwegian regulation and legislation within the banking sector  

A characteristic of the operations of financial institutions is that their business is subject to statutory 

demands of equity holdings through demands of least capital adequacy. Capital adequacy is 

estimated as a proportion whereas the bank’s responsible capital is listed in the denominator and the 

risk weighted capital is listed in the numerator (Reserve Bank of New Zealand - Capital Adequacy 

Ratios, 2007). The responsible capital consists of core capital and additional capital. Core capital 

normally corresponds to the bank’s equity, whereas additional capital consists of lasting and time 

limited lending capital. The calculation basis emerges as the bank’s assets are risk weighted after 

credit risk. Receivables from governments within the OECD are for instance risk weighted to zero, 

as seen in the Basel I overview above. The calculation basis increases with market risk, that being 

interest rate risk and other price risk regarded with banks’ operations in the financial markets. 
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Compared to the assets under management, the calculation basis for risk weighted assets typically 

make up 85% of total assets under management. 

There has been an international harmonization of the demands to banks capital adequacy directed 

by the Bank for International Settlements (BIS) (Norges Bank - Financial Stability 02, 2002). The 

demands are that the capital adequacy should at least be 8%, whereas minimum 4% of it should be 

core capital. This could be viewed as a limit of bankruptcy, meaning that if the core capital adequacy 

falls below 4%, banks lose a lot of its sovereignty to the FSA. In this kind of situation, shareholders’ 

interests will play a subordinated role in relation to depositors and other considerations of public 

interests. That means that it really is just equity beyond the capital requirements that serve as equity 

to owners, which works as buffer capital to meet periods of deficits. As a result, many banks aim to 

have 8% in core capital adequacy (Dahl, Hansen, Hoff, & Kinserdal, 1997). An additional point 

regarding this is that banks will want avoid deviations in results from year to year. If annual results 

are -1% of the calculation basis, the bank will need to have a buffer of 1% above the minimum 

requirements. Banking leaders are therefore concerned with retaining accounting rules that allow 

them to smoothen out results and build up “hidden reserves”, in addition to having the opportunity 

to delay cost accounting.  

Based on a core capital adequacy of 8% and a calculation basis of 75%, banks’ equity share will be 

6%. This is a dramatically lower number than a typical industry business, whereas the equity share 

normally is above 30%. However, the higher gearing within banks is not assumed to have a 

significant impact on the deviation in results than other sectors. This is due to the nature of banks’ 

business of distributing debt to customers with a margin to their own interest rate costs. This 

illustrates that the banks’ lending business should be considered low risk. 

Financial outlooks by Norges Bank 

Norges Bank have published the report Financial Stability twice per year since 1996. The report 

evaluates structural, long-term aspects within the bank sector that may affect the financial stability. 

The risk factors that banks are facing are being assessed, together with the banks’ solvency and 

liquidity. 

In the second report of 2002, Norges Bank assesses the stability in the financial system as satisfying 

(Norges Bank - Financial Stability 02, 2002). The past six months, the interest rate on long-term 

financing has increased less than the interest rate on short-term financing which has led to a higher 

bond-financing by small- and medium sized banks, whereas the large banks have decreased their 

bond-financing. We see that the three largest banks have increased their illiquid assets as an indicator 

of destabilized financing. This has increased the risk due to higher money market financing. Isolated, 
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this will increase the liquidity risk in these banks, even though the liquidity risk is still assessed as 

low but increased in regard to previous reports.  

The massive downfall of the capital markets and share prices in 2002 indicates that the actors in the 

stock market expect weakened earnings in companies. Traditional safe havens such as swizz franc 

and gold have obtained a higher attention amongst investors, which underlines the uncertainty 

reigning the markets. If earnings drop, more companies are expected to face payment problems. The 

exposure is especially high in competitive industries. Norges Bank therefore expects higher losses 

on loans for the Norwegian banks, as the credit risk for companies in highly competitive industries 

now is characterized as high. In general, the overall exposure towards the stock market for Nordic 

banks is not substantially high, and the risk is therefore lower than in more exposed countries such 

as Germany and Japan (Norges Bank - Financial Stability 02, 2002). The bankruptcy risk is regarded 

a key factor in the analysis of the credit risk in these companies, where solvency is an important 

explanatory variable. For DnB and GNO, this will be further assessed in the financial analysis.  

Norges Bank considers the development in core capital adequacy satisfying. Even though results 

dropped in 2002, the core capital adequacy in the banks increased in total over the period and totals 

9.5% for all banks. This gives the banks a stronger ability to sustain large setbacks in the economy. 

Norwegian Banks are typical lending banks, and are therefore exposed to credit risk. The growth in 

lending to households cannot keep growing over time, as a higher concentration of debt in 

households with a high interest rate burden and low income growth creates a factor of uncertainty. 

In total, the outlooks for financial stability are regarded satisfying but weaker than only six months 

earlier.  

Prudent loan practices 

In the annual report of 2002 from the FSA, they state their concern regarding the heavy growth in 

loans in the corporate market (Kredittilsynet - Årsmelding 02, 2003). Many banks experience 

growing losses in loans for corporate clients, and is therefore advised to change and strengthen their 

credit process in light of the Finance Credit scandal. They are recommended to be able to better 

manage their liquidity risk. At the same time, the solvency and liquidity of most banks are reaching 

satisfying levels. Norges Bank express their concern regarding the massive debt growth in 

Norwegian households, which has for years been stronger than the income growth (Norges Bank - 

Financial Stability 02, 2002). They point out the fact that the purchasing power is expected to 

increase in the coming years, together with growing housing prices as reasons for the increased loan 

demand. 
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In Norway in 2002, the real housing prices were 25% higher than the previous top in 1987, with a 

growth of 7% over the last year. In regard of the wage development, the housing prices are still 

somewhat lower. The price rise has subsided to some extent, even though the debt growth has not 

been affected by that. Higher debt values than collateral values of the houses indicate that households 

take advantage of high housing values when they increase their lending for other purposes (Statistisk 

Sentralbyrå - Økonomiske analyser, 2003).  

Economic relations 

Economic relations are regarded macroeconomic factors and variables such as key figures that may 

affect the bank sector. Especially inflation is of great importance for valuation of banks, and will be 

analyzed in depth. 

Before the merger, the development of the economy had been weak for quite some time. Both in US 

and Europe, the economic evolution had stagnated after the massive growth at the end of the 90’s, 

and there was a lot of uncertainty associated with when investments eventually would rise again. 

Additionally, the fear of warfare constrained the economic development worldwide after incidents 

such as 9/11 and the rising tension in Iraq.  

Gross domestic product (GDP) 

In Norway, there were signs that the development could be weaker than expected. A high real rate, 

a strong NOK and steep inclining wages the last couple of years put constraints on the economic 

development (Kredittilsynet - Årsmelding 02, 2003). Especially highly competitive industries could 

feel the impact of the strong currency. The outlooks for these companies were significantly weaker 

than other companies that for instance supplied consumer goods for households. These companies 

would however experience a decrease in production due to lower domestic demand. For the year of 

2002, Statistics Norway estimated a growth in GDP of 1.3% for the Norwegian mainland, which 

was lower than the expected trend over the last three years (Statistisk Sentralbyrå - National 

accounts, 2003). The Norwegian economy could therefore be said to be in a recession at the time. 

On the other hand, the oil price had maintained a prominent level over the last period which lead to 

high incomes for the government. 

In the graph below, Norway’s relative growth in GDP is plotted compared with the development in 

the OECD (Organization for Economic Cooperation and Development) countries to illustrate 

Norway’s weak growth over the last decade and the impact of the recession worldwide (OECD). 
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Figure 3 - GDP growth in Norway and OECD 

Employment 

In the condition report of 2002, the FSA state their thoughts on the market condition both 

domestically and abroad (Kredittilsynet - Tilstandsrapport 02, 2003). As Norway is currently in the 

middle of a recession, a weaker development internationally and a period of a high real rate, a strong 

NOK and high wage growth has contributed in maintaining the outlooks throughout 2002. The 

unemployment rate has increased in several sectors, as shown in the figure below (Statistisk 

Sentralbyrå - Labor force survey, 2017). Meanwhile, the profitability in competitive industries has 

decreased substantially (Norges Bank - Press conference, 2002). This can be viewed in light of 

recent economic events such as the dot-com bubble, as discussed under economic history in part 1.5. 
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An argument that is normally discussed when it comes to mergers or acquisitions within an open 

economy is the employment rate (Sørgard, 2000). Mergers will often lead to cuts in staffing, thereby 

reducing the demand for working force in the economy. Some mergers may lead to an activity 

transfer out of the country, whereas other could mean a movement of activity to within the country’s 

borders. In a political perspective, the loss of jobs is viewed as a problem. In a socioeconomic 

perspective however, it is not. Workers are viewed as a resource that generates value for the society, 

and by releasing this resource through efficiency improvement of the company it will be available 

to generate value creation other places. In this case, it will be a net profit for society. However, if 

the resource is not used elsewhere, leading to unemployment, it is a net loss for society. It is proven 

that the higher the market share of the merging companies is, the larger the danger is that the business 

transferee is socioeconomic unprofitable.  

Interest rate levels 

The operative target of the monetary politics in Norway is to maintain a low and stable inflation. 

The central bank’s most valuable tool to contain the inflation at the desired level is the key interest 

rate, which is the rate that banks receive on their deposits in the central bank up until a certain quota.  

The economic recession had a great impact on the Norwegian key interest rates. On the 11th of 

December 2002, Norges Bank cut its key interest rate to 6,5% (Norges Bank - Press conference, 

2002). Norges Bank further decided to cut the key interest rate even further by 1% at the beginning 

of 2003 to stimulate the economy (Norges Bank - Key interest rate, 2017). It was expected that the 

interest rates were to be further reduced in 2003 and the following years, thus depreciating the NOK. 

The wage growth was waning, which led to an improved competitiveness and low price growth. An 

increasing private consumption and a brisk credit demand in the households provide good 

opportunities for banks to make solid profits. The risk of an interest rate increase brought along 

credit risk of default. The growth was expected to pick up in the second half of the calendar year of 

2003, whereas the central bank could stimulate the economy through further interest-rate cuts 

(Statistisk Sentralbyrå - Økonomiske analyser, 2003).  

Lower interest rates suppress banks’ profits because it tends to reduce banks’ interest receivables 

faster than interest expenditures, which tightens the credit spread (Ross, 2016). Banks’ credit spread 

is one of the main profitability drivers, and a decrease in this margin makes the profitability go 

down. As interest rates go down, the difference between the market rate and deposit rate is 

compressed. Hence, we can say that lower interest rates are likely to have a negative effect on the 

market valuation of banks due to the lower profitability.  
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Inflation 

Banks and financial institutions are not like other businesses. They have other accounting rules and 

tend to be priced differently in the financial markets. Typically, a bank will obtain lower ratios 

between stock price and earnings per share than the average of the market. An important factor is 

the inflation’s impact on the valuation of industrial businesses compared with banks (Dahl, Hansen, 

Hoff, & Kinserdal, 1997). To exemplify this, we can assume that the bank’s profits solely arise as a 

function of deposits and lending, in addition to the direct return of equity also being used for lending, 

and constant inflation assumed. If all earnings are generated to the owners, equity and net profits 

remain constant over time. 𝑘Nis the return on equity. The value of the bank will hence become: 

𝑃PQ9R =
S

RT<U
 , and the P/E factor becomes V

S
= ;

RT<U
< ;

RT
 

Hence, we see that the P/E relation will decrease with a rising inflation. Net result will also change 

as inflation and interest rate level changes. The point is, however, that with a constant inflation and 

distribution of profits, the nominal result in a bank will remain constant. On the other hand, an 

industrial business’ net results will grow in line with inflation. Even though inflation leads to a 

higher return on equity and lower P/E factor, it is not given that the value of the bank will be affected 

by the change of inflation. When the interest rate level is changed as a cause of a shift in inflation, 

the direct return on equity will equivalently increase (Dahl, Hansen, Hoff, & Kinserdal, 1997). If 

the banks’ earnings correspond to the return on equity, the value of the bank will equal the book 

value of equity. The banking business return is, by these prerequisites given, very much alike an 

interest rate-bearing security with a floating rate. 

Depreciations complicate the total picture, as inflation will underestimate the depreciations, and the 

net results are hence overstated. Necessary investments in higher working capital also leads to a 

higher deviation between reported profits and free cash flow the higher the inflation rate is.  

In Norway, the inflation target set by Norges Bank is 2.5% and it is determined based on the outlooks 

of inflation, usually two-year forward-looking (Gjedrem, 2002). The inflation in Norway had 

remained at 2,5% the last couple of years before the merger, which is consistent with the aim of 

Norges Bank. The forecasts estimated a weaker inflation of around 2% in 2003, 2.25% in 2004, even 

though Norges Bank maintained its projections of 2.5% over the foreseeable years to come 

(Statistisk Sentralbyrå - Økonomiske analyser, 2003). The outlooks for inflation were distinguished 

by two opposite powers. High wage- and cost growth would keep the growth in prices on Norwegian 

goods going strong, whereas the appreciation of the NOK would lead to price decreases on imported 

goods. The uncertainty is regarded as balanced by Norges Bank (Norges Bank - Financial Stability 
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02, 2002). Hence, we will regard 2.5% as annual inflation, since this is considered a reasonable 

approximation and is in line with the inflation target. 

Sociocultural relations 

Sociocultural relations concern a country’s demographics and culture. There are mainly two 

important sociocultural factors that we will assess in this part that could potentially affect the 

banking sector. These are population changes and age composition.  

Population changes 

In Statistics Norway’s report of 2002 regarding population projections, they forecast the domestic 

outlooks for population changes and between 2002 and 2020 (Brunborg & Texmon, 2002). Central 

variables that are assessed to estimate future outlooks for the population are fertility, immigration 

surplus, mortality, and domestic migration patterns. SSB’s prognosis point out a higher mobility 

within the population as a factor for why certain areas and cities can expect an increased population 

growth over the projected period. Other factors like this may be local conditions such as changes in 

local businesses and severe constructions. For instance, they point out the impact the construction 

of Oslo Airport Gardermoen has had on the local area surrounding it or the rise of the oil-industry’s 

effect on the south-west region of Norway. The creation of new businesses or infrastructure will 

most likely affect areas with an employment with a high dependency towards a certain industry or 

company that is either moved or shut down. This movement is not expected to influence the 

population in total, but is likely to affect communities where DnB and GNO may operate and it can 

therefore have local effects.  

Statistics Norway projects an annual population growth between 0,30% and 0,77% in the period on 

2002-2010 (Brunborg & Texmon, 2002). Their main alternative estimates 0,54% annual growth, 

which indicates an increase of the overall population of approximately 200 000 from the current 

4,52 million. Population growth contributes to an increase in the demand of housing, and increases 

DnB and GNO’s potential customer base. At the same time, an increase in the population could 

promote the general economic growth in the country, by an increased demand for goods and 

services. This could also give the bank a higher demand for lending to companies. 

Age composition 

Another important macroeconomic aspect is that Norway is facing a surge of seniors where the life 

expectancy is growing. The number of elders aged at 67 years and older could potentially increase 

substantially, and Statistics Norway estimated the number of elders to be between 1,1 and 1,4 million 

in 2050 (Statistisk Sentralbyrå - Befolkningsfremskrivninger, 2002). The number of elders is 

610 000 in 2002. Over the last 82 years before the merger, the number of elders has increased from 



31	  |	  P a g e 	  
	  

1% of the population to constitute 5% of the population in 2002 (Dalheim, 2002). Dalheim points 

out that according to FN’s prognoses for 2005, Norway will continue to have one of the highest life 

expectancies in the world, arising the main challenge of an aging population; future pension 

commitments. The percentage of people in the working population in 2002 amounted to 73,5%, 

which is almost 3 out of every 4th person (Statistisk Sentralbyrå - Arbeidsstyrken, 2002). Private 

pension savings will therefore become more important in the future, widening a potential market for 

DnB and GNO. This was also reflected in the household savings rate, which had a massive growth 

(Statistisk Sentralbyrå - National accounts, 2003). The market for savings was also directed towards 

pension products, and due to the latest reports this was likely to grow in the future. 

Technological relations 

Faster development and implementation of new technology was one of the most important driving 

forces for structural changes in the financial industry. Firstly, the evolution increased the speed of 

the integration of international financial markets. Secondly, the technology opened new forms of 

distribution, and hence increased the availability of financial services significantly. This has made 

the consumers no longer depending on visiting physical bank offices, but can instead, through phone, 

computers and internet solutions, trade and make transactions domestically and abroad. The 

technological evolution has also made financial products tied to the technology to a much larger 

extent. This demands higher abilities from financial institutions to bear high technology costs.  

The Nordic populations were some of the first to enhance and take advantage of the opportunities 

that the internet offered. According to The Daily Bank Survey performed by TNS Gallup for Finans 

Norge, 36% of the population used the internet to access their bank at the time (Finans Norge - 

Dagligbankundersøkelsen 02, 2003). This is significantly higher than the year of 2000, where only 

17% took use of online banking. This is in line with the escalation of internet over the years, where 

the development has been overwhelming. In 1997, only 7% of the Norwegian population took use 

of the internet daily, whereas 35% of the population are using it in 2002 (Finans Norge - 

Dagligbankundersøkelsen 02, 2003). The average person spends 22 minutes on average online in 

2002. This survey indicates that technology is becoming increasingly important for bank customers, 

as they apply it in their connection with their bank. GNO state in their annual report of 2002 that the 

number of clients using the internet bank has increased from 158 000 to 234 000 (Gjensidige NOR 

- Annual report 02, 2003). For DnB, over 536 000 customers are connected to their internet bank 

(DnB - Annual report 02, 2003). Both banks underline the future importance of this in the coming 

period in their annual reports. 
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4.1.2 Porter analysis 

Another aspect of the external analysis is to analyze the micro factors, relevant for the specific 

industry the company operates in. Porter’s Five Forces Model analyzes different powers’ effect on 

the competitive intensity in the industry. To make a company stick out and attract positive attention 

from investors, it must produce substantial returns. To what degree the company is able to do this is 

closely related to the competitiveness of the industry and how attractive a company’s environment 

is. Michael Porter claims that the profit potential of any industry is determined by the collective 

strength of the competitive forces of the industry of which the company operates (Løwendahl & 

Wenstøp, 2011). This is the most applied framework for a competitive analysis, whereas the aim is 

to estimate the competitive intensity and the attractiveness of that specific industry. The results from 

this analysis are used to analyze how the company can position itself in the market to exploit its 

value potential to the maximum. The aim of the analysis is to assess how the merger of DnB and 

GNO will affect the competition in the financial industry.  

The five powers that Porter (1980) claims that has the largest effect is; the intensity of rivalry among 

competitors, threat of new entrants, bargaining power of suppliers, bargaining power of customers, 

and threat of substitutes (Løwendahl & Wenstøp, 2011). 

The intensity of rivalry among established competitors in the industry 

In order to assess the intensity of rivalry among established competitors in the financial service 

industry, it will be logical to define the industry and its specific traits. The financial industry is 

defined as firms that offer financial services to commercial and retail customers, which includes a 

broad range of businesses that manage money handling, including banks, investment funds, 

insurance companies and real estate companies. For clarification, all firms that operate within these 

sectors are not considered competitors of DnB or GNO. When looking at markets mainly targeting 

corporate clients, we must look at actors that offer services covering a variety of needs similar to 

what DnB and GNO offer to classify them as rival competitors. In the pre-merger period, it will not 

be reasonable to compare DnB and GNO with other banks than Nordea, due to the significant 

differences in asset sizes. However, in the post-merger period and in the analysis of synergies 

realization and growth, it will be applicable to compare DnB NOR with Handelsbanken and Danske 

Bank in addition to Nordea as the size differences are substantially lower.  

Through the merger, DnB NOR will become the largest financial service company in Norway, and 

their competitors are typically large international suppliers, while some smaller local suppliers may 

cause a threat in some cases. More and more actors are defining the Nordic region as their home 

market (Øwre & Sandal, 1999), where the effect of a reduced competition is smaller due to an 
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expansion of the market. What previously was demarcated, national markets, are becoming more 

Nordic and international markets. New technological solutions and governmental removal of 

obstacles to cross-border activities are booming the internal competition in the financial industry. 

Economies of scale are becoming more present and new products as well as demand for better 

advisory make the advantages of being a big, Nordic actor much more visible. This development is 

viewed in regard with that the markets are strongly integrated, both through a lot of dealing abroad 

between the countries and through direct investments. Norwegian banks have had a size handicap 

towards larger Nordic institutions, and the merger aim to limit that. 

As discussed in part 1.5 of economic history, Norway’s tight relation with the EU through its 

memberships in the EEA, EFTA and the Schengen agreement attracts international institutions to 

enter the market. Over the last couple of years, Norway has gradually become a more open economy. 

The fact that Norway is so tightly connected to the EU without being a member state is one of the 

reasons for why the harmonization between Nordic countries continues and that they are moving 

more towards one integrated financial market in the future. However, as long as Norway is not a 

part of EU or the European Monetary Union (EMU), there will be other forces that decide the 

attractiveness of Norwegian financial institutions to become a part of Nordic financial groups. It will 

also be interesting whether the integration of the financial markets will affect the Nordic countries, 

and to a larger degree reflect an integration within EU-countries rather than just the Nordic border 

zone (Meyer & Lien, 1999).  

In 1999, Danske Bank marked their new strategy of one Nordic home market by acquiring Fokus 

Bank in Norway (Danske Bank - History, 2017). One year later, the Swedish financial conglomerate 

Nordea entered the Norwegian market through its acquisition of Christiania Bank and Kreditkassen 

(K-Bank) (Nordea - Timeline). Hence, we can say that it is highly likely that Norway’s tight relation 

with the other European countries and its open economy is attractive for international competitors 

to enter the market, which in that case will increase the competition for Norwegian companies. An 

open economy will also imply that national markets become more integrated, and this could mean 

that more companies become active within the market which will raise the competitiveness in the 

industry. A tighter economic integration, like the one we have seen happen in Norway and by the 

establishment of the EU inner market, can raise the expectations of a hardened competitive situation 

in the future. Therefore, we can argue that the possibility of exploiting market power after a merger 

is smaller. 

As discussed in part 2.3 regarding mergers of financial institutions, the financial sector has for years 

been going through a consolidation phase. In Norway, this has come to light as there has been a 

creation of three groups within the savings bank sector, the creation of GNO, and the merger of DnB 
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and Postbanken. This gives the financial system fewer independent entities, and the Norwegian 

business, households and financial institutions are more vulnerable towards possible negative 

development traits in the merged concerns as competition is reduced. As we can see from the graphs 

below, the standalone companies of DnB and GNO already possess significant market shares in the 

market, and a merger would automatically eliminate some of the competition. This is strengthened 

by the fact that the companies have a relatively different focus in regard of personal or corporate 

clients. A merger would likely give the merged entity a stronger position within both segments, 

underlined by their own predictions of gaining 38 % market share in terms of lending to parties other 

than financial institutions and deposits from customers (DnB and GNO - Merger prospect, 2003). In 

the securities fund market, DnB NOR would have a market share of 44% measured by share of 

combined total assets. Their large market share implies weakened competition in the banking 

market. Norges Bank wrote in their submission of 27th of August 2003 to the FSA that the reduced 

competition is likely to have the biggest impact on small- and medium sized enterprises in outlying 

regions, and that greater activity from savings banks aimed at these sorts of customers would be 

desirable (Norges Bank - Merger application, 2003). The rising competition from abroad and 

expanded cooperation between financial firms are also welcomed by Norges Bank.  

The figures below show the market share in 2002, illustrating the dominant position of DnB and 

GNO, and is based on asset under management and customer deposits (Finans Norge - Market 

Shares, 2017). 

 
Figure 5 - Market share of Norwegian Banks (assets under management)  
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Figure 6 - Market share of Norwegian Banks (customer deposits) 
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and can be defined as a zero-sum game. Within macroeconomic theory, a zero-sum is defined as a 

game whereas the gain or loss of another player balances one player’s loss or gain (Synnestvedt, 

2014). A new establisher will consequently face difficulties regarding establishing a sustainable 

customer volume, and will have to spend a lot on marketing. For an actor of an unrelated industry 

to establish in the Norwegian banking market, it would require great investments in human capital, 

IT-systems and gaining experience with risk assessment and establishing a strong brand. Due to 

EEA regulations, there are demands for liquidity buffers and capital coverage in the banks, which 

also raises the entry barriers within banking (Finansdepartementet - forskrift om minstekrav til 

kapitaldekning, 1990). 

Presence of economies of scale 

Over the last 20 years before the-merger, the number of savings banks has been substantially 

reduced. The larger banks have followed an aggressive strategy, and have increased their market 

share, both through internal organic growth and external growth. Several small- or medium sized 

savings banks have either been acquired or merged with other banks. At the same time, many local 

savings banks have had to exit. The number of Norwegian savings banks has almost been halved 

over the 20-year period before the merger from 253 to 129. The reduction of savings banks, 

illustrated below, implies a hardened competition regarding market shares in the banking sector, 

which may seem intimidating for new establishers (Sparebankforeningen - Antall sparebanker, 

2017). 

 
Figure 7 - Number of savings banks in Norway 
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The argumentation is based on the multinational companies’ easy access to unique technology and 

knowledge, and can utilize this in their production in the domestic market (Sørgard, 2000). 

Low switching costs concerned with change of banks and a reduced demand for branch offices make 

it less costly and challenging to establish within the market.  

If the merger reduced the competitiveness in the industry as argued, it would be natural to think that 

the threat of entrants would increase. Markets become increasingly globalized, and a merger would 

increase the likelihood of that foreign actors would choose to establish in the area. At the same time, 

a merger of this size would leave a “hole” in the market that smaller actors can potentially take 

advantage of. For example, the number of bank offices could be reduced in certain areas, which 

creates a potential for smaller banks. Also, the merger can reduce the selection offer for smaller 

corporate clients within specific industries, which provides opportunities for specialized actors. 

There are no entry restrictions in the financial industry, since most foreign subsidiary banks and 

branches already have an account with Norges Bank. Norges Bank wants competition, and is ready 

to intervene if the market power balance gets exploited (Norges Bank - Merger application, 2003).  

Bargaining power of suppliers 

By analyzing the bargaining power of suppliers, we assess how much power the suppliers have over 

the pricing of their products and services. At the same time, information asymmetry is likely to 

increase the suppliers bargaining power, through a small degree of knowledge to the suppliers’ 

actual costs.  

We have identified the most important suppliers of the bank as the suppliers of capital, the suppliers 

of IT-services, and the personnel as suppliers of human capital. 

Suppliers of capital 

There are primarily two sources of capital in a bank – deposits from customers and various types of 

market financing, mainly the actors in the money market. In this analysis, we choose to focus on the 

suppliers of capital in the money market, as the customers providing deposits could be considered 

both end customers and suppliers of capital. If you have a deposit account in a bank, you are 

considered a supplier of capital, but if you have a loan in that same bank, you are at the same time a 

customer. Hence, we feel that the mechanisms regarding the banks’ customers are best described 

through an analysis of the customers’ bargaining power. 

From 1993-2003, the share of bank financing from customer deposits has been reduced 

(Kredittilsynet - Tilstandsrapport 02, 2003). The reason was that the deposit growth had been lower 

than the loan growth over the same period, and the banks therefore became dependent on gathering 
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capital in the market. In the money market, financial institutions offer and request capital, mainly in 

the form of obligations or interest-bearing securities. Norges Bank and foreign banks are central 

actors. A large portion of Norwegian banks’ market financing stem from foreign banks, whereas 

most of this is loans. The importance of foreign interest rate changes is therefore important to keep 

an eye on. 

The Norwegian Interbank Offered Rate (NIBOR) is a term for Norwegian money market interest-

rates with different maturity. This is used as a reference rate for the money market rate when the 

banks borrow capital between each other. This is depending on demand and supply in the market. 

Specifically, NIBOR reflects the interest rate level that is demanded for an unsecured loan in NOK 

with two days of delivery. The level on NIBOR is daily settled by an average of the interest rates 

the panel banks publish for different maturities (Finans Norge - Bankenes utlånsrenter, 2017). There 

are several factors that affect the settlement of NIBOR, the key interest rate, money- and financial 

policy, exchange rates, and prognosis for the economic development both in Norway and abroad. 

NIBOR is normally considered a solid estimate for the risk-free rate, as it is thought of as the market 

rate. As NIBOR is settled by a board group, it has been criticized to be subject to manipulation. 

NIBOR will normally stay below the bank’s loan rate by a 0.2 - 0.4 percentage margin.  

Economic recessions can make the money markets “dry up”, as the access to loans is reduced, and 

banks will demand a higher compensation for the risk of loans. Under these conditions, the 

bargaining power of suppliers is increased.  

Suppliers of IT-services 

The modern financial infrastructure is based on IT-systems that are depending on other infrastructure 

such as telecommunication and energy supply. Robust IT-systems reduce the operational risk, and 

may enhance increased efficiency. Due to DnB and GNO’s own reports pre-merger, they underline 

the rising importance of these sort of services. The advancing technology makes it hard for a bank 

to develop its own systems, and it will also demand huge investments in employees with technical 

knowledge. A change of supplier will bring along large costs, both in terms of time and money. 

Therefore, the banks are heavily depending on external actors that can run these systems in the short 

run.  

Suppliers of human capital 

The banks’ employees are considered suppliers of human capital. For a knowledge-based business 

like DnB NOR, competent and skilled employees are essential for their success. The bank is 

dependent on the recruitment of skilled and highly educated employees that mitigate their own 

operational risk. Highly educated employees have traditionally had a high bargaining power, and 
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there has been a high degree of competition for the best people in the market. The number of 

applicants for economic-related studies have been increasing over the last couple of years before the 

merger (Samordna opptak - poenggrenser, 2017). The estimated reduction in number of bank offices 

and movement towards internet based banks is likely to have affect the number of employees in the 

banking sector. We therefore estimate the bargaining power of employees to be somewhat reduced 

in the future.  

Due to the size of the merged DnB NOR, it is expected that they will experience an increased 

bargaining power towards their suppliers. Unitized procurements can sustain increased discounts, 

especially in IT systems and services. This also applies to suppliers of products, as the merged 

company can demand customized products and better conditions to sell and distribute these.  

Bargaining power of customers 

In the analysis of the customers’ bargaining power, we will focus on the price sensitivity of the 

customers and the customer’s relative bargaining power. High bargaining power for the clients 

would consequently increase the competitive intensity. 

We can roughly split the customer segment of the bank into two main segments; private and 

corporate clients. Established and solid companies could reduce the risk in the bank’s portfolio, 

something that will increase that specific company’s bargaining power. Larger companies may also 

have a larger bargaining power than smaller companies, as they will constitute a larger share of the 

bank’s total portfolio.  

The customer’s price sensitivity will affect their willingness to pay. The price sensitivity mainly 

consists of what share the price of the product makes up of the customers’ total costs, and the level 

of differentiation between the competitors (Løwendahl & Wenstøp, 2011). When the price makes 

up a high share of the customers’ total costs, the price sensitivity will normally be high. Low 

differentiation will also lead to a higher price sensitivity, as the customer can compare prices 

between the competitors. 

From the report “Risk Outlooks” from 2003, the FSA state that the debt in Norwegian households 

are rapidly growing (Kredittilsynet - Risk outlook 03, 2003). Due to heavy growth in housing prices, 

households with a high interest burden is a rising share of the total debt. The FSA mortgage survey 

of 2002 shows that every third household has a leverage share above 80%. With a high leverage, the 

interest costs are likely to make up a substantial share of households’ total costs. It is therefore 

probable that the Norwegian households’ price sensitivity towards the interest rates are high, and 

will correlate with future changes in the interest rate. The interest rate level of mortgages had been 

decreasing over the last years and the recession dominating the economic outlooks forced the Central 
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Bank to lower the key interest rate two times around year end 2002/03 (Norges Bank - Key interest 

rate, 2017). The uncertainty concerned with the economy is based on economic downturns both 

domestically and abroad, at the same time as changes in financial and monetary policy leads to 

structural changes in how business structures are forced through. The information asymmetry 

between the banks and their customers is gradually being reduced, primarily due to the rise of the 

internet. Lending customers could to a larger extent gain access to loan terms at several banks in 

short time. This could increase the competitive intensity in the industry, as customers were able to 

switch to banks with better terms by simple steps, which eventually would put pressure on the banks’ 

margins over the long term. 

The expected decreased demand and need for physical bank offices, estimated in the merger 

documents, is likely to reduce the dependency-based relationship between the customer and its bank. 

The customer loyalty to the bank would therefore be decreased, and the threshold for switching bank 

is further reduced. To retain customers, the bank would likely have to increase the switching costs 

to reduce the customers’ bargaining power.  

A merger of this size will be comprehensive and demand significant resources in terms of 

implementation. This leads to a lower focus on the customers and hence lower switching costs. How 

this evolves over the long-run highly depends on to what extent DNB and GNO is able to exploit 

the potential that already existed within their respective customer bases. Coordination of products, 

loyalty programs and branding could increase the switching costs over the long term, and thereby 

reduce the bargaining power of customers. 

Corporate clients have a higher power towards their banking relations due to their size. A central 

motive for this merger is to increase market shares within the corporate area. Higher focus on 

international needs and development of industry competencies can increase the loyalty among the 

corporate clients, and thus reduce their bargaining power. 

Overall, there were low switching costs for customers that would wanted to switch bank and a low 

degree of differentiation, in addition to a decreasing information asymmetry. This increases the 

bargaining power of customers. This was expected to persist over the foreseeable future.  

Threat of substitutes 

A substitute is defined as a product, a service or an actor that can cover the same needs for the 

customers in a different fashion than what the established actors do today (Løwendahl & Wenstøp, 

2011). If there is a high threat of substitutes this will increase the competitive intensity in the 

industry.  
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DnB NOR will cover a broad specter of financial products and services. Hence, it is important to 

define the bank’s primary services to identify possible substitutes. The bank’s primary services can 

be split into three main categories; banking, financial services, and insurance. Banking will include 

payment processing and savings, whereas financial services refers to loans.  

For private clients, the Norwegian State Housing Bank (Husbanken) and the Norwegian Public 

Services Pension Fund (Statens Pensjonskasse) could be an alternative to a traditional mortgage. 

The Norwegian Public Services Pension Fund are the largest Norwegian tenderer of public services 

pensions, and offers mortgages with a low subsidized rate and insurance products to its members. 

Per 31.12.2002, they have 242 700 members whereas all members qualify to apply for a mortgage 

(Statens Pensjonskasse, 2002). This therefore may pose a threat for the banks, as the loan terms are 

considered good due to governmental subsidizing. On the other hand, the small number of members 

and possible future members that could apply for a membership in addition to the maximal amount 

available for mortgages indicates that this may not cause much trouble for traditional banks in the 

near future. To possess a larger threat, the membership base must increase which could only happen 

by a large governmental expansion in the number of jobs available. We therefore assess the 

Norwegian Public Services Pension Fund as a possible arising substitute for the banks in the credit 

market of public services employed people, and this threat is considered low. 

The purpose of the Housing Bank within housing politics is to help disadvantaged with low incomes 

into the housing market (Husbanken, 2017). In that regard, the Housing Bank offers housing 

allowances, start-up loans and basic loans whereas it was each municipality’s responsibility to 

process the applications from its citizens. The customers of the Housing Bank are mainly potential 

clients from the banks that got their application rejected, mainly due to low income or missing 

equity. Very few municipalities practice an income ceiling regarding who can get a loan. The lack 

of such a ceiling leads to an increasing number of potential clients that are granted a loan within the 

Housing Bank even though they had a sufficient income. This may reduce the potential client base 

for the banks. At the same time, another aim of the housing bank is to provide equity for clients such 

that they are granted a loan in the bank, which again may increase the customer base for the banks. 

Due to this, we assess the threat of the Housing Bank as a substitute to be medium. 

Corporate bonds are a possible substitute for banking loans, primarily for corporate clients. For a 

company to issue a bond with favorable terms, the company must be solid. These types of customers 

with satisfying accounts and balance statements usually get good conditions in the bank as well, so 

it is likely that these companies would be financed through a mix of bonds and banking loans.  
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A substitute for bank savings could also be to store their savings at home, through stocks or funds. 

By physical storage of cash, one misses the interest rate of deposits and the risk of losing money 

through theft or fire increases. This form of savings is therefore less attractive to the average 

Norwegian. Saving through stocks or funds investment is anyhow increasing (Norges Bank - 

Financial Stability 02, 2002). Due to the uncertainty in the financial markets and the relatively high 

interest rates for deposits at 5,8% (average for 2002), the threat of stock savings cannot be said to 

be posing a large threat for traditional savings due to the risk associated with this (Statistisk 

Sentralbyrå - lånerenter, 2017). Meanwhile, savings through stock investments are integrated within 

most banks services, which reduces the eventual threat of this substitute.  

Overall, we assess the threat of substitutes to may contribute to increase the competitive intensity of 

the industry. The merger between DnB and GNO is not considered to have a large contribution to 

this threat. 

4.2 Internal analysis 

In the first part of the strategic analysis, it is implied that the company acts to adjust itself and affect 

its surroundings. That is not fully the truth, as companies also act to exploit and develop the 

company’s unique internal abilities. If a company has a strong enough relative competitive 

advantage, it can achieve a high profitability even though the competitive structure is unfavorable, 

and conversely it does not help having attractive surroundings if one’s own relative performances 

are below par. To assess how the company’s internal characteristics can affect restructuring in the 

financial industry, we will introduce what in strategic literature is called the resource perspective 

(Løwendahl & Wenstøp, 2011).  

4.2.1 Resource analysis 

The analysis of operational synergies will be evaluated to consider how the merged entity’s internal 

resources will result in conditions that either led to higher income (income synergies) or lower costs 

(cost synergies). A value chain analysis is a popular tool for the assessment of this, as this analysis 

identifies and structures the company’s different activities as a mean of achieving competitive 

advantage. However, the value chain analysis may not always be applicable for companies that are 

not categorized manufacturing companies as there are few input factors and final product in terms 

of tangible asset. The applicability to financial institutions due to the nature of their industry is hence 

low. Meyer & Lien presents a framework that will be more comprehensive for this industry. This is 

based on a resource based theory and defines the most important internal resources for a financial 
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institution. The main idea behind this theory is that the company is viewed as a bundle of resources. 

The resources are structured in the following way (Meyer & Lien, 1999): 

Table 2 - Resource analysis overview 

Resource analysis of financial institutions 

Physical resources 
Distribution in the home network 

International network of distribution 

Financial resources Capital base 

Technological resources IT systems 

Human and organizational 

resources 

Product competencies 

Industrial competencies 

Customer information 

Brand 

Customer base 

Network resources 

Customer relations 

Relations to banks and investors 

Alliance partners 

This framework is mainly developed to assess whether internal resources can be employed in 

achieving competitive advantages for the company. We therefore want to analyze these resources 

for the standalone companies before the merger, and forecast, using merger documents and other 

information, how the post-merger result will look like. Afterwards, we want to identify possible 

synergies of the merger, and use the internal analysis to discuss whether the company can exploit 

those possible synergies. The synergies identified will thereafter be quantified, and become an 

important part of the valuation to assess the terms of the deal. We base this part of the analysis on 

those areas that are assumed to bring the largest contribution of synergies to the merger, and will 

discuss this in relation to comparable transactions that are completed before. These input factors are 

utilized to position the company relative to its competitors. How and where the company should 

compete will depend on the company’s resource base, because it is the resource base that decides 

the size of the competitive advantage. This way of assessing the company can provide strategic 

insight because firms over time build different resource bases. This means that some companies 

have better conditions in terms of resources to achieve and protect specific positions than other and 

conquer competitive advantages. An evenly important prerequisite is that these differences in 

resource holdings could be long-lasting, as they are hard to copy. That will mean that a competitor 

that has a set of resources that are inferior cannot immediately upgrade or acquire the lacking 

resources. Therefore, we can say that differences in resource holdings can give rise to lasting 
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competitive advantages. Persistent success in product markets are therefore a saying for superiority 

regarding underlying resources (Meyer & Lien, 1999). 

In that regard, we will focus on a selection of previous mergers between banks and insurance 

companies in the Nordics that we feel are the most comparable with DnB and GNO.  

For a company to maintain a competitive advantage in the market, they need to exploit their internal 

resources in an expedient way. A company may have both visible and invisible resources, and the 

target of an internal analysis is to analyze the company’s internal strengths and weaknesses.  

Visible resources 

Physical resources 

A source of competitive advantage in the retail market is the physical distributional network. The 

value of the physical distributional network is often a central consideration regarding M&A. 

Through a solid physical distributional network, the bank can build tight relations and increase the 

loyalty of the customer. Further, it can catch up information that makes the bank more able to price 

its products and services towards the specific client. It is through the interception of the physical 

presence, client information and customer relations that make the bank’s position stick out. A 

company’s physical resources include buildings and premises, machines, and inventories. DnB and 

GNO can be considered knowledge-based businesses, unlike production businesses with physical 

input and output. The bank’s main physical resources will therefore mainly consist of the company’s 

office buildings and offices, in addition to other inventories such as IT equipment.  

By comparing the actors in the financial service markets, we find that savings banks traditionally 

have had an advantage towards commercial banks. This is because the savings banks have had a 

more fine-meshed network and because they are more regionally oriented towards local customers, 

which seems to have increased the customer loyalty for the savings banks. In the annual report of 

DnB of 2002, they state that they operate 125 bank offices in Norway. In addition to that, they run 

37 sales offices for Postbanken (DnB - Annual report 02, 2003). GNO had 137 bank offices at the 

end of 2002 (Gjensidige NOR - Annual report 02, 2003).  

An interesting aspect of this is the cost efficiency of the distribution of financial services. The main 

problem regarding physical distribution of financial services is that it is the most cost demanding 

source of distribution. The following table shows the differences in average transaction cost over 

the different distributional channels (Meyer & Lien, 1999): 
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Table 3 - Sales channel vs cost per transaction in the US banking sector 

Sales channel Cost per transaction 

Bank office 1,07 USD 

Phone bank 0,54 USD 

Self service 0,27 USD 

PC bank 0,26 USD 

Internet 0,13 USD 

To reduce the costs in the physical distributional network, banks have followed several different 

strategies. One solution has been to reduce the number of bank offices. The implementation of this 

strategy should be balanced with what consequences this brings along for the customer relation.  

According to “Dagligbankundersøkelsen” (The Daily Bank Survey), ran by TNS Gallup on behalf 

of Finans Norge, 51% of the population visited bank offices either every 14th day or at least once a 

month (Finans Norge - Dagligbankundersøkelsen 02, 2003). We can therefore state that local bank 

offices still were frequently used by the customers, however experiencing a downward trend. The 

number of customers that are accessing the bank online has been rapidly increasing from the start of 

2000 to the end of 2002, where the percentage of the total base has increased from 25%-47% in just 

three years. The physical resources of the bank are valuable, as they have great value for the 

customer and provide sales value on the market. The number of bank offices provide customers a 

broad range of opportunities as of where they want to visit, and can bring a competitive advantage 

to the company in that manner.  

Financial resources 

Financial resources can be explained as inputs and a result of the value creation phase. A bank’s 

financial resources will mainly consist of investments in securities and cash in the bank. Available 

capital is essential for the daily operations of any company, both on the short- and long-term. The 

capital base decides how large loans the bank can offer its clients, primarily medium-sized and large 

companies. It will therefore be necessary with a capital base of a certain size, and a strengthened 

capital base will increase the ability to serve corporate customers the loans they want. If a bank 

wants to substantially increase its capital base on its own, it will be a very time demanding process 

if this is to happen through internal development. However, a larger merger or an acquisition could 

provide the desired effect over a short period of time.  
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Table 4 - Financial resources and profit development of DnB and GNO 

 Year DnB GNO 

Profits 
2001 2334 MNOK 1781 MNOK 

2002 4100 MNOK 2285 MNOK 

Assets under 

management 
2002 382 BNOK 366 BNOK 

The financial analysis of DnB (DnB - Annual report 02, 2003) and GNO (Gjensidige NOR - Annual 

report 02, 2003) indicates that the companies have a decent profitability. We also notice that DnB 

has a robust liquidity and a solid solvency. We therefore assess that DnB and GNO operate under 

solid conditions to be able to maintain present and future daily operations of the company. The 

economic position of the merged company will make them obtain competitive terms in the money 

market.  

Technological resources 

One of the more important driving forces for mergers and acquisitions within the same business 

domestically or abroad is the increased capacity that occurs within investments in technology. 

Through the coordination of operations, financial institutions will receive more volumes to spread 

the costs across. Often, it will cost the same to develop a system for a bank of only 100 employees 

as one with 3000 (Sørgard, 2000). Technological investments can hence be said to make up an 

increasing share of the total costs, and it will be natural to focus on driving these costs down. Given 

that these costs grow disproportionally with size, this emphasizes the importance of economies of 

scale.  

The evolution before the merger was moving towards outsourcing of certain parts of the internal 

systems and IT-departments (de Boyer, Poumarède, & Taillandier, 2000). Large financial 

institutions such as DnB NOR will though have a higher capability of developing financial 

applications internally than smaller institutions, and this will over the longer run give them a 

competitive advantage. 

Invisible resources 

The complication of invisible resources is that they can be hard to identify and value. The reason for 

this is that they are not easily tradeable on the market, and the market value is thus hard to estimate 

correctly. Invisible resources for a bank mainly consist of intellectual capital and network resources 

(Meyer & Lien, 1999). Where physical resources normally wear down as they are used, invisible 

resources are developed and strengthened through use. 
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Human and organizational resources 

A bank will be depending on competent and skillful employees to compete efficiently in the market. 

The competencies of the employees are a combination of knowledge, skills, and characteristics.  

To attract the best employees with the right level of education, DnB and GNO has had a good set of 

routines for recruitment. For new employees, the bank has a thorough introductory program that 

introduces the employee to the company and its colleagues. DnB and GNO strived to obtain a 

diversity amongst its employees, as this is considered important for the workplace wellbeing. In 

2002, 50,6% of the working stock were women in DnB (DnB - Annual report 02, 2003). GNO has 

not stated its share of women in the annual report, but there is reason to believe that the percentage 

is approximately the same. Both banks reported low levels of sick absences, with respectively 4,9% 

and 3,8%. According to the Financial Sector’s Employers Association, in 2002 the average sick 

absence within the financial sector was 5,0% (Røsjø & Lange, 2003) (see appendix 8). A low 

percentage of sick absence is normally associated with level of workplace satisfaction. To maintain 

and improve the sick absence degree, both banks ran different programs for their employees. This 

includes both on-work training and a tighter follow-up of sick employees, to help them get back to 

work as soon as possible. 

Network resources 

DnB and GNO totals 262 bank offices covering the whole country as their market. DnB has roots 

all the way back to 1822, and celebrates 180 years of operations in 2002. Through its long existence, 

the bank has obtained a large network of corporate and private clients all over the country, and has 

taken the position as the leading in both segments.  

In 2003, the bank sector offered a wide range of products that tended to have a low level of 

differentiation from each other. The relation to its clients and local areas may therefore be essential 

to attract new customers and hold on to already existing customers. 

To fortify its position in the local communities, corporate social responsibility is an important part 

of the bank’s business strategy. Annually, DnB disposed a share of the profits to charitable purposes 

all over the country. Amongst, they supported children sports by giving out jerseys for football teams 

and was sponsoring some of the largest events in the country and was highly renowned through their 

presence (DnB - Annual report 02, 2003). GNO had a project called “Sette Bo” in Østfold county, 

where 10th graders were taught about personal economy and is aimed at giving 15-year old’s insight 

into household economy through practical tasks (Gjensidige NOR - Annual report 02, 2003). 

One of the more important strategic advantages a financial institution may possess is its relationship 

towards its customers (Løwendahl & Wenstøp, 2011). To have loyal customers is possibly even 
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more important within the financial industry than any other, because customer information make up 

such an important share of the pricing. The tighter relations, the more information, the better pricing 

and the lower the risk of losses becomes. Through its presence in local communities and the merger 

with a brand with a better customer satisfaction and loyalty, DnB are expected to strengthen their 

brand. A good reputation is an essential factor to contain the present customer base, and attract new 

customers.  

A survey of customer satisfaction held by EPSI Rating measuring customer satisfaction shows that 

DnB is currently not well-regarded amongst the Norwegian population (EPSI Rating, 2003). The 

survey shows that GNO has a stronger position in Norway than DnB. A good score on this survey 

is associated with a solid product mixed with tight customer relations and superior customer service.  

Table 5 - Customer satisfaction of Norwegian banks 2002/03 

Bank Satisfaction 

DnB NOR 60,2 

Handelsbanken 68,1 

Nordea 68,4 

Fokus Bank 68,4 

Sparebank 1 69,0 

Gjensidige 64,7 

Other 74,9 

Industry average 68,0 

We have also chosen to include statistics from a survey regarding customer loyalty in the banking 

sector, measured once every year by Norsk Kundebarometer (BI Norwegian Business School, 2003). 

The survey asks over 10 000 people about their customer relationship with different companies, 

whereas the answers are rated on a scale from 1 to 10.  

Table 6 - Customer loyalty Norway 

Customer loyalty 2000 2001 2002 

DnB 72 % 70 % 70 % 

Nordea 78 % 74 % 78 % 

Skandiabanken    87 % 

Fokus Bank   74 % 79 % 

Postbanken 84 % 78 % 75 % 

Sparebank 1 86 % 81 % 77 % 
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As we can see from these results, DnB and Postbanken scored low when it comes to what extent 

customers are interested in continuing their customer relationship with the bank. An interesting 

aspect is to see Postbanken’s development after they were acquired by DnB in 1999, falling from 

84% to 75%. DnB’s weak reputation is something they seek to strengthen through the merger and 

brand change. The decrease in customer loyalty over the period could indicate that the mentioned 

synergies has its response in higher customer losses.  

A low customer loyalty could potentially worry DnB in regards of the merger, as the customer losses 

will be higher than normal due to the low levels of customer loyalty and -satisfaction. Even though 

the change of bank involves a cost for the customer both in capital and time, these costs have become 

much lower over the last years. 

4.3 Operational synergies 

Operational synergies are related to gains through better utilization of resources or process 

improvements. This could either result in higher income or reduced costs for the merged company. 

In this part, we have chosen to solely focus on value creation and value destruction, and hence look 

away from value transfer as this is hard to quantify and measure, even though it is an interesting 

aspect. Value transfer happens when the merger or acquisition gives one part the other part’s market 

power. There is not created any new value, but the market power gives the acquiring part the 

opportunity to raise its prices and hence transfer value from its customers to the company (Meyer & 

Lien, 1999).  

The synergy analysis is important in terms of being aware the possible traps of due diligence within 

M&A. A study from 2011 from Rotterdam School of Management Business School indicates that 

positive synergies are almost always overestimated, whereas negative synergies are almost always 

underestimated (Dutordoir, Roosenboom, & Vasconcelos, 2011).  

Income synergies 

Higher incomes are generated through either increased volume or higher margins through sales of 

services and products. For the merger of DnB and GNO, we have defined cross-selling, capital base 

and business competencies as possible income synergies. 

As it will be more cost efficient to increase the sales to existing customers rather than capturing new 

customers, cross-selling may prove to be very effective. For example, cross-selling was one of the 

main motivations behind DnB’s acquisition of Vital Forsikring. DnB stated in their annual report of 

1996 that “In 1996, 22% of Vital’s newly subscribed premium in the personal market was sold 
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through DnB” and “There is a strong potential for selling Vital’s products to DnB’s corporate 

customers” (DnB - Annual report 96, 1997, p. 76). DnB and GNO were total suppliers within most 

types of bank- and insurance services in 2002. Even though DnB had a larger and better product 

range than GNO, the cross-selling synergies were not expected to increase the profits. This was due 

to the assumption of customer losses caused by the integration process and reduced pricing on some 

core products. Both companies aim to increase their cross-sales among insurance customers (DnB 

and GNO - Merger prospect, 2003).  

The capital base defines how large loans a bank can provide its customers. Through a merger, DnB 

and GNO would have a total capital base of approximately 600 BNOK. This consolidation would 

be able to take up bigger loans on their own balance than what they could have done through separate 

operations, something that entailed that less customers need to syndicate their loans. The 

consolidation would therefore have better prerequisites to serve large corporate clients. This could 

potentially represent a new and important customer group for the consolidation. 

Through a merger, the bank would be able to take a larger market share in the industries they operate, 

and hence increase the volume and market power. In addition, they would build up a significant 

industrial competence through sharing knowledge and competencies that each bank has obtained 

individually. Specialized competencies can mean higher margins, as the customers are depending 

on one bank that understands the underlying industry specific conditions.  

Cost synergies 

There are comprehensive savings related to the elimination of overlapping activities. Through the 

coordination of resources, there are potentially considerable cost savings. Experience shows that the 

realization of cost synergies are the ones that are the simplest to realize. The bulk is realized through 

economies of scale in production and procurements, where the merging firms take advantage of each 

other’s resources, divest, and redeploy. Learning curve advantages and transfer of firm specific 

knowledge between companies in the conglomerate also help achieve cost synergies (Nowak & 

Nyman, 2007). The integration period of obtaining cost synergies usually varies a lot due to 

differences in size and industry. Within production, economies of scale become clearer as time goes 

by. These are primarily linked to exploitation of IT and product development. Cultural clashes and 

unlike IT-systems are factors that affect the period of realization of cost synergies (Sørgard, 2000). 

IT-systems 

The investment in IT-systems continue to make up a larger share of the financial institutions costs. 

In 2002, DnB’s costs regarding IT development and operations totaled 1 656 MNOK (DnB - Annual 

report 02, 2003). For GNO, IT- and development costs totaled 360 MNOK for 2002 (Gjensidige 
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NOR - Annual report 02, 2003). Totaling 2016 MNOK, this offers an interesting area of cost 

reductions. In 2001, they totaled 2304 MNOK, indicating a decrease through streamlining as both 

groups have grown over the same period. The merger may bring along more efficient utilization of 

each NOK invested, as these costs tend to grow disproportionally with size, trough the coordination 

of the individual data systems. The opportunities within cost reductions in IT are therefore 

significant, and is considered to have a strong impact on the merger. 

As we have mentioned in the resource analysis, the tendencies had been to outsource the IT-

departments in this period where IT became increasingly more important and a more strategic 

resource for the banks. This would increase the competitiveness for financial applications, and 

contribute in pushing the price down. To what extent technology and IT will be a driving force for 

mergers depends to what extent it will be possible to create a common platform between the 

companies and different business areas. Both DnB and GNO applied EDB Business Partner as their 

main supplier of IT- and online services (dn.no - EDB for DnB, 2002) (Evry - EDB for GNO, 2003). 

Accordingly, it would be natural to believe that most of the synergy potential was realized due to 

the scalability of the services in terms of the merger.  

The aspect of high and continuously growing costs within procurement of IT-systems and services 

was an important driving force for numerous bank mergers over the years before the merger. The 

trend was directed by a movement towards more open systems to reduce the supplier dependency, 

and standardize equipment and software internally (Sørgard, 2000). On this area, size would be able 

to reduce the procurement costs substantially. DnB’s merger with Postbanken was clearly driven by 

the possible cost savings within IT-systems, stated in the merger presentation to be the largest post 

of expected cost savings over the coming years (DnB - Postbanken merger presentation, 1999). Out 

of the estimated cost savings over the upcoming four-year period, IT was projected to constitute 

between 33% and 45% and total almost 200 MNOK in 2002 and 2003. This is around 10% of total 

IT-costs within DnB and underlines the importance of this type of synergies. Due to the expected 

increase in investments due to the massive growth within this area over the coming years, as 

discussed earlier, it was expected to offset the possible savings that the merger would generate within 

this area. However, the savings would be larger than what the standalone companies could have 

generated themselves. It is highly likely that the merger would provide the company opportunities 

for lower pricing due to a higher bargaining power and potential IT-savings for the supplier. 

Physical distribution 

As discussed, an efficient way to make the physical distribution network more efficient was to merge 

with other banks. Banks were large owners and tenants of centrally located office buildings. These 

constitute a significant share of the total expenses. A merger often leads to staff cuts and therefore 
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less needs for the offices. Bank offices with located close to each other and overlapping 

administrative functions that become excess usually made up most these cost savings. Eventual cost 

savings concerned with headquarters and regional offices were estimated to be proportional with the 

size of the staff cuts. 

Both DnB and GNO possess competitive advantages in the market through their respective 

distributional network. Bank office networks are overlapping in several geographical areas, 

especially in the larger cities and in eastern Norway. Hence, the potential for considerable cost 

savings is large through the discontinuation of bank offices. These sort of shut downs would in that 

case keep the trend of reducing and restructuring bank offices over the last couple of years going, 

illustrated in the figure below (Finans Norge - Number of bank offices, 2017). An important factor 

that would affect the number of discontinuations is whether the merged bank would keep its existing 

brand or not. As decided pre-merger, the company will continue their operations under a common 

brand called DnB NOR. A common brand for DnB and GNO is likely contribute to reduce the 

number of bank offices further. We therefore estimate the effects of this to result in more 

discontinuations of bank offices and eliminated internal competition, which would generate higher 

cost savings. As DnB NOR is chosen as their brand, they would likely have to spend more resources 

on marketing to limit their loss of market shares. This would lead to increased marketing costs on a 

short-term, but would likely result in a lowered level of expenses on the longer run than what the 

banks would have had separately. In total, we don’t view synergies concerned with marketing 

expenses to have a large impact. 
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Whereas a merger creates a large potential of streamlining the physical distribution network and 

generate returns in terms of cost savings, it should also be mentioned that these sorts of synergies 

are demanding to fully exploit. Amongst, questions should be raised whether DnB and GNO’s 

distribution network is sufficiently competent to handle a larger specter of products and utilize the 

economies of scale that a merger of this size brings along.  

Staff cuts 

Surveys show that mergers and acquisitions have been one of the main drivers for staff cuts within 

the bank- and insurance sector over the last couple of years before the merger (de Boyer, Poumarède, 

& Taillandier, 2000). It is estimated that around 130 000 jobs have been cut as a direct consequence 

of mergers and acquisitions. Reduced personnel costs were therefore likely to be one of the main 

motives for the merger between DnB and GNO. To a large extent, the companies had overlapping 

activities that could be done more cost efficiently as one single entity rather than two. Examples of 

this are different back-office functions, asset management, and other production activities. 

Additionally, there are large savings associated with the reduction of branch offices and coordination 

of IT-systems in terms of lowered wage expenses. 

Negative synergies 

By negative synergies, we regard primarily restructuring costs and changing costs that occur in 

relation with the integration process. The negative synergies will be significant if the target of the 

merger is to realize comprehensive cost savings within the administration-, production- and 

distribution operations due to the size of the merger process, which is the incident of the DnB and 

GNO merger. This is because the size of the merger and the standalone companies will make it 

costly to integrate. Given that it is especially within mergers that these cost synergies can be realized, 

changing costs will also be the most comprehensive here. Anyhow, there are possibilities for 

limitation of the costs by efficient handling of the merger process and the following implementation. 

DnB gained valuable knowledge in terms of mergers after the Postbanken acquisition, and their 

experience could prove handy in the merger with GNO. 

It is also important to keep in mind the difference of economic costs and accounting purpose costs 

(Petersen & Plenborg, 2012). Economic costs are based on the principle of alternative costs, and 

includes both the direct costs of the alternative and the costs of opting out on the second-best 

alternative. Costs for accounting purposes solely rely on direct costs that can be counted as money 

out. The downside of economic costs is that they are hardly counted as tidy currency units, as they 

are not paid out as a direct cost. Hence, they are often viewed as less real to company leaders.  
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Price of acquisition 

First and foremost, an acquisition or a merger will often be very costly. As discussed, there is often 

one acquiring company in all consolidations, even though it is treated as a merger. This is because 

the premium for acquiring company ownership often is 30% or above stock price (Sørgard, 2000). 

The higher the competition is for acquiring a company, the higher the price one has to pay to gain 

control will become. With a higher price, it will become tougher to generate profits beyond what is 

needed to cover the acquiring cost.  

The highest bidder can either be companies that have unique information regarding the target or 

companies that can generate unique synergies and therefore pay a higher price for the target. It could 

also be a company that does not contain any of these traits, but is a victim of the winner’s curse. The 

winner’s curse implies that the one with the most optimistic valuation estimate wins the bidding 

war, but pays a price that exceeds the value of victory (Sørgard, 2000).  

Within the financial industry, it is beyond doubt that the acquirer often pays a very high price for its 

acquisitions. For instance, Danske Bank’s acquisition of Östgöta Enskilda Bank was at a price far 

above book value (Affärsvärlden, 1997). This reflects the fact that there are very few acquisition 

targets within the Nordic markets that are available. There have also been many cases where there 

has been competition between bidders, and this has been driving prices up. One example of this was 

when Danske Bank and Handelsbanken were in a bidding war for acquiring Fokus Bank (Dagbladet, 

1998). 

Falling productivity 

There seems to be three root causes of falling productivity. One is that work effort is reduced. 

Another is that key personnel leave the business. It is usually the most productive leaders and 

employees that leave, as these people have the easiest time finding a new job alternative. The costs 

associated with the replacement of these employees are often underestimated, as it takes time to find 

people that can replace key personnel and get the sufficient training to work in the new job. Thirdly, 

it is normal that the sick absence tends to increase as a cause of the merger.  

An important reason for the employees reduced input, loss of key personnel and increased sick 

absence is the loss of motivation. This is often connected with several other factors such as missing 

information, communication and participation, the feeling of a psychological loss, change fatigue, 

and absent or incompetent leaders.  

As shown in the historic timeline of DnB and GNO, both companies have gone through several 

integration processes before. This implies that many of their employees have experienced 

consolidations before, something that could make them more capable of handling the restructuring. 
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DnB’s merger with Postbanken in 1999 and the merger of Sparebanken NOR and Gjensidige in 

1999 are recent experiences that can prove handy in this merger.  

Loss of market focus 

Another central changing cost is the loss of market focus. This causes the attention to change away 

from its clients, markets, and operative primary tasks. We can split these costs into two: affection 

costs due to individuals with private interests that can be substantially affected by big changes, and 

more use of time internally because of more decisions that must be made. For competitors, this offers 

them a golden ticket. 

The size of this merger makes this an important aspect to consider. Even though it may be 

strategically appropriate, the complexity of the process makes the danger of losing speed and market 

focus over an extended period imminent. 

Customer losses depend on to what degree competing banks are capable of grabbing market shares 

as a cause of these unsatisfied customers and discontinuation of branch offices. The banks that are 

most likely to make the most out of this merger are the banks with a good customer satisfaction and 

a strong brand.  

Transition costs 

Transition costs will mainly arise under the integration process and hence disappear when the 

integration is fulfilled. Examples of transition costs are costs connected to change of infrastructure, 

learning, teambuilding and making a fair incentive system. A merger will move the organizational 

borders, and hence affect administrative support functions, computer tools, procedures, and such 

(Boye & Meyer, 2008). Direct costs that follow the redundancies and implementation of IT-costs 

will also be included in this category. 

The size of transition costs will be highly depending on the integration process. Central to this 

discussion is the choice of integration design and differences between the banks corporate culture. 

The choice of integrational design is tightly related to what synergies one aims to realize (Boye & 

Meyer, 2008). In general, gains that follow operational conditions will demand a comprehensive 

integration between the companies. At the same time, the need of maintaining its own identity could 

potentially conflict with the need of a tight integration. This would lead to a culture clash between 

the corporate cultures. Culture clashes are one of the greatest underestimated synergies, and it is 

almost impossible to quantify (Sørgard, 2000). The cost of disengaged employees and replacing 

leavers is often more significant than estimated. Both DnB and GNO have well-developed cultures 

that employees identify themselves with. GNO went through a comprehensive restructuring 



56	  |	  P a g e 	  
	  

regarding the conversion to a listed company, so the companies have comparable structures today. 

Similarities within the organizational structures will make the integration simpler. 

The implementation of eventual redundancy processes will be a critical success factor for the 

merger. Norwegian legislation provides Norwegian employees solid rights in terms of terminations, 

meaning that the banks will have to expect that significant costs in this regard will arise. In the 

merger with Postbanken, the working stock was primarily reduced through early retirements (DnB 

- Postbanken merger presentation, 1999). Thus, the costs connected with layoffs were limited 

compared with normal terminations. By a merger between DnB and GNO, early retirement and 

natural departures should not be expected to cover the aim in reduced full-time employees of 15%. 

The layoffs will bring along higher transition costs in terms of severance packages and increased 

pension costs.  

Economies of scale disadvantages 

Due to the size of this merger and the creation of the financial conglomerate, it will be natural to 

discuss the fact that size also can bring along costs. When one chooses to go big, one gives up on 

the advantages of being small, and when the organization becomes complex, the advantages of being 

simple goes away. Thus, it is not always profitable to be the largest. The associations to being a 

market leader is not something one wants to be associated with, as processes are usually 

cumbersome, hierarchical, and definitely not the one moving the market. It is also easier to fall on 

the back foot rather than being aggressive and offensive in chasing the ones ahead of you. It is easier 

to be considered charming as a small actor rather than a big one, and people tend to give less 

sympathy to large actors as they usually are the ones that have to step up with unpopular but 

necessary actions such as interest rate raises or fees (Løwendahl & Wenstøp, 2011). 

Sørgard underlines the importance of understanding the “absence of cost benefits” (Sørgard, 2000). 

Even though a merger may prove profitable, almost all cases that are treated in the literature 

concludes that it will always be the companies that do not participate in a merger that will gain more 

than the participants. The “non-merging” companies will become free riders to that extent that they 

will profit from the merger through a higher pricing and higher sales for all of them. Put in this 

context, it will be hard to understand why companies choose to merge, instead of waiting and hope 

for other companies to merge.  

In this part, we will look at three categories of costs in this regard: more bureaucratization, increased 

distance to the market and alienation and loss of motivation are some. The last two are especially 

connected to the exploitation of economies of scale in the merger. Thus, it will be important to assess 

where the borderline between advantages and disadvantages of economies of scale goes. 
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More bureaucratization 

Increasing size often increases the number of vertical levels and the need of standardizing and 

formatting routines and procedures. This makes the decision-making process slow and less flexible. 

Having many layers of leadership is a direct cost as leaders do not produce themselves, but are 

supposed to create value through leadership.  

Increased distance to the market 

Larger size also leads to a longer distance to the market. A long distance between production workers 

to its customers weakens the possibilities of catching market signals, and one receives a lower 

flexibility and adaptability than what smaller organizations experience. 

Alienation and loss of motivation 

The increase in size could also lead to alienation and loss of motivation. As the size growth causes 

increased specialization, this could lead to fewer and less interesting working tasks, and a lower 

understanding of the total operations and one’s own role within this. This could potentially result in 

cynicism and passivity. 

Negative surprises 

The likelihood of finding several negative surprises after the merger is present. This will of course 

depend on how thorough the due diligence process is conducted, but often it is hard to avoid the 

skeletons of still showing up. For instance, in the merger between Bergen Bank and Den norske 

Creditkasse (DnC), there were massive undiscovered losses in both banks’ lending portfolios 

(Stortinget, 1999). DnC had large loss commitments abroad, whereas Bergen Bank’s loss 

commitments primarily were related to newly established offices domestically. Anyhow, as negative 

surprises are hard both to estimate and quantify, it will not be of interest to discuss this further. It 

will, however, be something merging companies should keep in mind and be aware of when they 

perform due diligence. 

4.4 SWOT analysis 

A SWOT analysis summarizes the previous internal and external analyzes to map the company’s 

strengths, weaknesses, opportunities, and threats going forward. In terms of the merger, the SWOT 

will provide an overview of what the main risks, advantages and disadvantages associated with the 

merger are. The synergy analysis is also included in the SWOT analysis. 
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Figure 9 - SWOT analysis 
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with	  becoming	  a	  larger	  and	  more	  complex	  institution

High	  transition-‐ and	  changing	  costs
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SWOT



59	  |	  P a g e 	  
	  

5.0 Financial analysis 

To get a thorough overview of the banks’ financial situation and development, we have conducted 

a financial and credit analysis of the two companies and seek to give a deeper insight in the 

underlying economic situation of the companies. Historical figures will not provide a definite answer 

to what the future holds, but by analyzing trends we increase the certainty to the prognoses of the 

banks development. However, the prognoses will only be valid as an indication of the banks 

prospects. The result of these analysis will further be applied to the valuation of DnB and GNO. 

5.1 Framework  

5.1.1 Comparable companies 

Firstly, it is useful to compare the banks with other similar banks in the market, to get a perspective 

of the performance over that past years. We have chosen to compare DnB and GNO with banks of 

similar assets under management risk profile and market share within the different market segments 

within the market. Due to a banking environment with few big actors in Norway, we need to look at 

other corporations’ Norwegian division to find any comparable companies. We see that DnB have 

obtained the largest book value of asset over the last five years, and consequently also more income 

than its competitors. Nordea’s reported income and book value somewhere in the middle of the two 

merging firms, experiencing a lower growth than the others over this period (Finans Norge - Market 

Shares, 2017).  

 
Figure 10 - Total assets comparable companies       Figure 11 - Income comparison 
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different asset sizes, we have chosen to focus solely on Nordea Norway. The valuation of synergies 

and development after the merger will include several other competitors, due to the increased size 

and income level combined. 

5.1.2 Pre-merger period of analysis  

When analyzing a financial conglomerate where supply and demand rarely change drastically over 

the years, it is favorable to analyze the trend of the last years to assess whether the financial 

performance figures are unstable or not compared to the market. If we identify unstable historical 

figures, the trend will not be suitable as a prognosis of the future, and we will then use a shorter 

period.  

As the merger got finalized in 2003, it is natural to apply the last available information of the separate 

firms. Analysts suggests that one should apply a period between 5-15 years to assess the financial 

situation of the company. Due to the limited amount of data available, the massive changes in the 

industry has been undergoing over the last 15 years, we will apply a five-year period to analyze the 

firms’ financial performance. The period we will look at in this financial analysis is therefore from 

1998 to 2002.  

5.1.3 Input data 

All financial figures are collected from public available data, primarily from annual reports and press 

releases. The banks always publish annual reports with key figures from the previous years, and we 

have spotted some differences in the figures from the respective years’ annual report to what is 

reported for the same year in next year’s annual report. To make the observations as consistent as 

possible, we have exclusively used the latest figures for all observations, meaning that if reported 

figures from 1998 can be found in the annual report of 1999, the latest figure available will be 

applied. In addition, we want to use normalized profit to adjust for any non-recurring items in the 

financial statement, thus we are merely applying pro-forma numbers in our analysis. Due to the 

strictly regulated financial service industry, we assume that the data reported are valid and reliable. 

For some parts of the analysis, we have applied data from Finans Norge (Finance Norway), which 

is the main organization for financial service industry in Norway, and is considered a reliable source. 

There is some deviation in the numbers in the data from Finans Norge compared to the firms’ own 

annual reports. To mitigate any differences in source of data, we have consistently applied the same 

source of data for the different parts of the analysis. One example is the comparison of losses on 

loans, where all figures are obtained from Finans Norge, or the portfolio risk assessment where the 

data are collected from GNO and DnB’s annual reports.  
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5.2 Adjustments  

Balance sheet 

A firm’s activities can be classified as operating, investing or financing activities. When we seek to 

calculate financial ratios such as measuring a firm’s profitability, it is crucial to distinguish what is 

an operational and what is a financing activity. As an example, salaries and equipment costs are 

operating items, while long-term loans and equity are classified as financing items (Petersen & 

Plenborg, 2012). This task can be complex and time consuming, but to measure the real value 

creation in the firm, that is normally found in the operating items of the balance sheet and income 

statement, it is traditionally necessary to eliminate the non-operational items in the analysis.  

This reclassification balance items however, is one part of that makes a valuation of financial service 

firms more challenging than other (Petersen & Plenborg, 2012). As mentioned in section 3.1, banks’ 

value creation is somewhat different than traditional production companies as they can generate 

value on both sides of the balance sheet. Where we normally would say that debt is a financial 

activity, banks use debt to generate profit, indicating that debt should be considered an operating 

item. Due to the complexity of this operation and its lower importance to the end results, we have 

chosen to not reclassify the balance to an analytical balance sheet. 

Income statement 

By adjusting the income statement, we seek to identify the underlying value creation in the company 

through adjusting for misleading items, such as non-recurring items and abnormal losses, as they 

may affect the financial performance for one explicit period only.  

Non-recurring items 

The adjustments of non-recurring items can for instance be gains or losses through sale of assets, 

construction work or restructuring costs etc. This kind of items will in many cases be possible to 

adjust, in order to perform so-called earnings management (Petersen & Plenborg, 2012). This is 

done if an accountant classifies recurring investments or costs wrongly, to make the earnings look 

better or worse. Some activities may appear extraordinary, but are in fact to be recurring and vice 

versa. This needs to be investigated properly.   

Through DnB and GNO annual reports, it is observable that restructuring costs may be extraordinary 

from one year to another, however we see that the levels are relatively stable, and it may seem like 

the demand for restructuring will remain the same for the years to come. The same conclusion is 

made on the gains/losses through sale of fixed assets and other profit like foreign exchange and 
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financial instruments. These activities are common profits and losses within the banking industry, 

and can consequently be accounted as a part of the core operations.  

An example where this will be relevant to consider is in the years after the merger, as the 

restructuring costs here are only time-specific and would obviously not occur every five-year period. 

Abnormal losses on loans 

Norwegian banks have historically had a low degree of losses in their loan portfolio. And even 

during the bank crisis in 1991-1993 the losses were limited compared to the rest of the world (Drees 

& Pazarbasioglu, 1998). However, there are never any guarantees for the future, and as banks value 

creation mainly happens through debt issuance, they are strongly dependent on their customer’s 

commitment and ability to pay their dues. Thus, there will always be risks attached to the banking 

industry, and expected losses will be a mandatory part of the profit and loss statement. However, it 

is useful to distinguish between normal and abnormal losses which occur through economic cycles. 

Through analyzing the conjunctions of the given period, we can get an indication of what level the 

losses were at, moreover to what extent the losses of DnB and GNO experienced abnormal losses. 

To assess the normal level of losses, we will look more into their losses compared to Nordea leading 

up to 2002 (DnB - Annual reports 98-02, 2003) (Gjensidige NOR - Annual reports 98-02, 2003) 

(Nordea - Annual reports 98-02, 2003).  

Table 7- Historical losses DnB, GNO, Nordea 

Losses as a percent of total loans   

DnB 1998 1999 2000 2001 2002 Average 

Gross lending 229965 231646 256693 279101 282660 256013 

Losses on loans and guarantees 1178 15 241 -178 478 347 

Losses as percentage 0,51 % 0,01 % 0,09 % -0,06 % 0,17 % 0,14 % 

GNO             

Gross lending 122485 166897 179675 196710 211928 175539 

Losses on loans and guarantees 128 201 215 426 546 303 

Losses as percentage 0,10 % 0,12 % 0,12 % 0,22 % 0,26 % 0,16 % 

Nordea             

Gross lending 153024 157844 182694 185865 190917 174069 

Losses on loans and guarantees 170 -8 26 705 1242 427 

Losses as percentage 0,11 % -0,01 % 0,01 % 0,38 % 0,65 % 0,23 % 
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Nordea has somewhat higher level of losses in average over the period, however this is mainly due 

to the extensive losses in 2002, thus removing this year, the level of losses seems equal in all three 

banks. It is also possible to further analyze this by simulating a “normal year loss”, and subtract the 

realized losses compared to this benchmark. However, we use this overview of the loss-development 

to further estimate the future expected losses on loan in the forecasting section, based on a 

normalized earning level.  

5.3 Key figures analysis 

Through an analysis of the key figures we are able to get more insight into the underlying economic 

situation of the companies, which simplifies the comparison with peers and development. This will 

give us a quantitative foundation to base our further valuation on. Roar Hoff emphasizes in his article 

“Verdsettelse av banker” the benefit of splitting the analysis into four parts; liquidity, solvency, 

credit quality and profitability, which we will look further into in the following section (Dahl, 

Hansen, Hoff, & Kinserdal, 1997). 

5.3.1 Liquidity 

The main target in all companies is to generate a sufficient level of profit, but an aspect smaller firms 

tend to underestimate is the value of liquidity. Without liquidity, a company cannot pay its 

obligations, make investments, or pay their employees. Therefore, it is important to analyze short-

term and long-term liquidity risk, whereas the short-term uncovers a company’s ability to satisfy all 

short-term obligations when due. The long-term liquidity risk, often referred to as solvency risk, 

addresses the company’s long-term financial health and ability to pay all future (Petersen & 

Plenborg, 2012) and will be discussed more in the next part.  

As the nature of the industry suggests, the assets of a bank consist mainly of customer loans, which 

is not very liquid, and is not easily salable to pay off creditors right away. The banks are also very 

dependent on customer deposits, especially in times with economic instability when the sale of the 

lending portfolio can be more difficult. As discussed in the Porter analysis, customer deposits are 

considered an uncertain asset as they easily can be withdrawn at any point. Anyhow, customer 

deposits are considered secure financial assets, even in financial instable times, mainly due to the 

Saving Banks’ Guarantee Fund and Commercial Banks Guarantee Fund (Bankenes sikringsfond, 

2017). These two funds function as deposit insurance to depositors in case the banks loses the 

money, and provides customers an extra security which strengthens the liquidity of the asset. On the 

other hand, factors such as interest rates incentivizes customers to keep their money in the bank.  
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To assess a banks liquidity, it is common to measure the bank’s total loans compared to its total 

deposits by customers, meaning their debt to the customers. If the ratio is high, the bank may struggle 

to pay of their debt in case of a severe customer attrition and deposit withdrawal. The ratio is 

calculated by: 

𝐿𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦	  𝑟𝑎𝑡𝑖𝑜 =
𝐶𝑢𝑠𝑡𝑜𝑚𝑒𝑟	  𝑑𝑒𝑝𝑜𝑠𝑖𝑡𝑠

𝑁𝑒𝑡	  𝑙𝑜𝑎𝑛𝑠
 

Roar Hoff argues that the normal level would be somewhere within the interval of 70-110 % for 

Norwegian banks (Dahl, Hansen, Hoff, & Kinserdal, 1997). One of the reasons we assess these 

figures relative to each other is that if the funds are not provided by customers, the banks need to 

find other financial sources, which increases the exposure of market risk. As previously discussed, 

customers might get affected by financial instabilities, and the banks should try to hedge against the 

risk of losing deposits, by attaining a sufficient deposit to loan ratio, ensuring the financial sources 

with a long-term perspective. To further investigate, we have calculated the deposit as a percentage 

of the lending for the three banks (DnB - Annual reports 98-02, 2003) (Gjensidige NOR - Annual 

reports 98-02, 2003) (Nordea - Annual reports 98-02, 2003): 

Table 8 - Deposit-to-loan ratio 

Deposit-to-loan ratio 

Banks 1998 1999 2000 2001 2002 

DnB 74,3 % 75,3 % 69,4 % 69,6 % 69,9 % 

GNO 58,4 % 56,4 % 56,0 % 56,3 % 58,6 % 

Nordea 59,0 % 58,8 % 58,8 % 56,6 % 58,1 % 

Most of the calculated numbers score below the “normal” level, whereas DnB has the highest ratio 

in all the years. GNO and Nordea operate with similar ratio, and can show stable figures between 

56 - 59 %, which is below what Hoff suggests. Given the fact that the recommended level is between 

70-110 %, this indicates that all banks should focus on improving their liquidity to make their 

operations more robust. However, to assess the ratio thoroughly, it will be natural to also look more 

at the growth of deposits and loans.  

Growth in customer deposits 

The industry mean for growth in deposits are between 5 - 9% for commercial banks, and 9 - 14% 

for saving banks after adjusting for extreme outliers from merger etc. (Finans Norge - Annual 

accounts 98-02, 1998-2002). GNO and DnB both went through acquisitions and mergers in the 
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estimation period, which is clearly indicated with the extensive growth between 1998 and 2002. This 

would obviously not be sustainable, and got adjusted the following years. 

 

As the figure above underlines, the customer deposit in the historical period were relative volatile 

for the banks, which was also the case for the rest of the market in both commercial and savings 

banks (Finans Norge - Annual accounts 98-02, 1998-2002).  

Growth in net customer loans 

As mentioned in the strategic section, Norway were experiencing an increased gross household debt 

in the period, the credit risk of the banks rose simultaneously. Norway also experienced a steep 

incline in housing prices, incentivizing the population to increase their mortgage. Sharp lending 

growth, combined with a slower growth in deposits led to an increased liquidity risk for banks 

around the year of 2002, where the money and capital markets largely covered the funding gap 

(Kredittilsynet - Risk outlook 02, 2003).  

 
Figure 13 - Growth in credit to households and enterprises 
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Figure	  12	  -‐	  Growth	  in	  customer	  deposit 
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Table 9 - Net customer loan as a percentage of assets 

Net customer loans of assets         

  1998 1999 2000 2001 2002 

DnB 75 % 72 % 73 % 77 % 72 % 

GNO 78 % 74 % 72 % 71 % 70 % 

Both GNO and DnB kept a stable share of their total assets as net loan to customers during the 

estimation period (Finans Norge - Annual accounts 98-02, 1998-2002), even though the gross loans 

increased. We assume that the banks desire to keep this level at the same level from one year to the 

next, as the primary source of income lies in interest margins. 

 
Figure 14 - Growth in customer loans 

DnB as a commercial bank have historically had more industry customers, whereas GNO has 

previously been considered a savings bank which primarily lends gives loans to private customers. 

The high growth in 1999 are likely to be due to consolidation, GNO has kept a somewhat more 

stable growth in customer loans, and as discussed in the strategic section, we can assume this is 

largely due to the relations GNO has obtain with its customers while being a local savings bank.  

Summary liquidity analysis 

Based on the analysis of the liquidity in the banks, we assess the banks liquidity as medium, but 

remain confident that both banks will be able to pay their short-term obligations by due in the years 

to come. This also seems aligned with consensus in the market, represented by the national Financial 

Stability report (Norges Bank - Financial Stability 02, 2002), where they state that there was a slight 

increase in the banks’ liquidity risk, however it was still relatively low.  
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5.3.2 Solvency 

The next step will be to look further into the banks’ solvency, where we assess the companies’ ability 

to handle losses and to what extent they are long-term financed (Dahl, Hansen, Hoff, & Kinserdal, 

1997). This is regulated by Basel business standard, as discussed in section 4.1.1, which requires 

financial institutions to maintain enough cash reserves to cover risks incurred by operations. In 

addition to contain the required levels of equity capital, a good solvency will also make the bank 

more trustworthy and be perceived more attractive by customers, investors, and credit 

counterparties. 

We calculate the solvency by a formula commonly called the “capital adequacy ratio (CAR)” or 

“capital to risk weighted asset ratio (CRAR). We could also use other formulas to estimate solvency, 

however CAR and CRAR are considered as more suited for banks. This is calculated by:  

𝐶𝑎𝑝𝑖𝑡𝑎𝑙	  𝑎𝑑𝑒𝑞𝑢𝑎𝑐𝑦	  𝑟𝑎𝑡𝑖𝑜 =
𝐶𝑜𝑟𝑒	   𝑇𝑖𝑒𝑟	  𝑜𝑛𝑒 	  𝑐𝑎𝑝𝑖𝑡𝑎𝑙 + 𝐴𝑑𝑑𝑖𝑡𝑖𝑜𝑛𝑎𝑙	   𝑇𝑖𝑒𝑟	  𝑡𝑤𝑜 	  𝑐𝑎𝑝𝑖𝑡𝑎𝑙

𝑅𝑖𝑠𝑘	  𝑤𝑒𝑖𝑔ℎ𝑡𝑒𝑑	  𝑎𝑠𝑠𝑒𝑡𝑠
 

The table below shows the respective CAR ratios for the banks (Finans Norge - Annual accounts 

98-02, 1998-2002): 

Table 10 - Solvency: Capital adequacy ratio (CAR) 

Capital adequacy Historical   

ratio 1998 1999 2000 2001 2002 Changes 

DNB 9,72 % 10,55 % 10,56 % 11,38 % 10,26 % 5,57 % 

GNO 13,14 % 12,44 % 13,26 % 13,13 % 13,43 % 2,21 % 

Nordea 10,68 % 10,48 % 10,52 % 10,96 % 10,43 % -2,33 % 

As mentioned, Basel I required a CAR > 8%, and this is achieved by both banks over the whole 

period. DnB improved their score by 5,6 % over the period, while GNO improved 2,2 % overall. In 

the same period, we see that Nordea also are well within the range, even though they experienced a 

slight decline in the ratio. These reported figures give an indication that all three banks should be 

robust enough, in case of an economic recession, as the scores are stable and well above the required 

business standard.  

5.3.3 Credit quality of loan portfolio 

To assess the credit quality of the bank, we need to investigate the risk imbedded in the loan 

portfolio. The credit risk is reflecting the possibility of non-performing loans, where customers are 
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not able to repay their obligations. The credit quality is an important aspect of the valuation, as this 

indicates whether the bank can operate profitable over the long-term, in addition to obtain a better 

understanding of the risk management overall.  

Banks in Norway in general had a low level of losses before the deregulation of the financial markets 

during the 80’s, as discussed in section 1.5. The bank crisis with enormous amount of non-

performing loans, and moreover several banks default, led to an increased focus on expected future 

losses. This resulted in a more stable and predictable level of losses after the crisis, which continued 

all the way through the 90’s and early 00’s.  

To examine the banks loan portfolios, we are using figures from the annual reports (DnB - Annual 

report 02, 2003) (Gjensidige NOR - Annual report 02, 2003), as this will give the most updated view 

of the lending portfolio going forward. This will give us more insight into the banks’ portfolio risk 

profile and degree of diversification. Diversification of the loan portfolio can be done by borrowing 

to different actors in different segments, such as geographic areas and industries, in which are 

dependent on various aspects of the economy. This will mitigate the credit risk and assure that the 

bank maintains exposure within its acceptable risk tolerance.  

Table 11 - Loan portfolio DnB 

DNB     

Amounts in NOK millions Gross loans Gross loans in % 

International shipping          21 920  14,2 % 

Real estate        32 394  21,0 % 

Manufacturing          17 299  11,2 % 

Services          26 536  17,2 % 

Trade          13 691  8,9 % 

Oil and gas           3 485  2,3 % 

Transportation and communication           8 907  5,8 % 

Building and construction           2 567  1,7 % 

Power and water supply           5 976  3,9 % 

Central and local government           1 838  1,2 % 

Fishing           6 490  4,2 % 

Hotels and restaurants           1 423  0,9 % 

Agriculture and forestry              689  0,4 % 

Other sectors           5 847  3,8 % 

Credit institutions           5 016  3,3 % 
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Total industries      154 078  52,9 % 

Retail customer      137 302  47,1 % 

Total         291 380  100,0 % 
 

Table 12 - Loan portfolio GNO 

GNO     

Amounts in NOK millions Gross loans Gross loans in % 

Shipping           3 771  3,7 % 

Real estate        41 665  41,4 % 

Retailing, hotel, and restaurant trade           9 174  9,1 % 

Manufacturing           8 746  8,7 % 

Financing           7 955  7,9 % 

Public administration              903  0,9 % 

Transportation and other services           7 815  7,8 % 

Construction, power, and water supply           6 710  6,7 % 

Agriculture, forestry, fishing and hunting           4 348  4,3 % 

Foreign           7 395  7,3 % 

Credit institutions - Norway           1 222  1,2 % 

Credit institutions - Foreign              933  0,9 % 

Total industries      100 637  47,0 % 

Retail customer      113 446  53,0 % 

Total         214 083  100,0 % 

We observe that retail customers amount for about half of the banks’ loan portfolios which are 

mostly through mortgages, indicating the banks are vulnerable by future market and regulation 

changes in the real estate industry. In addition, the direct lending to the real estate industry covers 

respectively 20 % and 40 % of the industry loans of DnB and GNO. Other observations are that 

besides the heavy proportion of loans to real estate, both banks have loans that are relatively spread 

over many sectors, indicating a diversified portfolio of loans that reduces the overall lending risk.  

To find an estimate of expected losses, we will need to know the risk profile of all the different 

components in the whole loan portfolio. This is both time consuming and difficult to obtain 

knowledge of without first-hand information. However, by looking at the historical level of losses, 

we get an overview of the banks’ risk management.  
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While some theorists suggest using gross losses in loans, Roar Hoff argues that beginning year net 

losses is a better figure to estimate losses for valuation purposes (Dahl, Hansen, Hoff, & Kinserdal, 

1997). One reason is that banks rarely experience losses of loans granted the same year, as well as 

the level of losses would be diluted in a growth period if the analyst does not take provisions of 

losses into account. The expected level of losses relative to net loans should according to Hoff be 

0,5 % for commercial banks, while savings banks should have a slightly lower level. 

Table 13 - Losses as a percentage of net loans 

Losses as a percentage of net loans to customers 

 1998 1999 2000 2001 2002 

DnB 0,64 % -0,01 % -0,10 % 0,06 % 0,17 % 

GNO 0,10 % 0,09 % 0,07 % 0,21 % 0,28 % 

Nordea 0,11 % -0,01 % 0,01 % 0,38 % 0,65 % 

The data shows that the banks mainly have losses below the expected limit of 0,5 %, and even lower 

in the saving banks, with some exceptions. Out of the three, GNO and DnB achieved an overall 

average of 0,15%, where in comparison, Nordea are experiencing almost the same share of losses, 

having an average of 0,23 % over the estimation period (Finans Norge - Annual accounts 98-02, 

1998-2002). This indicates that both DnB and GNO are well diversified, with solid credit quality 

and risk management.  

5.3.4 Profitability analysis 

In general, Norwegian banks experienced a solid profitability through the 1990s and early 2000s. 

Especially the largest banks with low recognized losses earned very satisfying results. Consequently, 

key figures such as net earnings and return on equity increased, moreover affecting the solvency and 

liquidity in a positive way. There are several methods of measuring profitability in a company, but 

we will follow Hoff’s preferred key figures (Dahl, Hansen, Hoff, & Kinserdal, 1997):   

•   Return on equity (ROE) 

•   Earnings per share (EPS) 

•   Cost per NOK income 

Return on equity (ROE) 

Return on equity measures profitability, considering both operating and financial leverage (Petersen 

& Plenborg, 2012): 
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𝑅𝑂𝐸	   =
Net	  earnings	  after	  tax
Book	  value	  of	  equity

∗ 100 

This ratio measures the owners return on their investments in the company, which is affected by 

operating profitability, net borrowing interest and financial leverage. This measure will 

consequently be compared with the owners required rate of return, to evaluate the management’s 

performance. Even though this is a good measurement for performance, it is prone to give the wrong 

impression if a bank has a substantially greater equity ratio than other, thus one should not 

uncritically use this as the only measure to compare profitability. By having a higher ROE, the bank 

usually entails more risk. (Petersen & Plenborg, 2012) 

First, we will establish if there are differences in the equity ratio, to further investigate the return on 

equity and whether this is comparable measures or not. Both the leverage ratio and return on equity 

are calculated using average total assets, to adjust for changes during current year.  

Table 14- Leverage ratio overview 

Leverage ratio   

  1998 1999 2000 2001 2002 Average 

DnB 6,3 % 6,9 % 6,9 % 7,2 % 6,8 % 6,8 % 

GNO 6,3 % 5,4 % 6,0 % 6,1 % 5,4 % 5,8 % 

Nordea 6,6 % 7,1 % 6,9 % 7,4 % 7,1 % 7,0 % 

The observations show a core capital relative to total assets for all banks. In comparison, GNO held 

a slightly lower leverage ratio than the other banks over the period of analyzed (Finans Norge - 

Annual accounts 98-02, 1998-2002). Everything else kept constant, this should give a higher ROE 

to GNO, and lower for Nordea.  

In terms of return on equity, the banks developed relatively similar over the period. As we can see 

from the graph below, the companies in year 2000, followed by declining return the following two 

years. This can be explained by the “dot.com”-bubble, elaborated in section 1.4. Overall, we see that 

the banks perform well, and even after a financial challenge, they were all able to continue their 

operations with a positive return on equity.  
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Figure 15 - Return on Equity (ROE) 

Earnings per share (EPS) 

Even though this is a good way to see development and profitability in a company, we can see from 

the observation below that due to the difference in share- or PCC-price we cannot draw any 

conclusion as to their relative profitability (DnB - Annual reports 98-02, 2003) (Gjensidige NOR - 

Annual reports 98-02, 2003) (Nordea - Annual reports 98-02, 2003). GNO as a savings bank, who 

was listed in September 2002, has a significant lower number of shares outstanding, and their EPS 

is therefore not comparable to DnB and GNO. However, we see that DnB has had a stronger growth 

than Nordea over the period analyzed. 

Table 15 - Earnings per share (EPS) overview 

Earnings per share 

  1998 1999 2000 2001 2002 

DnB 2,10 4,00 5,20 5,30 3,00 

GNO 28,34 24,37 34,20 24,47 17,25 

Nordea 4,10 4,50 4,40 4,80 1,90 

Cost per NOK income 

Another aspect of the profitability analysis is the costs relative to the amount of income. This is 

useful for obtaining more insight into the efficiency of the operations in the firm. As we can see 

below, DnB has a higher cost per NOK income over the whole period than the other banks, varying 

between 60% and 75 %. Further, we can observe that the overall cost levels are declining in the three 

banks, which indicates an overall improvement of the operating efficiency. As mentioned in the 

Porter analysis regarding integration of the Nordic markets, it is reasonable to assume that the 

increased focus on cost management is due to the fear of increased competition. 
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Figure 16 - Cost per NOK 

5.4 Summary of the financial analysis 

The figures from DnB and GNO are overall within what we can assess as acceptable in the banking 

industry for the period, and they seem to handle the economic recession in a sustainable way. Both 

banks achieved satisfying liquidity over the period, whereas the liquidity risk can be considered to 

be moderate to low, along with most of the industry in Scandinavia. The analysis of the solvency 

shows reported figures well within the Basel requirement which indicates a robustness, with the 

ability to deal with a continuing recession in the future. The overview of loans and low level of 

losses indicates a well-diversified portfolio with a good risk management.  

We see that DnB and GNO both achieved satisfying profits over the last years before the merger, 

with sufficient losses on loans and return on equity, as well as satisfying and steady decreasing levels 

of cost per NOK income. The downward going trend on ROE, as well as the inclining losses on 

loans are however some signals of higher competitiveness, further emphasized in the strategic 

analysis. These considerations will be fundamental for the process of estimating the growth variables 

in the income statement and balance sheet, and eventually future cash flow to equity.  

6.0 Forecasting 

Based on the previous elaboration the bank’s historical performance, and the strategic analysis we 

will try to create a forecasted future financial performance, to obtain the sufficient figures required 

to perform a valuation with the DCF model.  

The forecasting section are divided into two sections:  
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Firstly, we will calculate the development on the elements in the income statement related to the 

firms’ income and cost streams. Furthermore, the essential elements of the balance sheet will be 

estimated, to get more insight in the growth of the assets in DnB and GNO.  

Income statement 

This section will provide an insight through a forecast of future revenues and costs. To estimate a 

FCFE for valuation purposes, one must first consider the different value drivers, and assess the 

possibility of changes in the estimates.  

Interest margin 

One of the most important income sources for banks is interest income, which is interest income 

less costs, also known as interest margin. As mentioned in the economic section in the PESTEL-

analysis, the margin will naturally be highly influenced by the global and national interest rate level.  

Meaning in periods with decreased interests, banks may be extra profitable on the loans due to a 

“lag” in their adjustment of the interest rates on loans. In addition, the banks are also able to be 

profitable in times with inclining interest rates, due to right to increase rates on loans, and 

simultaneously postpone the rise of interest rates on customer deposits. As we can see from the 

figure below, the key interest rate has been moving in line with the general economy over the period. 

Since 2001, the rate has been falling to stimulate the economy’s weak performance (Norges Bank - 

Key interest rate, 2017). 

 
Figure 16 - Key Interest rate Norway 

The table below illustrates the interest margin for DnB and GNO over the period. The average 

interest margin over the period was on average 2,9 % whereas GNO had an interest margin of 2,7 

% on average (DnB - Annual reports 98-02, 2003) (Gjensidige NOR - Annual reports 98-02, 2003). 

The strategic analysis indicates that there are reasons to believe that the competition will be tighter 
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in the years to come, creating a pressure on the margins and reducing the opportunity to gain 

abnormally more than the market.  

 
Figure 17 -Historical interest margin 

Losses on loans 

To estimate a standard level of loss, we would also apply the Financial Stability Report (Norges 

Bank - Financial Stability 03, 2003) from Norges bank, which underlines the increased non-

performing loans and defaults. Even though this was particularly heavy for small and medium-sized 

banks, we can expect that this will influence the whole market. The report also suggest that the weak 

economic growth will indicate an increased level of losses in the years to come.  

 

Figure 18 - Non-performing loans 
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Based on this, we tried to estimate the expected level of losses for the estimation period. We based 

our estimations on a high credit demand in the Norwegian population, which will lead to an 

increasing level of losses. We expect GNO to have slightly higher level of losses due to the higher 

historical average. 

Based on the financial analysis and the considerations we make, we project the following growth 

estimates in the income statement: 

Table 16 - Growth variables - Income statement 

Growth variables - Income statement 

  2003E 2004E 2005E 2006E 2007E 

Interest margin 

DNB 2,80 % 2,70 % 2,60 % 2,40 % 2,20 % 

GNO 2,80 % 2,70 % 2,60 % 2,40 % 2,20 % 

Net other operating income 

DNB 3,0 % 3,0 % 3,0 % 4,0 % 4,0 % 

GNO 3,0 % 3,0 % 3,0 % 4,0 % 4,0 % 

Operating expenses 

DNB 2,50 % 2,45 % 2,40 % 2,30 % 2,25 % 

GNO 2,50 % 2,50 % 2,40 % 2,35 % 2,35 % 

Losses on loans 

DNB 0,20 % 0,30 % 0,30 % 0,30 % 0,35 % 

GNO 0,30 % 0,30 % 0,35 % 0,35 % 0,40 % 

Other variables that affects the income statement are other operating income and expenses. These 

items are difficult to estimate, but the underlying historical development of other operating income 

(see appendix 1 & 3) indicates a slight growth in both firms. Here we find activities such as dividend 

from investments, foreign exchange, and other commission, and given that both firms are expanding 

and the market leader in Norway, we assume they will strive to keep the other income growing.  

There is also uncertainty related to operating expenses, and as both firms are growing both in market 

value and asset management, we can assume that the operating expenses, such as personnel, 

administrative and restructuring costs may increase. However, as mentioned in the strategic analysis, 

the banking industry are facing a trend of consolidation to bigger banks, many local bank offices 

can be expected to be closed, and investments in IT-solution might also reduce the growth of 
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administrative expenses. We are therefore forecast a declining growth due to the incentive of 

operational improvements over the period, with DnB achieving marginally greater cost reduction.  

Balance sheet 

As previously mentioned, the forecasting of a balance sheet in a bank is a challenging task due to 

the regulatory requirement and the need for reinvestments in capital. Based on this, we will solely 

focus on the forecasting on the asset side of the balance sheet, as this is crucial to estimate a future 

cash flow. To estimate the cash flow, we need to use the interest income which is a calculated as a 

percentage of the total customer loans.  

The volatility in the historical customer deposits makes the future prediction somewhat difficult to 

estimate, but earlier year levels show a slight higher deposit in savings banks than commercial. The 

banks were still viewed as a safe place to save money, and with an aging population that were saving 

for pensions, relatively high interest rate levels and declining financial markets make us believe that 

customer deposits will grow in the coming years. For that reason, we estimate a steady growth on 

customer deposit in both banks, with a slightly higher rate in the early years for GNO.  

Regarding customer loans, we expect the demand for credit to continue. However, we expect that 

the growth will remain fairly lower than the peak of 1999 and 2000, due to the increased leveraged 

population. We therefore expect the future growth to stabilize around 4 %, predicting somewhat 

better growth for DnB than GNO, due to the solid market share, and the constant demand for credit 

in the Norwegian consumer and financial market.  

Thus, for the forecasted growth of deposits and loans (Finans Norge - Annual accounts 98-02, 1998-

2002): 

Table	  17	  -‐	  Growth	  in	  deposits	  and	  loans 

Growth variables - Balance sheet 

 2003E 2004E 2005E 2006E 2007E 

Customer deposits 

DnB 4,0 % 5,0 % 5,0 % 5,0 % 5,0 % 

GNO 8,0 % 7,0 % 5,0 % 5,0 % 5,0 % 

Customer loans 

DnB 4,50 % 4,50 % 4,50 % 5,00 % 5,00 % 

GNO 4,00 % 4,00 % 4,00 % 4,00 % 4,00 % 
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6.1 Cash flow analysis 

To conduct a discounted cash flow valuation, we need to create a pro forma cash flow statement, 

based on the expected future income and costs. However, there are some difficulties concerning this 

calculation, such as the classification of financial and operational assets and liabilities (Damodaran, 

2012). This complicates the process of defining items like reinvestments and working capital, which 

are elements in the traditional approach to estimate free cash flow. The banking industry often also 

have a higher level of debt, compared to other industries, which would ultimately make greater 

impact on the value by using the equity method. Another complicating element is the heavy 

regulation by the government, which makes the industry very volatile towards the legislation. Some 

changes to the law may affect the future cash flow in a way that difficult to predict. Lastly, the 

estimation of cash flow is made difficult due to the difference in accounting rules in the financial 

industry compared to other. One example is the fact that a big amount of the bank’s assets is priced 

at market value, which makes the future balance sheet demanding to estimate (Damodaran, 

Investment Valuation, University 3rd Edition, 2012).  

Based on the discussion and forecasting we are estimating the following income statement for DnB 

and GNO the following years: 
Table 18 - DnB forecasted income statement 

DnB Pro Forma Income Statement 2003E 2004E 2005E 2006E 2007E 

Net interest income 8156 8219 8271 8016 7715 

% of net loans 2,80 % 2,70 % 2,60 % 2,40 % 2,20 % 

            

Net other operating income 4067 4189 4315 4488 4667 

Growth 3,0 % 3,0 % 3,0 % 4,0 % 4,0 % 

            

Operating expenses 8476 8683 8892 9096 9301 

Growth 2,5 % 2,5 % 2,4 % 2,3 % 2,3 % 

            

Losses on loans 583 913 954 1002 1227 

% of customer loans 0,20 % 0,30 % 0,30 % 0,30 % 0,35 % 

            

Pre-tax operating profit 3165 2812 2740 2406 1854 

Tax 886 787 767 674 519 

Tax rate 28 % 28 % 28 % 28 % 28 % 

Profit of the year 2279 2024 1973 1732 1335 
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Table 19 - GNO forecasted income statement 

GNO Pro Forma Income Statement 2003E 2004E 2005E 2006E 2007E 

Net interest income 6099 6117 6126 5881 5606 

% of gross loans 2,80 % 2,70 % 2,60 % 2,40 % 2,20 % 

            

Net income other income 2052 2113 2177 2264 2354 

Growth 3,0 % 3,0 % 3,0 % 4,0 % 4,0 % 

            

Operating expenses 4887 5009 5130 5250 5374 

Growth 2,5 % 2,5 % 2,4 % 2,4 % 2,4 % 

        

Losses on loans 653 680 825 858 1019 

% of customer loans 0,30 % 0,30 % 0,35 % 0,35 % 0,40 % 

            

Pre-tax operating profit 2610 2541 2348 2037 1568 

Tax 731 711 658 570 439 

Tax rate 28 % 28 % 28 % 28 % 28 % 

Profit of the year 1879 1830 1691 1466 1129 

 
Table 20 - DnB forecasted balance sheet 

DnB Pro Forma Balance Sheet 2003E 2004E 2005E 2006E 2007E 

Short-term assets 78049 80 000 82 000 84 050 86 151 

Growth 2,5 % 2,5 % 2,5 % 2,5 % 2,5 % 

            

Customer loans 291293 304 401 318 099 334 004 350 704 

Growth 4,5 % 4,5 % 4,5 % 5,0 % 5,0 % 

            

Long-term assets 10130 10383 10643 10909 11182 

Growth 2,5 % 2,5 % 2,5 % 2,5 % 2,5 % 

            

Other assets 20969 21494 22031 22582 23146 

Growth 2,5 % 2,5 % 2,5 % 2,5 % 2,5 % 

            

Total assets 400 441 416 278 432 773 451 544 471 183 

Growth   4,0 % 4,0 % 4,3 % 4,3 % 
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Table 21 - GNO forecasted balance sheet 

GNO Pro Forma Balance Sheet 2003E 2004E 2005E 2006E 2007E 

Short-term assets 32 013 32 813 33 633 34 474 35 336 

Growth 2,5 % 2,5 % 2,5 % 2,5 % 2,5 % 

            

Customer loans 217 833 226 547 235 608 245 033 254 834 

Growth 4,0 % 4,0 % 4,0 % 4,0 % 4,0 % 

            

Long-term assets 6 004 6 155 6 308 6 466 6 628 

Growth 2,5 % 2,5 % 2,5 % 2,5 % 2,5 % 

            

Other assets 7 324 7 507 7 694 7 887 8 084 

Growth 2,5 % 2,5 % 2,5 % 2,5 % 2,5 % 

            

Total assets 263 174 273 021 283 245 293 860 304 882 

Growth   3,7 % 3,7 % 3,7 % 3,8 % 

6.2 Free cash flow to equity  

By using the traditional estimating method of future cash flow, explained in section 3.1, where we 

estimate the total number of receivables and payables during the period, we run into challenges 

related to the estimation of investments and defining net working capital. Instead, it is more 

beneficial to use an approach (Damodaran, 2012) where we calculate the changes in the capital, to 

meet growth, which is calculated by: 

Net income 

- Reinvestments in Regulatory capital 

= Free cash flow to firm 

 

To calculate the changes in equity, we need to keep in mind the legislation concerning core capital 

requirement, as well as expected growth in the market. The ratio is, as mentioned in the solvency 

section, a measurement of the buffer in which a bank has to handle possible losses on the loan 

portfolio, and will vary from one year to another. The level of reinvestment in regulatory capital are 

somewhat ambiguous to see from the annual reports, and based on the statement from DnB’s annual 
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report (DnB - Annual report 02, 2003) , they seek a payout policy of 50 % of the year’s net income. 

This is, however, not aligned with the historical dividend: 

Table 22 - Historical dividend policy 

Historical dividend policy 1998 1999 2000 2001 2002 

Profit of the year 951 3126 4017 4101 2332 

Actual dividends 865 1363 1752 1850 1848 

Percentage 91 % 44 % 44 % 45 % 79 % 

This implies that the company adjusts the dividend paid based on the required reinvestments in 

regulatory capital. Valuation theory (Dahl, Hansen, Hoff, & Kinserdal, 1997) does also supports this 

approach, where we can calculate free cash flow to equity through the following calculation; 

Net income after tax 

- Reinvestments in Regulatory capital 

= Potential dividend / Free cash flow to firm 

 

Based on this calculation, we estimate the future cash flow to firm to be as follows: 

Table 23 - Free cash flow to equity (FCFE) 

Free cash Flow to equity 2003E 2004E 2005E 2006E 2007E 

DnB 2 279 2 024 1 973 1 732 1 335 

GNO 1 879 1 830 1 691 1 466 1 129 

7.0 Valuation 

To estimate the possible value creation of the bank merger, we have to conduct a valuation of the 

standalone companies before the merger, before comparing it with the value of the combined 

company. The first part will calculate the standalone value of the firms with the assumption of 

individual going concerns, based on the adjustments done in the financial analysis and forecasting, 

before the results are seen in light of the market value of DnB NOR with the in calculated 

synergies. 
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7.1 Cost of capital 

Risk is an element that all companies face in one way or another, and in order to be successful, 

companies need to take calculated risk. Since a company’s shareholders in nature seek to mitigate 

heavy risk, they need to be compensated according to the level of risk they are engaging (Petersen 

& Plenborg, 2012).  

To reflect the risk that shareholders want reward for when investing in a company, we calculate a 

cost of capital. One commonly used method of calculating the cost of capital is the weighted average 

cost of capital (WACC), which seeks to reflect the after-tax cost of debt and equity, related to their 

different total weights of total market value. Critics of the WACC method claim that analysts rely 

too heavily on it especially when valuing risky projects as the cost of capital should reflect the higher 

risk associated with the project. Another problem associated with the method is that it is market-

value based, and not based on book-value. As financial firms are severely more geared than 

traditional industries, and that the value creation on both sides of the balance sheet, this method will 

not be applicable for a bank valuation (Dahl, Hansen, Hoff, & Kinserdal, 1997). This is also more 

discussed in section 3.1, concerning the difficulties in valuation of banks.  

Another method regarding estimation of cost of capital is the capital asset model (CAPM). By using 

a present value method in the valuation, the cost of capital becomes an element that needs to be 

calculated carefully, as the impact of a change in the discount factor will affect the total value to a 

large extent. The basic idea of CAPM is that by holding a broad portfolio of shares, investors will 

only have to pay for the risk that is not possible to diversify away, more commonly addressed as 

systematic risk (Damodaran, 2012). 

CAPM takes use of three variables: the risk-free rate, market risk premium, and the beta. The method 

is presented in the following formula by (Berk & DeMarzo, 2014): 

𝑟7 = 𝑟s + 	  𝛽7 ∗ (𝑟u − 𝑟s)	   

𝑟7 = Investor’s	  required	  rate	  of	  return  

𝑟s = Risk-free interest rate 

𝛽7 = Systematic risk on equity 

𝑟u = Return on market portfolio 

Risk-free interest rate 
The risk-free rate is supposed to represent the return an investor receives on a hundred per cent risk 

free investment. Since no asset is truly free of risk, theory states that one should apply government 
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bonds to represent this rate, as investing in a country’s debt is usually viewed as risk-free. There are 

several approaches to this interest rate, where Tore Johnsen (Dahl, Hansen, Hoff, & Kinserdal, 1997) 

prefers to use a government bond with 3-year duration, as this is more volatile than short-term 

interest rates. One might also use the least volatile rate, a 10-year government bond. However, 

(Damodaran, 2012) argues that the risk-free rate should be measured consistently with how the cash 

flows are measured. Thus, as our measurements are based on denominated NOK, we have chosen 

to obtain the risk-free interest rate for the same currency at the time of the merger, as well as 

choosing a government bond with the duration of five years (Norges Bank - Government Bonds, 

2017) which is 5,36 %.  

Market portfolio risk premium 
The market risk premium reflects the risk the excess return that compensates the investor for the 

additional risk he or she bears by investing in a non-risk-free asset. The risk premium is determined 

by historical estimates and applies an expression of how the expectations for how this value will be 

reliable in the future (Petersen & Plenborg, 2012). This premium represents the risk for the whole 

market, and will remain unaffected by industry conjunctions or short-term variations, which makes 

the estimate stabile and less volatile. Based on the observed market return over the years, Thore 

Johnsen presents a market portfolio risk premium of 6 %. However later he argues that due to the 

modernization of the Norwegian financial industry in the late 90’s, one might assume that the 

premium has been reduced. Therefore, we apply a risk premium of 5 % in this analysis, which is 

moreover the rate Johnsen prefers closer to the merger (Gjesdal & Johnsen, 1999). 

Systematic risk – Beta 
One of the most important elements of the CAPM formula is the beta, which reflects the stock’s 

expected return and how volatile the investment is compared to the market (Koller, Goedhart, & 

Wessels, 2010). The risk represented in beta is undiversifiable risk to the market. A beta value equal 

to zero gives a risk-free investment, while beta below 1,0 implies an equity investment with 

systematic risk less than the market portfolio, accordingly the opposite to when the beta exceeds 1.0.  
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Figure 19 - Historical raw beta DnB 

An estimation of Beta is not directly observable; hence we need to estimate the value based on 

historical data. By using a slope-function in excel, the stock return on DnB is compared with the 

market return on Oslo Stock Exchange Benchmark Index (OSEBX) over the period of 1/1-00 to 

31.12-02 (Yahoo Finance, 2017). We can here observe that the return for DnB are severely less 

volatile than the market portfolio, equaling to a beta raw of 0,69, well below market portfolio risk.  

The observation of return on equity for GNO is however more difficult, as the bank was not listed 

more than six months before the merger. As discussed in 1,4, the equity of a savings bank is what 

we call primary capital certificate (PCC), and the savings banks were not allowed to convert to a 

stock savings bank until 2002 (Oslo Børs - PCC, 2017). Of this reason, we choose not to base the 

beta of GNO merely on six months’ performance, and instead assume that the beta from DnB are 

representative for GNO as well, given the similarity in market and operational risk. 

As a supplementary method to determine equity beta we are able to mathematical calculate the beta 

coefficient by finding the correlation between the project’s and portfolios standard deviation are 

shown below (Damodaran, 2012). 

𝛽 =
𝐶𝑜𝑣(𝑟y, 𝑟P)
𝑉𝑎𝑟(𝑟P)

 

The results from these calculations underlines the results we received from the previous method, 

with a beta raw coefficient of 0,6997, a variance of 0,000168 and covariance of 0,000118. 

There are however some adjustments that can be discussed concerning the usage of beta. When 

calculating a beta value based on historical figures, the analysis will suffer from the risk of using the 

wrong future risk profile. Especially given that the operating market are in a development state, with 
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some uncertainty attached to the future. One recognized approach is the Blume technique (Elton, 

Gruber, & Ulrich, 1978) involves adjusting the beta value towards 1,0, a so-called “mean-reversion”, 

which suggests that return will eventually move closer to the average over time. One might argue 

that based on the maturity of the financial industry in Norway, as well as Europe in general, in 

addition to DnB’s history back to 1822, we could assume that the beta coefficient already is adjusted. 

However, the limited period of data on share prices of DnB and OSEBX makes the underlying data 

somewhat narrow and less reliable, as we expect that the same data for a longer period would give 

different results. To put it in perspective, we obtained two different beta coefficients for 2017, which 

was 0,83 (Yahoo Finance, 2017) and 0,8 (Damodaran, Bank (Money Center), 2017). These values 

are not directly comparable, due to the market changes from 2002 to 2017, as well as Damoradan’s 

beta are for US companies, but they indicate that the raw beta of 0,69 may be too low.  

We therefore apply the Blume adjustment method:  

Adjusted	  beta	   = 	  Raw	  beta	   ∗
2
3
+ 1,0 ∗ 	  

1
3
	  	  	  = 	  	  	  0,699751 ∗

2
3
+ 1,0 ∗

1
3
= 𝟎, 𝟕𝟗𝟗𝟖 

Tax rate  

To calculate the future cash flow, the income needs to be calculated by the appropriate tax rate. Both 

GNO and DnB operates and have their outstanding debt in NOK, hence to keep the analysis 

consistent we are using the tax rate of 28%. In the financial analysis, we used the tax rate when 

calculating profit of the year. Therefore, we also need to adjust the cost of capital for the marginal 

tax rate.   

Calculation of the cost of equity 
Table 24 - Cost of equity 

 

 

 

 

  

Risk free rate 5,36 % 

Market risk premium 5,0 % 

Equity Beta 0,7998 

Tax 0,28 

Equity Cost of Capital after tax 7,9 % 
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7.2 Discounted cash flow to equity model 

The first method we are using is the discounted cash flow model, based on the free cash flow to 

equity. This present value model calculates the fair value of future expected cash flow. The free cash 

flow is calculated in section 6.2, based on a pro forma forecasted income statement, giving us a 

positive present value of the cash flow for the estimation period. 

Table 25 - Discounted cash flow motel - Enterprise value calculation 

Terminal growth 2,0 %         

DnB 1 2 3 4 5 

Free cash flow to equity 2279 2024 1973 1732 1335 

Cost of capital 7,9 % 7,9 % 7,9 % 7,9 % 7,9 % 

Discount factor 0,927 0,860 0,797 0,739 0,685 

Present value FCFE 2113 1740 1572 1280 915 

Present value FCFE forecast 

horizon 6705         

Present value FCFE terminal 

period 16840         

Present value  23545         

      

GNO 1 2 3 4 5 

Free cash flow  1 879 1 830 1 691 1 466 1 129 

Cost of capital 7,9 % 7,9 % 7,9 % 7,9 % 7,9 % 

Discount factor 0,927 0,860 0,797 0,739 0,685 

Present value FCFE 1743 1573 1347 1084 773 

Present value FCFE forecast 

horizon 5746         

Present value FCFE terminal 

period 14238         

Present value  19984         

 

DnB 2002   

  Standalone market value 23 544,78 

  Outstanding shares 770,59 

Price per share 30,55 
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GNO 2002   

  Standalone market value  19 983,84 

  Outstanding shares 86,996 

Price per share 229,71 

    

Total value  43 528,62 

The enterprise value for DnB amounts to 23,5 BNOK, whereas our valuation suggests that GNO 

market value is 19,9 BNOK. The total enterprise value for the combined companies are 43,5 

BNOK, based on the future cash flow to shareholders.  

7.3 Relative valuation  

To ensure validity of our DCF valuation, we chose to conduct a relative valuation, often referred to 

as multiples. If one were to find a set of perfect comparable firms, these calculations would give the 

same enterprise value. There is, however, no such thing as a perfect comparable firm.  

This method is conducted by multiplying the ratio with either earnings or value of equity to see what 

the market is willing to pay for one currency unit of earnings or a share of the equity. The main point 

of applying relative valuation multiples is to compare apples with apples or pears to pears. However, 

the banks do not control these measures, as these only reflect how they are valued by the market 

related to their earnings or book value of equity. In theory, these are just ratios that are used as 

benchmarks to indicate whether a stock is worth buying. Standalone, they do not provide any 

information regarding future growth or if the expected growth can defend the pricing. To assess this, 

one also has to analyze the company’s income statements and management.  

Price/Earnings 

𝑃
𝐸
=

𝑃𝑟𝑖𝑐𝑒	  𝑝𝑒𝑟	  𝑠ℎ𝑎𝑟𝑒
𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠	  𝑝𝑒𝑟	  𝑠ℎ𝑎𝑟𝑒

=
𝑀𝑎𝑟𝑘𝑒𝑡	  𝑣𝑎𝑙𝑢𝑒

𝐴𝑛𝑛𝑢𝑎𝑙	  𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠
 

P/E is applied for calculating a company’s market value relative to its earnings. The ratio is supposed 

to reflect the price the investor must pay to receive one currency amount of the company’s earnings. 

According to analysts, this ratio is the one that is applied the most out of the key ratio figures (Parr, 

2014). 

A high P/E relative to its competitors suggests that investors are willing to pay more for the 

company’s earnings as they expect higher earnings in the future. A low P/E could indicate that the 
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company is either undervalued or has been outperforming its peers with higher earnings relative to 

its price. 

Price/Book 

𝑃
𝐵
=
𝑀𝑎𝑟𝑘𝑒𝑡	  𝑣𝑎𝑙𝑢𝑒	  𝑜𝑓	  𝑒𝑞𝑢𝑖𝑡𝑦
𝐵𝑜𝑜𝑘	  𝑣𝑎𝑙𝑢𝑒	  𝑜𝑓	  𝑒𝑞𝑢𝑖𝑡𝑦

=
𝑃𝑟𝑖𝑐𝑒	  𝑝𝑒𝑟	  𝑠ℎ𝑎𝑟𝑒

𝑇𝑜𝑡𝑎𝑙	  𝑎𝑠𝑠𝑒𝑡𝑠 − 𝐼𝑛𝑡𝑎𝑛𝑔𝑖𝑏𝑙𝑒	  𝑎𝑠𝑠𝑒𝑡𝑠	  𝑎𝑛𝑑	  𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 

P/B is a good indicator that is commonly used in bank valuation. Experts and analysts widely use 

this to assess the core capital structure of the bank. A solid core capital indicates that banks are 

robust, and have a better buffer under bad periods with high losses on loans or general economic 

recessions.  

The ratio reflects if the investor is paying too much for the share and what would be left if the 

company went bankrupt. As market values usually are above book values, this results in a ratio 

above 1. Under special occasions such as financial distress or bankruptcy, the ratio can drop below 

1. A price/book below one may seem tempting to investors, as one pays less than 1 per 1 of equity.  

For financial service companies in Norway operating under normal circumstances, the average 

price/book has remained between 1,0 and 2,5 (Øksnes, 2012). And after examining the peer banks, 

we found these multiples: 

Table 26 - Peer multiple comparison 

MULITPLE VALUATION OVERVIEW 

Banks P/E P/B 

DnB 10,800 1,080 

GNO  13,160 1,150 

Nordea/Nordea 14,000 1,030 

Danske Bank 10,400 1,430 

Handelsbanken 11,000 1,540 

Average 11,872 1,246 

 

We also found that DnB and GNO’s EPS in 2002 were 3,0 and 17,25, respectively, which provided 

us with the P/E value of: 

DnB:  (3,0 EPS * 11,872 P/E)   * 770,59 outstanding shares = 27 445 

GNO:  (17,25 EPS * 11,872 P/E)  * 86,996 outstanding shares = 17 816 
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Table 27 - Equity per share 

DnB GNO 

Total equity 26 117 Total equity 16 235 

Shares 770,59 Shares 87,00 

Equity per share 33,89 Equity per share 186,62 

This gives us the P/B values of: 

DnB:  (33,29 Eq/Share * 1,246)  * 770,59 outstanding shares = 32 542 

GNO:  (186,62 Eq/Share * 1,246)  * 86,996 outstanding shares = 20 229 

7.4 Summary of valuation 

After conducting the different valuation methods, we observe some deviances across the methods, 

as well in comparison to the market value (stock price at before the merger * outstanding shares). 

The present value model provided a combined value of 43, BNOK, which is approximately 1 BNOK 

less than the market value as of December 31st, 2002. This gives us the indication that the stock 

prices might be overvalued at the time, given that the assumptions we have taken are correct. The 

relative method estimates the fair value of the firms to be above the market price, where the valuation 

method of the P/E method gives the closest result.  

Table 28 - Enterprise value method compared 

Valuation method P/E P/B Market value FCFE 

DnB 27 445 32 542 24 967 23 545 

GNO 17 816 20 229 19 749 19 984 

Total value 45 261 52 771 44 716 43 529 

8.0 The parties’ own valuation of DnB NOR 

This chapter will cover the separate parties’ own valuations that were the foundations of the merger 

of DnB and GNO. First, the merger remuneration that was accepted at the companies’ respective 

general meetings will be explained, and what this implicitly values the merged company at. 

Thereafter, the companies’ own expectations for synergy gains will be presented. 
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8.1 Valuation based on agreed merger remuneration 

In the deal that was announced on March 18th, 2003, the parts indicated that this was a merger of 

two equals. After the Norwegian Public Limited Companies Act, this was a merger that conditionally 

relied upon 2/3 majority in the general meeting (Lovdata - Lov om allmennaksjeselskaper, 2017), 

whereas it is accounting wise was considered an acquisition of GNO. The actual transaction was 

constructed such that the shareholders of GNO would receive 6,2 DnB shares and a cash 

remuneration of 23 NOK per GNO share. The cash remuneration was later increased to 43 NOK per 

share, whereas the exchange relation of shares remained the same. This merger remuneration was 

accepted by both parties, and applied under the completion of the transaction. DnB also informed 

that they were to issue 539,4 million new shares. 

To reach a market value of DnB NOR based on this merger remuneration, it will be natural to apply 

the stock price of the DnB share in the time around the announcement of the merger. Together with 

the agreed cash remuneration, this will provide an insight into how the parties themselves valued 

DnB NOR pre-merger. The main question is what point in time should be applied for the valuation, 

meaning what stock price that should be used to estimate the market value of the companies.  

It would be natural to apply the stock price as close as possible to the merger announcement, as this 

represents the market’s most updated view of the value of the company on an independent basis. A 

challenge regarding this, is that the stock price even before the merger was affected by a possible 

merger. From the discussion previously, banks in general and especially the Nordic market were in 

the middle of a massive consolidation period. The DnB and GNO merger was by many considered 

a viable option that could become realistic, and speculators may therefore have drove the stock price 

either above or below the level of what the market really valued them at. To decide upon this matter, 

it will be useful to look at how the share prices were moving in the period before the announcement. 

By comparing the share prices of DnB and GNO relative to other listed companies in this period, it 

will be possible to see whether there are other circumstances that affect the share price development 

of a company. 

Another question to ask is what point in time the companies’ separate valuations corresponds the 

most to our valuation. In the presentation, as of March 18th, 2003, the financial key numbers are 

based on temporary pro forma numbers for 2002 (DnB - GNO merger presentation, 2003). 

Additionally, it looks as the companies have completed a satisfying due diligence before the 

announcement, which indicates that it has been done over a certain period. To adjust for short-term 

deviations in the share price, it could be reasonable to look at the share price over some time to reach 

a representative expression of the market value of the merged company. 
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Share price before the announcement of the merger 

From the material presented on the March 18th, 2003, it states that the merger was originally 

announced on March 12th, 2003. Before we determine what stock price to apply for the valuation, it 

will be necessary to look at how the stock price developed in the days before the merger. The graph 

below illustrates the price development for DnB, GNO and the OSEBX throughout March 2003 

(Yahoo Finance, 2017). The numbers are based on closing prices and March 3rd, 2003 is set at a start 

date. By indexing the numbers with 100 as a reference point, we are able to see their relative 

development over the period.  

 
Figure 20 - Share development around the announcement 

This graph shows that the development was relatively flat with a slight decline for both companies 

and OSEBX in the first half of March 2003, whereas the share price of DnB and GNO increased 

substantially after the announcement. Meanwhile, we observe that the benchmark index had 

significantly less deviations over these days, which underlines the conclusion that the merger was 

the main driver for the share price evolution in this period. The size of DnB and GNO suggests that 

OSEBX should be affected in a positive direction when the share price for these companies increase 

as much as they do over this period. Based on this discussion, it will be natural to apply the share 

price as of March 12th, 2003 as a basis for the valuation.  

The closing price of the DnB share was 26,30 NOK and the number of shares outstanding were 

770 590 475 at December 31st, 2002, which gives an overall market value of 20,3 BNOK (DnB - 

Annual report 02, 2003). Using the agreed exchange relationship of 6,2 shares DnB shares per GNO 

share, 539,4 billion shares to be issued and a cash remuneration of 43 NOK, this gives us an 

estimated market value of GNO on 17,9 BNOK. In total, this gives us a market value of 38,2 BNOK. 
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Table 29 - Market value per 12.03.2003 

Valuation based on share price per 12.03.2003 

DnB   

Closing price kr 26,30 

Outstanding shares 770,59 

Market value kr 20 269,07 

Exchange relation 6,20 

Cash remuneration kr 43,00 

Outstanding shares GNO 87,00 

New DnB shares 539,40 

Value of share trade kr 14 187,42 

Value of cash remuneration kr 3 740,85 

Market value GNO kr 17 928,27 

Market value DnB NOR kr 38 197,34 

Do notice that this market value implicitly considers the expected synergies through the exchange 

relation, even though the estimation does not state how this is split up among the shareholders. The 

increase of cash remuneration from 23 to 43 NOK indicates that the shareholders of GNO have 

received an increased share of these gains as the value of these shares grew higher during the merger 

process. 

Average estimation of share prices 

As mentioned earlier in the external analysis, the development of the international economy was 

weak towards the end of 2002, and this development grew stronger into 2003 following the US 

attacks in Iraq. This caused a further reduction of interest rate levels and falling stocks all over the 

world. With other words, there were several external factors affecting the share prices of DnB 

negatively in the period around the announcement of the merger. 

The figure below shows the development of the DnB and GNO share in the period of September 

2002 to March 2003 compared with how the benchmark index performed over the same period. The 

graph shows a coinciding development of the DnB and GNO share and OSEBX over the period up 

until the merger in the middle of March (Yahoo Finance, 2017).  
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Figure 21 - Stock price development Sept.02 - March.03 

From the merger prospect, both parts apply different valuation models to adjust the market values 

of the companies, amongst assessing the value adjusted equity, present value estimation of future 

dividend capacity, and valuation of the companies’ life insurance business based on embedded value 

(DnB - Embedded Value Vital 02, 2003). At this time, the annual accounts for 2002 were not 

completed, but each party were of course aware of their own financial situation over the last couple 

of months before the terms of the merger were presented.  

To adjust for estimation bias, we have estimated alternative market values of DnB NOR, assuming 

the number of outstanding shares remained constant over the period. This is based on average share 

prices for respectively the last four, eight and twelve weeks. 

 
Figure 22 - Market value sensitivity 
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The figure illustrates that the total value of DnB NOR varies from 38,2 BNOK to 44 BNOK based 

on an average share price over the last 12 weeks. Based on the descending development of stock 

prices caused by the downturn in world economy, it is natural that the market value of the merged 

entity increases with the length of period for average estimation. This indicates that external 

relations, including the negative development in the world economy, is one of the main explanations 

for the relatively large variation in market value that appears. 

9.0 Realization of synergies 

9.1 Organization of the integration work 

The synergy effects that were communicated to the market in regard to the merger prospect in April 

2003 were based on an overall walkthrough within the different business areas. After the merger 

were accepted by the government towards the end of 2003, the companies initiated an integration 

process whereas the synergies were concretized and anchored for the respective leaders. According 

to the company, detailed implementation plans were prepared within each business area. An 

independent integration committee was appointed, which had the overall responsibility for the 

integration process. This committee was led by group CEO Svein Aaser, and was consisting of 

among other the DnB NOR chairman of the board, group management and employee 

representatives. Synergy effects obtained were monthly measured and status was reported in the 

CEO meeting every 14th day (DnB NOR - Annual report 03, 2004).  

A key factor of the integration work was the cooperation between the groups’ management and 

representatives. In addition to the integration of IT systems, staff cuts were one of the most important 

drivers behind the synergy gains. It was a stated goal that the staff cuts would be completed through 

natural attrition as much as possible. A large share of the reductions was planned within the bank 

offices where the average employee age presumably was high. The management put much weight 

on the cooperation with the group representatives in its external communication, both when it was 

concerned with staff cuts and appointment of new leaders. Further, a project organization was 

established to ensure planning, completion and overseeing the IT-integration which was the other 

main area of cost savings (DnB NOR - Annual report 04, 2005).  

The rest of this chapter will assess what synergies were actually realized in the merger, as well as 

look at how this has affected the profitability of the merged company. Further, a comparison of the 

profit developments in DnB NOR and other Nordic financial groups in the years after the merger 

will be done. 
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The availability of information regarding the integration work and details around the realization of 

synergies are limited. Except from the material presented in the merger prospect as of 2003, the 

analyzes in this chapter is based on the companies’ own reports of gains in quarter- and annual 

reports in the period of 2003-2007.  

9.2 Timeframe for synergy realization 

As part of the presentation of the expected synergies in the merger prospect, the parties put forward 

an overall schedule for the cost savings (DnB and GNO - Merger prospect, 2003). The plan assumed 

that 30% of the net savings of 1 360 MNOK should be realized in 2004, 60% in 2005, 90% in 2006 

and full effect as of 2007. Thus, they assumed the cost savings and revenue losses to occur at the 

same time. 

 
Figure 23 - Accumulated synergies 

The schedule for procedure of the merger was made in April 2003, when it was still unclear whether 

the merger would become a reality or not. At this time, the companies expected the merger to be 

processed by the respective general meetings in May 2003, and that the new shares would be listed 

during 4th quarter 2003. The new DnB NOR share was listed on Oslo Stock Exchange on December 

5th, 2003.  
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9.3 Reported synergies 

Annual cost savings 

The graph below summarizes the development of reported cost savings for DnB NOR from the 

integration work that was initiated in 2003, and is based on annual reports in the period 2003-2007: 

 
Figure 24 - Reported cost savings 

The graph shows that the target of annual cost savings of 1 760 MNOK was reached already in 2006. 

According to the group’s quarter reporting, it was completed during the second quarter of 2006, 

under three years after the merger was accepted and the actual integration work could be initiated 

(DnB NOR - Q2 report, 2006). The most significant share of the cost savings was completed during 

2004 and 2005, respectively 35% and 56% of total savings. 

As discussed earlier, employee reductions were one of the main drivers of the cost savings. The 

development of number of full time employees shows that a relatively large share of the staff cuts 

was completed in 2004 and 2005 following the consolidation of the office network. In total, the 

overall target of 1 630 employees cut were reached by Q2 2006, at the same time as the integration 

work was finished. 
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Figure 25 - Reported staff cuts 

The group reported 93 MNOK in cost savings in 2003, mainly due to staff cuts. Due to the NCA’s 

notice that they might prohibit the companies from initiating the integration work before the 

authorities’ grant was given, they had to wait until this was given. Pending this grant, both DnB and 

GNO introduced a hiring stop during the beginning of the second half of 2003. The staff cuts started 

once this grant was given by the authorities, and 178 FTEs left in 2003.  

Additional cost savings of 612 MNOK were reported in 2004, totaling 705 MNOK so far. The bulk 

was realized within retail banking by the work of coordinating and rebrand the branch office 

network. Out of 193 branch offices, 70 received a new DnB NOR profile in 2004. Also, a 

coordination of products and prices across the companies were introduced. New web pages were 

also established in addition to common customer support for both private and corporate clients. 

Other savings are amongst concerned with the integration of DnB NOR Markets and by the merger 

of Vital Forsikring and Gjensidige NOR Forsikring in 2004 (DnB NOR - Annual report 04, 2005). 

Further, the concession terms that the NCA had stipulated were completed throughout the year, 

including the sale of the remaining Elcon Finans, Postbanken Real Estate and Gjensidige NOR 

Fondsforsikring. Total staffing reduction for the group was 869 employees, whereas 800 of these 

were reported as synergies.  

In 2005, the group reported further cost savings of 987 MNOK, totaling 1692 MNOK. A significant 

share of these were concerned with co-localizing and rebranding the office network, which was 

finished during 2005. In total 53 bank offices were co-localized during the year, in addition to that 

all offices received the new DnB NOR profile. The group also completed a few larger IT-integrations 

during the year, where the customers also received access to an integrated internet bank solution. 

Another 623 FTEs were removed and reported as synergies.  
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The integration of DnB and GNO was completed during second quarter of 2006 by another 63 

MNOK in reported cost savings. This included the remaining integration activities in the IT-area, 

involving the transition of all accounts belonging to GNO were moved to DnB NOR’s new system. 

Compared with the original integration plan, the synergies were realized faster than planned. On 

beforehand, the aim was that 90% of the annual synergies should be completed during the end of 

2006, whereas 100% was actually realized before the end of second quarter 2006. 

 
Figure 26 - Planned vs actual cost savings 

Restructuring costs 

The group had total provisions for restructuring costs of 1 860 MNOK, shared equally between both 

banks. Technically, half of the total amount was held as provisions in the balance by the start of the 

integration work, whereas another provision for the remaining amount was made in 2004. The 

provisions for restructuring costs were made by the DnB NOR board in March 2004 (DnB NOR - 

Annual report 04, 2005).  
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Figure 27 - Restructuring costs 

Restructuring costs of 828 MNOK accrued in 2004, whereas 55% were concerned with staff cuts. 

Other expenses are related to the integration of common IT-systems, information to the market in 

additional to co-localizing and rebranding branch offices. In 2005, the restructuring costs amounted 

to 764 MNOK, distributed to 311 MNOK on IT, 295 MNOK on staff cuts and 88 MNOK on real 

estate. Further restructuring costs of 205 MNOK were reported in 2006, whereas 118 MNOK were 

related to employee reductions and 72 MNOK on IT.  

If we assume that the costs of 74 MNOK in 2004 are related to staff cuts, as 178 employees were 

reportedly removed in 2003, about 50% of the total restructuring costs have been deployed in cutting 

employees. This is somewhat lower than the share of 63% which was estimated in the beginning.   

9.4 Profit development in the years after the merger 

Another aspect that is important to assess is how the merger has affected the profit development of 

the companies. By analyzing the fulfillment of synergy effects, we are only able to provide insight 

into parts of the merger, as this is not the main objective of the merger. The next chapter will consider 

how the development in profits and costs has been over the post-merger period between 2003 and 

2007, and will consist of numbers collected from annual reports in the period. 

  



100	  |	  P a g e 	  
	  

Overall development in income and profitability 

 
Figure 28 - Normalized profitability 

The group’s incomes have grown from 19,5 BNOK in 2002 to 31,6 BNOK in 2007, which represents 

an annual growth of 10% on average. Parallel to this, the reported operating margins before credit 

losses has increased significantly from 34% to 48% in 2007. The 2002 numbers are consolidated as 

if the merger had taken place. 

As discussed previously, banks’ profitability is highly depending on lending volumes and net interest 

rate margins. The graph below shows that DnB NOR has had a solid growth in its lending volume, 

at the same time its net interest rate margin has fallen from 2.77% in 2002 to 2.14% in 2007. 

Everything else alike, a falling interest rate margin has a negative effect on the operating margins, 

which indicates that the profitability development of DnB NOR is due to other concerns than interest 

rate margins. It should be added that an increasing share of banks’ incomes stem from other 

operating incomes such as fees and commission income.  
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Figure 29 - Lending volume and interest rate margin 

Development of certain cost components 

DnB NOR has not provided information in their reports regarding how the realized the cost savings 

are distributed over different cost types. However, it is reasonable to believe that a significant share 

is concerned with lower salaries and personnel expenses caused by fewer employees in addition to 

lower IT-costs. 

The graphs show the development in salaries and personnel expenses in addition to EDB costs in 

the period of 2002-2007. Total salaries and other personnel expenses went down from 2003 to 2004, 

but has been increasing both in absolute numbers but also relatively to total income since then. In 

2007, the costs made up 30% of total income which was the same relative share as they did before 

the merger. For comparison, the relative share was 26% in 2004 and 27% in 2005 – in the period 

right after the merger. The group justifies the relative increase by wage growth and higher pension 

costs due to an older group of employees.  
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Figure 30 – Wage- and personnel cost 

Regarding IT, the relative share of EDB costs have gradually decreased from 6,5% in 2002 to 5,1% 

in 2007, which indicates a steady cost base. Total EDB costs totaled 1,3 BNOK in 2002 compared 

with 1,6 BNOK in 2007.  

 
Figure 31 - EDB cost development 

9.5 Profitability development in comparable companies 

To assess the overall effect of the reported cost savings that this merger generated, it will be 

interesting to analyze how comparable companies have performed over the same period. This will 

provide insight into whether the merger has a standout effect on performance, or if it is market 

conditions that impact the whole market. The assessment of DnB NOR is therefore supplemented 
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with analyses of Nordea, Danske Bank and Handelsbanken to determine how the profitability 

development has been compared to its competitors. As discussed in the Porter analysis under 

Comparable companies in the Financial analysis, the size differences before and after the merger are 

like night and day, and it will therefore be logical to compare DnB NOR with the Nordic giants as 

these have undergone similar aggressive expansion strategy over the period. 

There are several relations that affect the profitability of the respective banks. Amongst there has 

historically been different capital adequacy demands in different countries, in addition to the fact 

that the competition varies from country to country. Geographical differences make the branch office 

network unlike, which has a significant impact for the cost levels of the banks. Over the period, most 

actors have had an expansion strategy, meaning that mergers and acquisitions affect most actors. It 

is beyond this report’s scope to complete a comprehensive analysis of these causations. However, 

the purpose is to assess the significance of the cost savings that were realized the DnB NOR merger.  

Selected companies 

The graph below shows income and operating margins before credit losses for Nordea (Nordea - 

Annual report 02, 2003), Danske Bank (Danske Bank - Annual report 02, 2003), DnB (DnB - Annual 

report 02, 2003) and Handelsbanken (Handelsbanken - Annual report 02, 2003) in 2002. The 

turnover is recalculated to NOK based on given exchange rates, respectively 1 SEK = 0,9 NOK, 1 

DKK = 1,1 NOK and 1 EUR = 8 NOK. These exchange rates are also applied in later analyses. 

 
Figure 32 - Income and operating margin 2002 

In 2002, Nordea was the largest Nordic financial group with income above 45 BNOK. Their business 

is distributed over all Nordic countries, with a larger share in Sweden, Denmark, and Finland than 

in Norway. However, Nordea is the largest competitor of DnB NOR in Norway. Danske Bank had 
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a turnover of almost 30 BNOK, mainly generated in its domestic market. Fokus Bank is included in 

the calculation of the numbers, with its contribution of 1,7 BNOK. Handelsbanken was with its 19,5 

BNOK turnover equally sized with DnB NOR. Reportedly 80% of their income was generated in 

Sweden.  

In 2002, the operating margin varied from 33,8% in DnB NOR to 49,8% in Handelsbanken. Hence, 

we can state that there are large differences in the profitability of the Nordic banks, even though 

they were all considered the giants of the Nordic financial industry at this time.  

Development of incomes and operating margins 

A comparison of the companies over the period from 2002-2007 shows that all companies have 

increased their income over this period. DnB NOR (DnB NOR - Annual reports 03-07, 2008) and 

Danske Bank (Danske Bank - Annual reports 03-07, 2008) have had the strongest development over 

the period, with an average increase in income of about 12% annually, whereas Handelsbanken 

(Handelsbanken - Annual reports 03-07, 2008) has the weakest growth averaging 5% annually. The 

relative relationship of strength has therefore not been significantly changed over the period. 

 
Figure 33 - Income development 

A corresponding analysis of the development of operating margins before loan losses shows that the 

development has been more complicated than the increase in incomes. Overall, we see that the 

relative profitability development has become more equal over the period. In 2002, Handelsbanken 

as the most profitable one had an operating margin of 50%, whereas DnB NOR and Nordea as the 

least profitable ones had 34% in operating margins. In 2007, the differences in profitability are 

reduced to 10%, with Danske Bank as the least profitable one. As expected, it was the least profitable 
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banks that have had the strongest growth over the period, whereas Handelsbanken as the most 

profitable one has had a downturn in profitability since 2005.  

 
Figure 34 - Operating margin development 

For DnB NOR, we remark a significant improvement in profitability measured by operating 

margins. In 2007, we see that they have bypassed Handelsbanken as the most profitable one of their 

competitors. This coincides with the massive cost savings that the merger generated in 2004 and 

2005, even though the profitability has had a marginal decline since then due to the high wage 

growth and higher pension costs. Nordea’s profit development can be viewed in light of the creation 

of the group over the period 1997-2001 by the consolidation of independent banks in Sweden and 

Norway. Due to Nordea’s annual reports, these consolidations generated synergies of 340 MEUR 

by the end of 2003. The immediate cost savings are likely to have been lower relative to DnB NOR 

due to less overlapping businesses and therefore lower staff cuts. Instead, Nordea have been focusing 

on integration of internal processes and systems to reduce costs and release resources for further 

development of the group (Nordea - Annual report 01, 2002). 

Danske Bank increased the operating margin from 45% in 2002 to 50% in 2003, assumably due to 

the merger with RealDanmark. Danske Bank realized synergies of 1,8 BDKK in 2001 and expected 

to reach 2,2 BDKK by 2003 (Danske Bank - Annual report 01, 2002). Thereafter, the margins have 

been decreasing slightly, especially in 2007 primarily due to integration costs of 2,1BDKK related 

to the acquisition of Sampo Bank (Danske Bank - Annual report 07, 2008).  

It should be added that all companies have gone from reporting in national accounting standards to 

IFRS reporting over the period. The numbers are therefore presented as IFRS numbers from 2004 

for all companies analyzed.  
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The graph below illustrates the banks relative operating margin improvement over the period, 

indexed by a reference value of 100 in 2002. 

 
Figure 35 - Indexed operating margins 

This analysis underlines the fact that DnB NOR and Nordea have had the strongest growth over the 

period, with index values of respectively 141,67 and 140,33 in 2007. Both companies have been 

going through comprehensive integrations phases that have generated significant synergies over the 

period. Danske Bank also completed an equivalent acquisition in 2000, with a positive effect over 

2001-2003, whereas the growth in Handelsbanken mainly can be viewed as internal organic growth 

without large changes in operating margins over the period. Handelsbanken was already in 2002 at 

a substantially higher level than the other companies, minimizing the potential for profitability 

improvement relative to the other banks. 

9.6 Summary of synergy realization 

The projected synergies were estimated in the beginning of 2003, and were estimated to be realized 

by the end of 2006, with a full effect as of 2007. As we can see from the analysis above, DnB NOR 

realized all expected synergies by Q2 2006. Their implementation strategy can hence have said to 

have been successful. The integration work has been efficient, as most the synergies were generated 

in 2004 and 2005.  

When we assess the profitability of DnB NOR in the years after the merger, we find that they have 

both increased their income and operating margin. This indicates that the company has become more 

profitable. Compared to its competitors, DnB NOR had the highest growth both in operating margin 

and income increase.  
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When we review the synergies reported and profitability over the post-merger period, we see that 

the group has had a strong growth after the merger.  
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10.0 Conclusion 

In the thesis, we set out to assess the merger of DnB and Gjensidige NOR and its effect on 

company performance. One of the purposes of this master thesis has been to estimate the market 

value of the standalone companies DnB and GNO before the consolidation of the companies in 

2003. Our independent estimation shows that DnB was worth 23,5 BNOK and GNO was worth 20 

BNOK by March 12th, 2003. This is somewhat lower than their respective market values and what 

multiples priced them at.  

Depending on what date the share price was set as a basis, the merger document shows that the 

companies valued the merged consolidation between 38,2 BNOK and 44 BNOK. In this 

agreement, the shareholders were remunerated for the expected synergies that the merger was 

expected to realize through cash remuneration and share exchange. The general assumption is that 

a merger generates an economic gain, whereas the total value of the merged entity (company AB) 

exceeds the standalone value of the two companies (company A + company B). When we assess 

DnB NOR’s relative performance towards its competitors both before and after the merger, we see 

that DnB NOR has had higher income increase and a stronger profitability development compared 

to their competitors. The closing price of DnB NOR at December 31st, 2003 shows that the merged 

company had a market value of 58,1 BNOK. Their market value development after the merger also 

support the hypothesis that 2+2=5, and that the merger has generated an economic gain.  

Further, we wanted to analyze the rationale behind the merger. From the strategic analysis, we 

discovered that the economic outlooks were poor both in Norway and the world economy, due to 

the economic recession. As the financial service industry had been undergoing a consolidation 

trend for some period, and as markets were becoming increasingly integrated, it was a natural 

choice to run an aggressive expansion strategy to protect profits and market shares. As DnB and 

GNO were currently the two largest banks in Norway, a consolidation of these would be able to 

compete with dominant international competitors entering the market.  

The third part of our thesis was to look at the realization of synergies that were projected for the 

merger. According to the merger prospect, the synergies were expected to be realized by 30% in 

2004, 60% in 2005, 90% in 2006 and by full-run effect as of 2007. Due to an efficient integration 

phase, DnB NOR could realize all synergies within Q2 of 2006, including staff cuts and reported 

cost savings.  

The final part of the problem statements was how the merger affected DnB NOR’s performance 

post-merger from a 2017 perspective. By the financial analysis, we found that there was significant 
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room for improvement compared to its competitors. The analysis of their performance after the 

merger indicated that DnB NOR increased their incomes and raised their operating income more 

than their competitors.  

Conclusively, our findings indicate that the merger was a success as the parties’ expectations for 

consolidation gains were realized. This is supported by the strong profit development that followed 

the merger.  
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11.0 The merger from a 2017 perspective 

DNB has over the years grown to become of the most influential and respected companies in 

Norway. The financial conglomerate operates more business areas than ever before, housing 

approximately 4000 employees in their three-building-

complex headquarter located in “Barcode”, in the center of 

Oslo. The bank is ranked as the most wanted workplace for 

business graduates the last several years, in addition to 

dominating all entertainment channels in the country 

through sponsorships and events.  

It is always hard to quantify a merger like this, as the 

evolution of the economy can determine whether a business 

is successful or not. However, what is certain, is the fact that 

the banking industry would have been dominated by large, 

international actors, have this merger not taken place.  

As many other large corporations, DNB are in 2017 heavily 

investing in technologic innovation. One of the main focus areas is their payment solution “VIPPS”, 

intensively competing with Danske Banks’s “Mobile Pay” for market shares. The app was 

downloaded 1,8 million times during the first year, and are now being used by 50 % of the adults in 

Norway. Even though DNB does not gain a profit on this solution yet, it clearly shows the kind of 

power and brand influence they have on the Norwegian consumers.  

DNB Group generated in 2016 a profit of BNOK 19 251, with a share price at year-end of 128.40 

and a cost per NOK income of 40,9 %. All figures are obviously a significant improvement from the 

estimation period in the analysis, but as we observe in the figure below, DNB’s market value has 

also had a relatively stronger development than their competitors in the years after the merger, 

indexed with a reference point of 100 as of December 31st, 2003.   
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This indicates a healthy development, as a result of many good decisions and probably also the 

choice of merging with the largest savings bank in 2003. 
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Appendix 1 – DnB Income statement 

 



125	  |	  P a g e 	  
	  

Appendix 2 - DnB Balance sheet 
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Appendix 3 - Gjensidige Income statement 
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Appendix 4 - Gjensidige Balance sheet 

 

Appendix 5 - Historical growth variables 

Customer deposits 

Growth 1999 2000 2001 2002 

DnB 58,04 % 2,65 % 9,20 % 45,50 % 

GNO 31,32 % 6,74 % 9,77 % 13,38 % 

Customer loans 

Growth 1999 2000 2001 2002 
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DnB 23,87 % 11,36 % 8,91 % 1,28 % 

GNO -0,95 % 8,07 % 10,57 % 7,37 % 

 

 

Appendix 6 - Asset under management and total income comparison

 

Appendix 7 – Historical return on Equity 
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Appendix 8 - Sick absence report 
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Appendix 9 - Overview commercial vs savings banks - customer deposits 

Commercial banks 1998 1999 2000 2001 2002 

Den norske Bank  108 139   170 900   175 430   191 575   278 748  

Kreditkassen (Nordea)  78 238   91 946   106 468   104 332   190 917  

Fokus Bank  22 694   23 243   27 622   26 848   49 691  

BNbank  6 261   7 222   8 821   10 488   33 362  

Nordlandsbanken  8 079   8 927   9 542   11 140   24 177  

VÅR Bank (Bank 1 Oslo)  10 166   10 453   8 895   9 396   13 390  

Finansbanken  5 853   5 604   8 381   7 421   13 537  

  239 430   318 295   345 159   361 200   603 822  

Growth  32,94 % 8,44 % 4,65 % 67,17 % 

      

Savings banks 1998 1999 2000 2001 2002 

SPAREBANKEN NOR (GNO) 70250 92 252 98 468 108087 122544 

SPAREBANK 1 SR-BANK 16 547 18 045 21 022 22900 26716 

SPAREBANK 1 NORD-NORGE 14 277 14 504 17 402 18499 20249 

SPAREBANK 1 VEST 14 665 15 788 17 828 19410 19082 

SPAREBANK 1 MIDT-NORGE 13 687 15 253 17 374 17913 22257 

SPAREBANKEN MØRE 8 102 9 764 10 504 11774 12274 

SPAREBANKEN HEDMARK 9 442 10 394 11 515 13063 13895 

SPAREBANKEN SØR 7 101 7 527 9 147 9189 10363 

SPAREBANKEN PLUSS 3 948 4 357 5146 5719 6786 

  158 019   187 884   208 406   226 554   254 166  

Growth  18,90 % 10,92 % 8,71 % 12,19 % 
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Appendix 10 – Income development and operating margin post-merger 
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Appendix 11 - Table of synergies per business area 

Distribution of synergies per business area 

 

Cost 

synergies 

Revenue 

losses 

Net 

synergies 

Head count 

reduction 

Restructuring 

charge 

Retail 745 -180 565 740 365 

Corporate 240 -140 100 300 220 

Markets 170 -30 140 110 180 

Asset Management 110 -20 90 70 175 

Life/Pension 50 -10 40 135 75 

IT 175 -20 155 45 500 

Group 

Services/Payments 175 0 175 150 170 

Group Staff/Other 95 0 95 80 175 

SUM 1760 -400 1360 1630 1860 

 

 


