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Abstract 


Background: 


Privatization of State Owned-Enterprises (SOE) and the characteristic of the new owner have been 
 debated over time; however Goldman Sachs purchase of Dong shares has re-heated the discussion. The 
 paper examine the possible value creation with Private Equity (PE) as a co-owner in the privatization 
 process of SOEs in Denmark, when value is understood as both public interest as well as economic profit. 


To investigate the value creation and the effects of the ownership, TDCs privatization process is used as a 
 case to study the effects ownership and privatization of a SOE. The liberalisation of the communication 
 service market and the governmental reasons for liberalization/privatization is measured 20 years after 
 the beginning of the process.   


Results: 


TDC have increased its value over time and keep a high market share of the market. The development 
 from a state company to a public company has shown increase in efficiency and ratios especial the first 
 years. The PE fund National Telephone Company (NTC) bought in 2005 89% of the shares in TDC and 
 focused on changing ratios for TDC by increased leverage and pay out high dividends. This strategic 
 increase the financial drivers and lowered the operation drivers. The employees were reduced with 48% 


and the company was at level with comparable companies.   


The public interest in mainly a high competitive communication service market and universal service 
 supply for the whole country has since the privatization work at a security for the public interest. With 
 Denmark’s geographical change to less people in the “outskirts Denmark” the cost for TDC to live up to t 
 new requirements of universal services, have challenged the public interest of equal access for all.   


Conclusion: 


PE can work as a value creation co-owner as long as there is a clear exit strategy for the Public Private 
Partnership on Equity. PE has focus on economic profit and not on long term public interest. After a partial 
ownership of the SOE, it is expected to be prepared for the private market and unnecessary activities are 
sold off.
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1 Introduction


State-owned enterprises (SOE) have been debated increasingly in Denmark over the last year. In 
 particular, the 19% share sale of Dong Energy (Dong) to Goldman Sachs (GS) has divided the Danish 
 coalition government between Social democrats and Danish Social Liberal Party on one side and the Social 
 Peoples party on the other.   


The debate was mainly concerning the buyer, GS, and not the very of selling a part of the company. GS 
 had after the financial crises got a bad reputation, which have been the main issues in the debate 
 together with the possible tax loss. Interestingly, the debate was not centred on GS potential valuable 
 contributions to Dong as a company. Rather, the main issue of discussion was Goldman Sachs’ bad 
 reputation obtained during/prior to the financial crises. GSs has industry knowledge, which the company 
 is expected to apply/use as an active investor, just as any other Private Equity (PE) investor. As a 


shareholder GS is given veto rights on important decisions and can thereby use its influence in Dong, even 
 though GS is a minority shareholder. GS brings in important CG (CG) skills and energy investment 


knowledge into the boardroom. When PE investors step into a company, several studies have pointed out 
 that they create value through tight control, through CG, and other strategic characteristics. This kind of 
 CG is hard for the Ministry of Finance to maintain.  


Before the sale, the Danish Audit Department criticized the Ministry of Finance for bad control of Dong 
 and the risk management of Dong (Ussing, 2013). The Dong case asks the important question of what 
 creates value for an enterprise and how does it change when the state is the owner? SOEs are often 
 created due to sector political issues and are partial/fully privatized to make competition on a market 
 beneficial to the costumer. TDC and the communication service market is an example of a SOE with 
 monopoly, where the PE constellation is used to fulfil multiple objectives, in other words: Objectives and 
 public interest as well as economic profit.  TDC has had different ownership structures since it became a 
 SOE in 1990, which can explain the variation in strategy and value creation over time and is a good general 
 case of the privatization process  


PE funds are usually the main PE contributor. PE funds collect private capital to invest in ownerships of 
firms outside the public market. PE funds have been the main object for studies of PE performance and 
return. When comparing PE results with the environmental development of the market, it is possible to 
evaluate the reasons for privatization.  
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1.1 Research Question 


Privatization of SOE and the characteristic of the new owner have been debated over time; however GSs 
 purchase of Dong shares has re-heated the discussion. Consequently it is necessary to examine how the 
 value creation of privatization is measured and further evaluate the value the Danish state gained from it. 


To evaluate the effect of the sale and the value the state gain from it, it is necessary to understand the 
 objectives that the value should be measured on. Based in the problem description, the following 
 Research question will be examined:  


“How can Private Equity create value in the privatization process of SOEs in Denmark, when value is 
 understood as both public interest as well as economic profit?” 


The problem statement will be answered through following sub-questions: 


1.  What are the objectives of SOEs? 


The objectives of creating a SOE as well as the decision privatization are driven by public interest rather 
 than only economic profit.  By determining these objectives and the model of CG of SOEs, the study will 
 clarify how value for the state is measured.   


2.  How does Private Equity create value? 


PE has specific characteristics and ways to govern companies. Is it possible for PE investors to gain 
 economic profit (type of value) from investing in the company and how this profit is created.  


3. How can diverging objectives of the SOE (public interest and economic profit) and Private Equity 
 (economic profit) merge in a Public Private Partnership of Equity? 


The possibility of linking the public interest of a SOE and the economic interest of a PE in a privatization 
context will be analysed through the case of TDC. More specifically, the study investigates/examines the 
economic development of TDC and the sector political reason for the privatization.   
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1.2 Limitations 


Analysing PE and its possible comparison with public interest of SOE in a privatization situation is difficult 
 as public interest change over time. The case study of TDC only describes the consequences of that 
 specific firm and sector. A broad generalisation to all SOE privatisations (today and in the future) is 
 therefore beyond the scope of this study. More case studies should be done to submit a trend, and even 
 then it might be difficult to apply conclusions to new possible SOE privatizations. 


PE investors do often use tax havens and other way of minimizing taxes of their return. It is not the 
 purpose of this paper to determine the possible tax loss by having PE investors in the privatization process 
 of a SOE. The focus is only on economic profit and public interest in forms of policy objectives. When 
 political objectives can change from party to party, it is only the most prominent public interest 
 objectives, which are handled in the paper. 


This paper is not a full valuation of TDC and the valuation analysis will therefore have its limitations in 
 terms of depth of both the strategic and financial analysis. The long time horizon of the financial analysis 
 does also imply a less deep analysis of specific financial changes from year to year. The valuation of the 
 sale in 1997 where the Danish government sold the last shares of TDC, is not taking into consideration due 
 to space limitations. To understand the full value of the TDC privatization for the state, this particular case 
 could be used to make a direct valuation of the profit from the sale. This is not done because the focus 
 has been on the different ownership structures and the change in the environment due to liberalization.  


The paper does not contain deeper analysis of sector political legislations that could impact the value of 
 TDC and the changes in the market. Only the most important legislation is mentioned in the paper and 
 taken into consideration. To fully understand the sector changes all legislations should be taken into 
 consideration. 


The valuation is made from a business analyst point of view at the time of transactions. Therefore, some 
information/data is lacking, particularly the period around 1994 is difficult to analyse due to  data-
limitations?  
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1.3 Structure 


Firstly, the methodological approach of the paper is explained. The difference between performance in 
 SOE and in private/public companies can be explained in agency problems and incentives performance. In 
 the second part of the paper the agency theory and CG in both private and SOE are clarified.  The 


objectives for SOEs and possible privatization are analysed.  


The third part analyses and describes PE characteristic and performance.   


The fourth part presents the case of TDC. The Case is used to analyse the change of a real case, which is 
 combined with the knowledge gained in part 1 and 2. The case is split up in a strategic and financial 
 analysis of TDC for three selected periods. These periods highlight the main occurring events and 
 developments during ownership changes. The last part of the case study presents a valuation of TDC 
 based on the selected periods. The valuation will be compared to the sector political changes and fulfilling 
 of economic value and public interest.  



2 Methodology  2.1 Literature 


The area of PE has in recent years been met with increasing interest for studies of performance of PE 
 funds and the underlying portfolio enterprises. Using these studies on SOEs will make some difficulties 
 when comparing to partial ownership in SOE. One of the characteristics’ of PE funds (one of the biggest PE 
 investors) is a fully controlled ownership. The importance of the full ownership is that the PE fund can 
 control the firm and be an active investor with decision rights. In the case about Dong, GSs have specific 
 veto rights for strategic decision to maintain decision rights as minority shareholder (Dong, 2014). In 
 constellations like this, it will be possible for the PE investor to have the decision right of the portfolio 
 company, even without majority shares. The risk consideration can be a problem when the decision maker 
 does not have the same downside as the majority shareholder. This will be discussed in the part 3.1. For 
 using the PE literature to tell about possible effects on SOE, control is important to take into consideration 
 because the state in a partial ownership often wants to keep the control. 


To analyze the performance of PE, there are selected a range of studies. Not all studies are represented, 
 and some can have other results and conclusions as the selected. The selected is those by public 


recognition and relevance to the subject. The theory of PE indicates how PE performs compared to public 



(9)companies. S&P 500 has often been used as a comparison to the performance of PE as the “possible” 


return for an alternative investment. There has been a critique of the use of the S&P 500 because 
 investments in PE do not have the same characteristics as the companies in S&P500 (Phalippou, 2012).  


OECD reports of CG and the guideline from the Danish government (Ministry of Finance, 2004) is time-
 based to 2005 and 2004. Even though they are almost 10 years old, the guidelines are still applicable for 
 how CG in SOE is managed in Denmark. 



2.2 Case study: TDC 


Analyzing the effect of PE in SOE is difficult to do quantitative because of the lack of data available and the 
 multiple measures of value for a SOE.  


With a large variety of measurements a case study is selected. With different purpose from SOE to SOE 
 and the reason they take in private capital it is necessary to analyze every case separately. A case study 
 has typically three characteristics: Critically to theory (1), unique (2) and phenomenon revealing (3) 
 (Andersen, 2008). 


TDC and its development from SOE via partial privatized to fully privatize is a unique case for analyzing the 
 different ownership structures and their effect on the company and its environment. With the ownership 
 by five PE funds in 2005 and the later IPO in 2010, make the same company comparable with both fully or 
 partial SOE, public company, PE owned and again as a public company. The change in ownership and the 
 characteristic of the owners makes TDC a good example on the development from fully SOE to 


privatization and the value created/loss of other objective measures from a state view. A case study 
 makes it possible to analyze how the ownerships affected TDC and if these are in line with the theory. The 
 case study is not only qualitative, but also involve quantitative measures form competitors and peers in 
 the industry. The long time span influences that there mainly will be used quantitative methods in the 
 case methods, via data analyzing and peer group analysis.  The financial development of the TDC will be 
 based on quantitative measures, while strategic development and public interest will have qualitative 
 characteristics.  



2.3 Methodology Financial Analysis 


The financial analysis of TDC is made over a time span of 17 years (1997 to 2014), which give problems 
with the consistency of the data. Accounting policies change over time, through the years TDC have 



(10)change their accounting policies following IFRS accounting regulations. These changes make the data 
 inconsistent. To make the financial analysis as reliable as possible, the latest available data for a specific 
 year is used. The annual reports for TDC are normally set-up with details from the annual year and the 
 year before. Other information can be available up to 5 years back. The 5-year data is not available with a 
 depth that is sufficient to make a deeper analysis of the data. Therefore will it often be the data from the 
 year after that will end as the published numbers in this report. For the years 2011 and 2010 the last 3 
 years have been available, and are therefore used, so numbers from 2007 is the numbers available in the 
 annual report in 2010, and so on. 


The availability of the data makes direct comparison of the data over time impossible. Change are not only 
 a question of economic development, but also which accounting policies that have been used. The 


financial analysis will not correct for the changed, but the results will be analysed with the knowledge of 
 this.  


To analyse the value drivers in TDC, the annual reports have been reclassified. The reclassification is done 
 to recognize the value creation form financial activities and operational activities. These financial drivers 
 are not clear in the annual report following IFRS. Therefore a reclassification is necessary to classify the 
 value-added drivers in operational and financial activities. Reclassification makes it possible to observe the 
 change in value creation and operation through the different owners of TDC (Sørensen, 2009). PE funds 
 are well-known as having high leverage in their firms and other characteristics that can change the value 
 drivers.  


Residual Operating Income (ReOI) model is used to describe the financial development of TDC. The 
 residual income model describes the residual profit and book value (Sørensen, 2009, p 43). The model is 
 not a cash-flow based model which is grounded in that there is no cash-flow statement in the annual from 
 before 2003.  ReOI is sufficient to give a detail analysis of the financial drivers of TDC in the period 97-14. 


The residual profit is based on return of equity (ROE).   


𝑅𝑒𝑂𝐼𝑡 = 𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑃𝑟𝑜𝑓𝑖𝑡(𝑂𝑃)𝑡− 𝑟𝑊𝐴𝐶𝐶𝑁𝑂𝐴𝑡−1 𝑜𝑟 (𝑅𝑂𝐼𝐶𝑡− 𝑟𝑊𝐴𝐶𝐶)𝑁𝑂𝐴𝑡−1


𝑅𝐼𝑂𝐶𝑡 =𝑁𝑂𝐴𝑂𝑃𝑡


𝑡−1  1  
        


1 Sørensen, 2009, p 46 



(11)To make consistency between the Bloomberg cash-flow used in 1994 (would be commentated in the 
 valuation method) the Free Cash Flow to firm (FCFF) is calculated for a FCFF. The FCFF should be 
 consistent with the ReOI model and give the same value of the firm.  


𝐹𝐶𝐹𝐹 = 𝑂𝑃 − ∆𝑁𝑂𝐴


To understand ROE and the movement overtime the extended Du Pont model is used (Sørensen, 2009, p 
 255). The decomposition of ROE is split into two rows; return on operation activities and return on 
 financial activities. The analysis of these branches of the model tree has a depth of three levels each. Each 
 level goes deeper down in the underlying drivers for ROE.  


Source: Extended Du Pont Model Sørensen, 2009, p 255


The performance of TDC is compared with the competitors over time. Data for the comparison will come 
 from Bloomberg database. These data will be comparing under the same level. This can cause that the 
 data will be inconsistent with the financial analysis. This is done due to the comparison proficiency to 
 evaluate under the same accounting policies. For valuation Bloomberg data is used in 1994 (see valuation 
 methodology) and the financial analysis for 2005 and 2010. Reclassification is use as an instrument to 
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(12)estimate the future earnings to the shareholders (Sørensen, 2009). With valuation in different times, the 
 reclassification at the specific time is used for analysing the future.  


Besides the valuation, the financial analysis is used to analyse the development over time and the changes 
 in value drivers.



2.4 Methodology valuation 


Valuation of a company analyses the firm’s ability to create value for its owners. Normal valuation is based 
 on future estimated value. Normally a valuation of a company would be made in the present time with a 
 valuation of the future prospects of the company. In this paper the valuations will be past values and 
 would be based on the information available at that time. The different models have different needs for 
 estimations and information available. The valuation will made as an external analyst of the time of the 
 transaction.  


To valuate TDC I recognize the most important transaction of TDC. The first IPO in 1994 was Nordic 
 Telephone Company (NTC) takeover in 2005 and their exit in 2010. The sale of the rest of the 


government’s shares in 1997 or the sales of SBCs shares in 2004 are other highlights in ownership that 
 could have been taking into consideration. The selected periods recognize the big transactions of the 
 ownership of TDC and the strategy changes applied, which is interesting for this paper. The transaction in 
 1997, where the Danish government sold the last part of TDC to a foreign strategic partner, will not be 
 evaluated due to limitation and importance. The sale is important, due to political reasons, but in 
 ownership and value creation is it less important. It will be considered when analyzing development of 
 TDC over time.  


Valuation is normally in three phases: (1) Analyzing historical development, (2) budgeting and (3) 


valuation. Because the historical perspective is a general factor, the strategic analysis will have a different 
 characteristic than normal. The models used for this will consist of a historical matter, and therefore 
 compare the change in the market and the environment over time. The models in the strategic analysis 
 will form the basis of the estimated future development. The models used for the strategic analysis: 


Porters 5 forces (P5F) and PEST. In normal valuations strategic models as SWOT, Value chain, competitor’s 
 analysis etc. make important contributions to the estimation of the future development of the company. 


With three periods and valuation as a secondary tool in this paper it has not been possible to include 
these in the strategic analysis due to limitations. 



(13)P5F is a good model to analyses the market and the change in it. For a case with PE in SOEs, there are 
 often sector political issues that contribute to the privatization. When using the P5F it is possible to find 
 the change over time, and if the political reasons for liberalization and privatization has been replenished. 


The model has received critique for not been able  


to be flexible enough to also include new business structures and models. The model’s limitation and 
 structure can easily give an understanding that the market environment and structure are easy to 
 understand, which often it not the case. The use of the model as analyzing tool over time, also displays 
 that the model is static and therefore not taking future problems and possibilities into account. The 
 development in the communication services industry was not possible to forecast completely in 1994. The 
 smartphone market and the change of a phone to a computer were very hard to predict. Even in 2007 
 Microsoft CEO Steve Ballmer didn’t expected the IPhone to be a success because “there's no chance that 
 the iPhone is going to get any significant market share” (Lieberman, 2007).   


The model does not take macro- and micro level factors into account, and some of the forces are with 
 today’s globalization minimized as important factors. Other critiques can be the limitations in define the 
 market. Porter argues that the model should be used on line-of-business level. Therefore will the focus of 
 this paper be on communication services, which is the biggest and most important line of business in TDC. 


It can be argue that land-line, mobile telecommunication and mobile internet is not the same line of 
 business, but with the closely connection and the overlapping it is used together in the model. 


Even with the weak areas, the model is chosen to give the best analyses of the market conditions. This is 
 because of the combination with other models; it is only a tool for the full analysis. It is not possible 
 analyses the full picture with only one model, but with different models it is possible to get around some 
 of the weak areas of P5F. As a supplementary model PEST-model will be used to look at the 


environmental possibilities, and complement P5F.  


These two models is used because of the focus from the government on the market and the ability to 
 adapt new technologies 


General valuation methods will be Discounted Cash-flow (DCF) model and peer group valuation based on 
other competitors in the business. The valuation will the day before the transactions in 1994, 2005 and 
2010.  



(14)2.4.1 DCF/ReOI 


The DCF model is used based on Bloomberg data for the valuation in 1994. The Bloomberg data is similar 
 to the annual report data, except 1997 where accounting policies make a difference. Bloomberg had 
 separated the cash-flow into three components: Cash-flow from operations, investing and financing. 


Comparing the cash flow from operations – from cash flow from investing with the annual reports cash 
 flow, there is little difference, which can be explained by reformulation of the cash-flow. With consistency 
 between the Bloomberg cash-flow and the cash-flow from the annual reports it is possible to estimate a 
 future cash flow with the knowledge from the financial analysis. In 1994 the FCFE-method is used because 
 of the difficulties to estimate the debt rate for TDC and the availability of the FCFE from Bloomberg. The 
 free cash flow to equity is calculated FCFE=C-I-F (Sørensen, 2009, p 41). 


𝑉0𝐸 = 𝐹𝐶𝐹𝐸1


(1 + 𝑟𝑒)1+ 𝐹𝐶𝐹𝐸2


(1 + 𝑟𝑒)2+ ⋯ → ∞    


The annual report data are used to estimate the value of TDC in 2005 and 2010. The FCFF-method as the 
 primarily and the ReOI-method as secondary (calculated in Appendices).  


𝑉0𝑁𝑂𝐴= 𝐹𝐶𝐹𝐹1


(1 + 𝑟𝑒)1+ 𝐹𝐶𝐹𝐹2


(1 + 𝑟𝑒)2+ ⋯ → ∞    
 𝑉0𝑁𝑂𝐴 = 𝑁𝑂𝐴0+ 𝑅𝑒𝑂𝐼1


(1 + 𝑟𝑊𝐴𝐶𝐶)1+ 𝑅𝑒𝑂𝐼2


(1 + 𝑟𝑊𝐴𝐶𝐶)2+ ⋯ → ∞    


Source: Sørensen, 2009, p 41-46


CAPM: To valuate TDCs’ expected return of equity the Capital Assets Pricing Model (CAPM) will be used. 


CAPM is a one factor model based on estimations of the risk free return (Rf), market return (Rm) and beta 
 (β).  CAPM has a linear relation to expected return of the portfolio company (TDC): 


𝐸(𝑅𝑇𝐷𝐶) = 𝑅𝑓+ 𝛽𝑇𝐷𝐶(𝐸(𝑅𝑚) − 𝑅𝑓   With  𝛽𝑇𝐷𝐶 =𝐶𝑂𝑉(𝑅𝑇𝐷𝐶,𝑅𝑚)


𝑉𝑎𝑟(𝑅𝑚)


CAPM assume perfect capital market: no transaction cost, infinite divisibility of assets, no taxes, no 
restrictions regarding investments and short sales and all assets are traded on capital market. Investors is 
expected to only depend their investments decision on µ and σ, all have homogenous expectation and 
competition so no large investor can move prices themselves. 



(15)Roll (1977) criticized CAPM for being impossible to test if the market portfolio is efficient. Market portfolio 
 is not observable, and therefore there is a need for a proxy. If testing this market portfolio for efficiency 
 the result does not give a clear result. If the proxy is efficient, the market portfolio can still be non-
 efficient because the Proxy is not necessarily the market portfolio and if the proxy is non-efficient the 
 market portfolio can still be efficient. Despite Rolls critique and other critiques of CAPM it is still the most 
 used method to estimate the expected equity return and is therefore used in this paper.  


Estimation of beta  


Beta is the measure of the systematic risk, also called market risk. With investors measuring their decision 
 on µ and σ, the combination of risk and expected return are important. Risk can be spilt into systematic 
 risk and unsystematic risk. Unsystematic risk is also called the company or industry-specified risk. 


Unsystematic risk is the risk that is firm or sector specified and therefore is possible to reduce through 
 diversification.  


Systematic risk is the market risk. The risk is not attached to any specific company or sector and is 
 impossible to completely avoid. The calculation of beta is based on how “affected” the company is of the 
 systematic risk. The market portfolio is an efficient portfolio which can be held by all investor and have a 
 beta of 1. Beta of 0 is the risk free asset and contains no systematic risk. Beta >1 is assets that have higher 
 risk than the market portfolio and therefore need higher expected return to compensate for this.  To 
 estimate beta for the different periods Bloomberg’s beta calculation and benchmark estimation on OMX 
 C20 index is used. OMX C20 is formerly used as the classical benchmark for Danish corporations but was in 
 2013 change with OMX CAP20 as official benchmark. The new Cap20 index is created because Novo 
 Nordisk filled 45% of the OMX C20 index, and had too much impact of the value (Kjelland, 2013). OMX C20 
 consists of the top 25 companies with the highest free float adjusted Market Capitalization, also called 
 OMX C20 basis portfolio. The 20 with the highest turnover in the OMX C20 basis portfolio are included in 
 the new OMXC20 active portfolio. Under normal conditions the new OMX Cap20 will be used, but because 
 it is past values the old OMX C20 is used. Bloomberg’s beta is estimated in the old index OMC C20 index 
 and the calculation on beta will be the same.  


When calculating β it is important to clean the data so it uses the same methodology to calculate return. 


OMX C20 adjusts for extraordinary/special dividends, but not ordinary dividend (NASDAQ OMX, 2011). For 
adjusting for dividend for OMX C20 dividend data from Bloomberg is used. TDC have had two 



(16)extraordinary payouts of dividends since 1994, 43.9 (adjust for split 219.5) per share in 06-04 2006 and 
 6.05 per share 18-12 2009 (adjusted for split 30.25). The beta is calculated both without adjustments, with 
 adjusted special dividend and all dividends.  


Adjustments of the stock price are made for split, dividends and other changes that affect the stock price. 


TDC have only used split and dividend since 1994. The total list of dividends and splits can be seen in 
 Appendices 1. Adjusting for split, for example 5-1, the new stock price is the old multiple with 5. Dividends 
 are adjusted by dividing the new stock price with the stock price minus dividend. The first dividend 


adjustment for TDC is calculated: 28.8/ (28.8-1.2) =1.04 after split adjustment. Beta is calculated by the s 
 formula below. The beta is calculated by calculating the Covariance of the daily return of TDC and the 
 daily return of the market portfolio (OMX C20) for 5 years back, divided with the variance of the market 
 portfolio:  𝛽𝑇𝐷𝐶 =𝐶𝑂𝑉(𝑅𝑉𝑎𝑟(𝑅𝑇𝐷𝐶,𝑅𝑚)


𝑚)


  
 5 years beta estimation on OMX C20. Source: Own creation based on Bloomberg and Datastream


The benchmark beta creating in this paper is a supplement to the beta from Bloomberg, and is made on 
 daily return 5 years back. 5 years is used to capture a longer historical estimation, but is hold at 5 years, 
 because return correlation change over time, a longer period than 5 years will give unnecessary influence 
 of past returns on the future beta.  The calculation of the beta is based on historical returns, while the 
 beta in CAPM is the future beta. The first values of OMX data from DataStream is from 1996, and the five 
 years comparison starts from 2001. By looking at the 5 years beta for β, calculated on special dividends 
 and all dividends on OMX C20, TDCs beta has changed over time.  
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(17)Back in 2001 it had a beta around 1.3, which indicated a systematic risk 1.3 times higher than the market 
 risk, and thereby a higher expected return.  


 Since 2004 the 5 year historical beta has decrease to around 0.1 and a small increase to around 0.4 in 
 2014 adjusted for all dividend and only special dividends betas (OMX methodology). The decrease started 
 with the first takeover rumors in 2004, and continued through the period of NTC ownership. For the three 
 periods it is possible to use the benchmark calculation for 2005 and 2010, because this is the time where 
 TDC is on the stock market before the valuation time. The estimation of beta (special dividend) in 2005 is 
 1.04 and 0.108 in 2010.  The regression analysis show an r2 of 0.27 in 2005 and 0.01 in 2010. The 


explanation degree of the beta on OMX C20 is higher in 2005 than in 2010. The period used for 2010 is the 
 approximated time where NTC owned TDC. Both betas are significant at a 5% level. (Appendices 2)


Comparing the calculated betas with the betas from Bloomberg shows similarities, this is caused by the 
 correlation of methodology. By using weekly returns the beta increase which indicate that returns over a 
 longer period of time, have a higher correlation. With the high variation in betas Bloomberg’s calculation 
 on weekly two year returns are also taking into consideration. When looking at the two and five year 
 calculations it shows that the historical trend is changing a lot. The beta in 2005 has over the last couple of 
 years shown a downward beta, while the historical data for 3-5 years have a higher correlation with the 
 OMX C20. This indicates that the true beta will moves towards 1. With adjusting the beta with 2/3 raw 
 historical beta and 1/3 of market beta will give an adjusted beta of 1.03 (2005) and 0.41 (2010) based on 
 the adjusted for all dividend. 


For 1994 it has not been possible to calculate the beta based on correlation with the market portfolio. 


Therefore is the estimation based on the general communication service market and the possible 


knowledge in 1994. IT and Telecom Agency calculated in 1996 a beta of 0.8, and it can be a good proxy for 
 the beta in 1994 (IT and Telecom Agency, 2008). The communication services market was seen as a stable 
 market and with monopoly on some parts of the market the risk was lower than the competitors. 


Beta  Own not adjusted  Own adjusted 
 for all 
 dividends 


Own Adjusted 
 for special 
 dividends 


Bloomberg  Bloomberg2  Bloomberg3  Own adjusted 
 beta 
 Calculation 


of beta 


Daily 5 years  Daily 5 years  Daily 5 years  Daily 5 
 years 


Weekly 5 
 years 


Weekly 2 
 years 


Daily 5 years raw 
 beta 2/3 


30-11-2005  1,040  1,027  1,040  1,042  1,115  0,59  1.03 


13-12-2010  0,095  0,106  0,108  0,096  0,187  0,40  0.41 



(18)The risk free asset is difficult to calculate. No asset is risk free and therefore some of the safest assets are 
 used as a proxy for the risk free asset. In Denmark the 10 year government bond is used. In average the 
 Danish 10 year’s bond was in March 1994 6.6932%, October 2005 3.2176% and November 2010 2.6516% 


(Danish Statistics). Bloomberg also have estimations of the risk free asset in 2005 and 2010 on 


respectively 4.484% and 3.09%. To secure consistency with the market risk Bloomberg is chosen for 2005 
 and 2010, while the 10 years government bond is used in 1994. 


Market premium is hard to estimate. The estimation methods of market premium can be divided into 
 three categorize: 1) historic, retrospective, 2) theoretical, forward-looking and 3) enquiry (Sørensen, 
 2009). All three have its pros and cons, but equal for them all is that none of them gives the fully correct 
 market premium. To estimate the market premium Bloomberg’s estimate is used in 2005 and 2010. 


Bloomberg calculate a market risk premium 5.585% in 2005 and 11.86% in 2010. 


In 1994 Bloomberg did not calculated the market premium. Instead the estimated beta is based on 
 Saabyes paper about the equity risk premium (2003) on the Danish market used. The average risk 


premium has been 5.2% in 1970-2003 with higher average in the last years of the sample. Based on this an 
 estimation on 6% in 1994 are chosen.  


WACC: Expected return on equity 


1994: 𝐸(𝑅𝑒) = 6.69% + 0.8 ∗ 6% = 11.49% 


2005: 𝐸(𝑅𝑒) = 4.48% + 1.03(5.59%) = 9.10% 


2010: 𝐸(𝑅𝑒) = 3.09% + 0.41(11.86%) = 7.95% 


TDCs expected return on equity has fallen over time and can be explained by the decrease in the risk free 
 asset and therefore increasing market premium. This combined with the lower beta in 2010 gives a fallen 
 expected return on equity. 


Return on Debt: The return on debt is the return the company has to pay for debt. Bloomberg’s 


estimations for debt return for TDC was in 2005 0.8% and in 2010 3%. The debt return is after following 
the Modigliani–Miller theorem on WACC 𝐷+𝐸𝐸 ∗ 𝐸(𝑅𝑒) +𝐷+𝐸𝐷 (𝐸(𝑅𝐷)) ∗ (1 − 𝑡𝑎𝑥). (Ross, 2008) 



(19)The distribution of the WACC is used by the D/E ratio from Bloomberg at the date of the transaction. The 
 D/E used for calculating the WACC should be the future WACC and therefore the future long term D/E. In 
 2005 it can be argue that with a takeover from a PE fund that the D/E ratio will increase. The short term 
 D/E will increase but it is expected that the long term will end at the same D/E ratio as before the sale. 


TDC 2010  Ratio  Cost  Weighed  


Equity  62.60%  8.10%  5.07% 


Debt cost (A-T)  37.40%  3.00%  1.12% 


WACC  100.00%  6.19% 


Source: Bloomberg and own creation 


Peer group analysis  


The selection of peer group companies is important because the optimal peer group have the exact same 
 characteristics as TDC. With the changes in TDC over time it is hard to find companies there have the same 
 characteristics as TDC for the whole period. Criteria for selecting the peer group have been industry 
 sector, geographic area, company history and national importance. TeliaSonera and Telenor are the 
 biggest competitors in the Nordic region and are the competitors with most similarities to TDC. Other 
 members of the peer group are Deutche Telecom, Vodafone and Telefonica there were selected because 
 of their national status and geographic position in EU.   


Ratios: Price per share over earnings per share (P/E) is an easy and widely used valuation tool. The 
 valuation through P/E should only be used when similar debt/equity ratio, because it is affected by the 
 capital structure.  With differences in accounting policies across countries, it can be hard to compare 
 across countries.  


EV/sales are good for valuation in industries where market shares are important, which fits well to the 
 communication service market. The communication service industry is an industry where market share is 
 an important measure, because of the low differentiation between the products. Accounting policies can 
 affect the EV/Sales because of the revenue recognition, but the affect is expected to be low. The changes 
 in accounting policies in Denmark about revenue recognition of onetime fixed fees are a con for using this 
 ratio. Sales are in general a bad indicator of value/profitability and do not address riskiness, but can be the 
 only multiple if EBITDA <0.  


EV/EBITDA is a close estimation of the free cash flow and takes capital structure into account. Is not so 
 affected by different accounting rules and are therefore good across borders. The EBITDA does still not 
 take capital expenditure, taxes and depreciation into account and assumes same growth for all.  


TDC 2005  Ratio  Return  Weighed  


Equity  60.40%  10.24%  6.18% 


Debt cost (A-T)  39.60%  0.80%  0.32% 


WACC  100.00%  6.50% 



(20)Valuation with multiples can give a high variation in the value because the companies can have different 
 risk characteristics, capital structures, growth opportunities and assets that can affect the value. All 
 multiples have its pros and cons, but together they have flexibility and give a good secondary estimation 
 to the DCF for TDC. 



3. Principle agent theory 


Agency theory is all around us. It happens when one agent acts on behalf of another. We see this in many 
 places and forms. The general aspect is that the owner has one objective. “If you want something done 
 right, do it yourself” (Charles-Guillaume Étienne) is a famous quote which explain the agency problem. If 
 you are not doing it yourself, it will be done differently.  If you need one to do something for you, you hire 
 an agent to handle your interest. To make sure that the agent behaves the principal and the agent commit 
 to an agreement (contract) for the job the agent have to do. Jensen and Meckling (1976) defined agency 
 relationship problem as: 


“We define an agency relationship as a contract under which one or more persons (the principal(s)) engage 
 another person (the agent) to perform some service on their behalf which involves delegating some 


decision making to making authority to the agent. If both parties to the relationship are utility maximizers, 
 there is a good reason to believe that the agent will not always act in the best interest of the principal.” 


(Jensen & Mackling, 1976) 


If the agent does not act in the interest of the shareholder we have an agency problem. Behind this 
 problem is asymmetric information. The principals missing information is the reason why he cannot make 
 a complete contract. There will always be many different kind of asymmetric information. With symmetric 
 information it is possible to detect these “failures” in interest and the agent will have cost if he doesn’t 
 follow the interest of the principal. If there is asymmetric information there will be cost of monitoring the 
 agent, because the agent can “cheat” the principal and gain extra utility without any cost.  


To limit the divergence it is possible for the principal to use incentives to motivate the agent to follow the 
 same interest as the principal or expend resources (bonding cost) to secure that the agent will not do 
 certain actions or secure compensation if it happens. It is not possible to illuminate all agency cost (Jensen 


& Meckling, 1976). 



(21)There are two basic components that create agency problems:  adverse selection (“hidden” information) 
 and moral hazard through post-contractual opportunism. 


Adverse selection is when information is hidden from the principal. The agent has information that the 
 principal need to know before hiring him. It can be motivation, decisions skills etc.. Moral Hazard appears 
 when one agent not acts in good faith to earn more value. It happens for example with fixed salary. The 
 agent has no incentive to do his best and perform better than expected because he will get the same 
 salary. Moral Hazard can happen in many ways and in many appearances. 



3.1 Agency problem: 


“Agency problems happened when an agent has incentives to act otherwise than the principal he 
 represents”. The classic view of agency problems is set-up by Jensen & Meckling (1976) and split the 
 agency cost problem up in two: the agency cost of equity and the agency cost of debt.  Agency problems 
 in firms can also be seen in other parts of the firm. General agency problems appear every time there is a 
 connection between two parts. This paper will only focus on the agency problems characterized by Jensen 
 and Meckling and do not handles agency problems between management workers, workers and 


shareholders etc. Other agency problems are expected to be handle by the management, and are 
 therefore not affected by the ownership structure. If the management has the same objectives and 
 incentives as the shareholders, the management will handle further agency problem in the firm.  


3.1.1 Agency cost of equity: 


The agency cost of equity is a situation between management and shareholders. The possibility of post-
 construal opportunism, also called Moral Hazard, implies that the management will act in other interest 
 than the shareholders.  If the management and the shareholders are the same, there should be no agency 
 cost. If we consider the management as a self-interested risk-averse person he will often prefer value 
 growth, size and diversification because it secures his job and create a bigger business at lower risk. The 
 bigger business, the bigger management control and the higher should the expected salary be. 


Shareholders want only projects which generates enough return compared to its risk-taking. Shareholders 
can do diversification themselves and do not need management to do it. Management’s risk-averse 
behavior can do so that they not take risky projects with high returns. If they can keep the company 
stable, the management secures their jobs and status. This is a principal-agent problem. To minimize 
these agencies cost there are some monitoring cost. The shareholders ability to control the decisions from 
the management relates to the firms ownership structure. Jensen and Meckling compare the wholly-



(22)owned firm with the firm where he himself owns some of the firm. In both cases he will take decisions 
 which optimize his own utility, and not the other shareholders. By only owning 80% of the firm he could 
 make decisions (fx private plane, bigger office, specific projects etc) where he gets some private benefits 
 or in other way gain a higher utility than his cost when only owing 80%. Should he bear the 100% cost, he 
 would get negative utility and would go for the initiative. To avoid this, the minority shareholders can 
 monitor the owner, which makes monitoring costs. With these monitoring costs it’s possible for the 
 owners to capture some of the non-pecuniary benefits. It is possible with different work tools to minimize 
 non-pecuniary benefits, for example a formal control systems, budget restrictions and the establishment 
 of incentive compensation systems.  


3.1.2 The agency cost of debt: 


The other classic interest agency conflict is between the shareholders and the lenders. Agency cost of 
 debt occurs based on the risk the lender have for not getting his money back. Jensen and Meckling 


mention 3 reasons to why we do not observe entrepreneurs owning a small part of the firm and the rest is 
 borrowed: 


1. The incentive effects associated with highly leveraged firms 
 2. The monitoring costs these incentive effects engender 
 3.  Bankruptcy costs 


High leverage incentivizes the entrepreneur (shareholders) to take on more risky projects, because he is 
 bearing the same cost of projects with a small downside (often low return/risk) and projects with a big 
 economic downside (High return/risk). If he succeed he is still going to pay a fix amount in interest, and he 
 keep all the upside from this.  If the entrepreneur for example owns 5 % he will only lose 5% no matter if 
 the loss of a project is associated with a possible loss of 10%. The entrepreneur is incentivized to engage 
 in highly profit projects even at low probability of success. On the other hand the lenders bear most of the 
 loss and have a low upside.  


To avoid this situation there will be some monitoring cost, to secure that the entrepreneur behaves in the 
same interest as the lenders. Here the lenders have to make sure that the entrepreneur does not take 
unnecessary risk, while shareholders have cost to make the management follow the same risk as the 
shareholders. Composing a system where the management follows the lenders interest could be possible, 
but would be really expensive because of the complexity and resources needed.  



(23)Bankruptcy and reorganization costs occur when the firm cannot meet its obligations. There will be cost in 
 reorganization and extra cost of being close to bankruptcy. It can be harder to meet suppliers, get credit 
 etc. in all aspects of the firm. If there is a risk for not getting their money, they will raise the prize. Too 
 much debt will increase interests, because of the increasing risk. With higher interest the risk that other 
 obligations cannot be meet increases and further cost will arrive from the other stakeholders. Equity is 
 more variable and do not need a return every year, which does not affect the stakeholders.  


Company debt can be used as an incentive for the management to meet constant return to cover the 
 interest and thereby be forced to payout dividends. This often happen after and LBO, in a cash stable 
 company.   



3.2 Multiple objectives: 


SOE have other objectives than value. Many SOE is grounded in supply sectors, and are on the market to 
 secure supply to the population. If 


taking Kowalski et al. (2013) and see 
 SOE percentage in different sectors, 
 it is clear that natural resources 
 transport, energy and 


communication services are the 
 most normal sectors for SOE.  


The reason for this is the multiple 
 objectives that are connected to 
 owning the SOE. The government 


wants to secure the resource and energy to its population, and not risk it to foreign investors.  


Besides the classical goal for an investor (Economic profit), the objective of a state can vary because of the 
many different possible political agendas for having a SOE. The high level of SOEs in the natural resource 
sectors can be seen as a result of the government to secure the natural resources as state property and 
not want to lose to foreign investors. There have been different ways to attach the problem of natural 
resources. Denmark use privatization to extract oil, while Norway made a SOE for which was given the 
right to extract oil from Norwegian ground. With the SOE Norway secured all profit associated with the 
sale of oil, would somehow become in benefit of the state. This was closely followed by a political strategy 



(24)of protecting other industries and sectors. The creation of the Government Pension Fund of Norway had 
 strategic and political reasons, which the management has to take into account. The petroleum fund has 
 some ethical standards for their investments.  Ethical issues are important for the state, and thereby also 
 the management of the SOE. Profit itself, should be set up by ethical standards, which you normally not 
 necessarily see in private enterprises. The ethical standard will vary from country to country, based on the 
 government behavior. There will for example be differences between Russian SOE and Danish SOEs. 


Source: Own creation 


Employment in a sector or area can be an important objective for the state, both in general and for 
 specific geographic areas. Technology development for special sectors or geographic areas can be an 
 objective for the government. The sale of TDC cut for example the states opportunity to have a company 
 to secure high speed internet to the whole country, even if this would be costly. If TDC still had been a 
 SOE, it would have to take into account not only the economic issues of doing it, but also the political 
 reasons and expectations from the society about the role of TDC.  


Cavaliere and Scabrosetti  (2008) tried to take the issues up about the ownership structure for how to 
 meet these multiple objectives. Is it not possible making legislations to commit the private companies to 
 live up to these objectives?  CS argued that allocated efficiency is higher in SOE, while productive 
 efficiency is higher in private regulated firms. The reasons for this should be seen as different behavioral 
 of the managers (behave the same in SOE as in private), but from their principals. Behavior from 
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(25)bureaucrats needs to be taken into investigation to better understand the difference between SOE and 
 private companies. SOEs are a way to control and get political agendas. 



4. Corporate Governance  


Classical theory based on Modigliani – Miller theorem 1 &2 tells us that financing decision does not affect 
 cash-flow stream, but it is a purely financial tool that not affect the value of the firm. Later addition to the 
 MM result that capital structure can add value because of the agency cost of debt (Williamson , 1988). 


This will create incentives for management, creates reasons for lenders to monitor and thereby limit the 
 conflicts between management and owners. The management has more knowledge about the firm and 
 the financial decisions than the investors. Probability of bankruptcy can align and affect various parties’ 


interest, which can change the value of the firm. An important factor is the power of a stock. Stocks are 
 not only a financial paper, where you own a right to dividends, it is also a right which gives you decision 
 power and control. This control can change the incentives between investors, and make the second 
 agency problem, between different shareholders. The third agency problem is seen when the market is 
 regulated to keep control over for example natural resources. It is between shareholders and 


stakeholders. A classical problem between the shareholder and the stakeholders is tax paying.  


CG ideal with the three agency problems: Agency problem between management and shareholders, 
 between different shareholders and between shareholders and stakeholders.  The intention is to minimize 
 the agency problems and cost, to maximize the potential value of the agents. 



4.1 Laws and regulation: 


CG is affected in many different ways. Agency problems between shareholders can arise when the 
 incentives for monitoring the manager is not there. If one shareholders need to have agency cost by 
 monitoring, the other shareholders does do need to use monitoring cost and get higher profit. Other ways 
 to influence the agency conflict is by owner structure. With different structures (dual shares, stock 


pyramids and cross-shareholding) it is possible for a person or a company to control a majority of a 
 company, without putting the same risk into the project. In this way the loss will be less and the 
 willingness to go into more risky projects will increase, because of the smaller downside. These 


shareholders are willing to put some cost into monitoring, and thereby reduce the agency cost and get a 
higher value and better performance. This monitoring will happen through the board, by appointing their 
own board members. With a block holder status, there will be some private benefits, both negative 



(26)(monitoring cost) and positive (pecuniary and non-pecuniary). This is not necessarily reducing the wealth 
 of other shareholders, but extractions can lead to lower value – where monitoring leads to higher value. 


The different studies show an increase in premium when buying large percentage blocks of common 
 stocks (Barclay and Holderness, 1989). The lower the protection of minority investors, the higher is the 
 premium for getting private benefits (Dyck & Zingales, 2004). The firm value is decreasing in continental 
 Europe, when there is a block holder, with no affect in UK and US (Thomsen, 2006). This study indicates 
 that the agency cost of a block holder is bigger than the positive effect of monitoring. The result can be 
 explained by the lower investor protection in Continental Europe than in UK and US. Investor protection is 
 a CG tool from the government to reduce the agency cost between shareholders. 



4.2 Board 


The board is an institution that in theory should minimize agency problems between management and the 
 shareholders. Regard to the Danish Companies Act §111 all public companies should have either a board 
 of directors or a supervisory board as the senior management. A supervisory board consists of entirely 
 non-executive directors and a board of directors needs to have majority of non-executive directors. It is 
 not allowed to be both CEO and Chairman of the board in Danish corporations. The board can have a 
 board of directors with a mix of executive and non-executive members, a two tier system with a 


supervisory board and an executive board or a mixed system where some of the participants are parts of 
 both boards. Source Challanging board performance: (European corporate governance report 2011) 
 The majority of the board members should be elected by the shareholders at the annual shareholder 


meeting. Their job is to monitor 
 the management and advising in 
 term of setting up the firm 
 strategy. Besides the monitoring 
 and advisory role it is their 
 responsibility to: (i) hire, fire 
 and assessment the       


Source: Challanging board performance: (European corporate governance report 2011)       management, (ii) make sure that 
the company have an adequacy system to comply with all applicable laws and regulations, (iii) adequacy 
risk management and internal controls, (iv) gets ongoing reporting on the financial situation and (v) 



(27)evaluation the economic situation at any time to live up to the company’s liabilities and liquidation 
 (Danish Companies Act §115). 


The board acts as the shareholders active monitoring of the management and performs the overall and 
 strategic management to create value of the company (Committee for good Corporate Governance. 


2013).   


Board composition: 


The board should exist of people who have the right competences to maintain their duties and 


responsibilities. The most important is the independence of the directors. If the board has other interest 
 in the company than its performance, it can decrease the value of the board. If the CEO have too much 
 power in the board, their dependency of the CEO can affect their ability to live up to their responsibility. 


The division between the CEO and the chairman was created to minimize the power of the CEO and to 
 make an independent board.  


The members of the board should be chosen by their expertise for a specific area in the board. Diversity 
 can take form as competences, nationality, gender, education, demography etc. Diversity of the board is 
 important to get stronger independence and more efficient control. Diversity provokes different thinking 
 to minimize group thinking and enhance higher creativity. Disadvantages of diversity can be longer and 
 less efficient meetings (different opinions and views). It can also minimize competence if the diversity is 
 the reason for choosing a board member (for example gender quota).  


It is hard to measure the board’s performance and which board that is the best for the company. Smaller 
 boards can be more efficient than larger boards, because the more board members, the higher is the 
 probability of agency problems between board members (Hermalin & Weisbach, 2003). Studies have 
 shown that what generates value in a complex firm does not necessarily do it a simple firm (Coles et al, 
 2008). More complex firms have needs for bigger boards to give the correct advice and monitoring skills. 


The correct board structure depends on the characteristics of the firm, the environment they operates in, 
 its life cycle and strategy.  



4.3 Management payment 


The last decades have increased the focus on management pay and CEO especially. United States has 
been the pioneers for the increase in the variable pay of CEOs. With variable pay, it is possible to 



(28)incentives the CEO to perform his best for the owners. Variable pay can be bonuses, options, stocks etc. 


Variable gives the CEO an incentive to make his best for the firm due to incentives salary. The 


development shows that after variable payment increased the fix wage has remained almost unchanged 
 (Caprasse, 2009).  


Management and CEO can have other agendas than the shareholders. CEOs are in general categorized as 
 risk-averse. They want secure profits from their projects, so they can show a stable profit and thereby 
 keep their job. The CEO will tend to be empire builders and risk-averse do to the share of income they will 
 lose. Bigger companies have higher salary for their CEOs, which incentivize empire building. He can 
 diversify the company’s products to minimize his risk. These CEO interests do not align with the 


shareholders interest. Shareholders can diversify their investment on the market, and thereby decrease 
 their own risk.  


With variable pay it is possible to let the CEO take some of the risk, and thereby minimize the agency cost 
 between the shareholders/owners and the CEO. By aligning the CEO and the shareholders goals of 
 interest, it can create more value for the owners. The monitoring cost is the possible extra salary the 
 CEO/management gets from taking the extra risk.  


The effect of incentive payments is not yet identified, partial due to identification problems. Minimizing 
 agency problems with incentive payments is a classical tool, which theoreticallyl improve performance of 
 the company.  


Incentive pays some time award “bad” CEOs general trend in the market or sector and good CEO punished 
 in low growth trends (luck factor). Incentive payments should take the performance of the market and the 
 competitors into account when making the incentive schemes. 


There are still many unanswered question related to incentive payments. It is well known that CEOs is not 
only driven by extrinsic motivation but also intrinsic motivations. People’s motivation can be driven by 
other things than profit and intrinsic motivation can affect the performance of a good CEO more than the 
extrinsic. This set questions with the effect of the higher and higher compensation to CEOs. Does the 
performance based salary have any effect, or would the good CEOs perform the best based on intrinsic 
motivation? Further studies of the performance align with the CEO compensation is necessary to tell the 
effect of the incentive payment of management.  



(29)
4.4 The Market of Corporate control 


The market of PE created a new CG tool. The PE boom in the 1980s made it possible for new 
 investors/management teams to take over underperforming companies. Jensen and Ruback (1983) 
 described the characteristic of the CG tool prior to the increase of hostile takeovers in the late 1970s and 
 early 1980s. The market of corporate control can be defined as a market where alternative management 
 teams compete for the right to manage corporations. Outside managers or investors can pick out 
 underperforming companies and make a buyout and thereby remove the management. This makes an 
 extra incentive to perform in the interest of the shareholder for the management. If not performing 
 efficient enough, there is a takeover risk that you lose your job. Jensen and Ruback made the market of 
 corporate control an extension of the managerial labour market created a link between CG and the capital 
 market. The capital market is with PE limiting the agency cost between management and shareholders.  


The structure of CG used by the top PE funds has the same characteristics: relative few board members 
(five to eight), a non-management chair and only one management director (Wruck, 2008). The non-
management is having both financiers and individuals with strong management experience or industry 
expertise. The characteristics of a PE fund will be handle separately in this paper.  



(30)
5. Privatization of SOEs 


Through especial the 1990’s there have been an increasing change from state enterprises to SOE. The 
 ownership structure of a SOE can vary in forms, but similar for all is that the state owned or in other ways 
 control the enterprise. It can be as a private/public limited company, limited partnership and self-


governing institution (Hansen et al, 2001).  


The motivation for creating these SOE is to give the same management structure and legislation as private 
 companies. There will be a board which are responsible for the operation of the company. A SOE is no 
 longer under the same regulations as state companies hereunder the Public Records Act, Public 


Administration, Law on public records and Ombudsman Act. They are still owned by the state, but will not 
 act under the same rules as the rest of the state because they are now under private regulations. 


Hansen et al (2001) describe 3 defaults with general public sector entities, hereunder SOE: 


1.  The democratic problem: It is the same people who owns the company and set of the regulations 
 which the company works in with competition from private competitors 


2. Lack of skills in the board: Politicians and officials that fill up the boards. They do not necessarily 
 have the skills and competence to be in the board. SOE boars have today more and more 
 professional business know how which have decreased the lack of skills in  the board. 


3.  The bound mandate problem: The board members loyalty to the people who elect them for a spot 
 in the board. This can harm the cooperation of the board, because they have different agendas, 
 with is not necessarily is driven by profit. 


These problems needs to be taking into consideration when you run a SOE, and is why OECD has made 
 special guideline for how CG in a SOE should be handling.  



5.1 Corporate Governance in SOE 


Based on the experience and knowledge of the conflict between state as an owner and regulator for the 
 same sector and the classical agency problems in a company, OECD made a guideline for CG in SOEs.  


The state needs to have active ownership functions, such as appointing board members, strategic etc. the 
 same time not have political interference in the management of the company. As owners the state has to 
 legislate for sectors where SOEs are competing against private competitors.  OECD gives different 


suggestions to keep ownership and legislation separated. OECD focuses on 6 different areas which should 
be considered when governments make their strategy for handling their SOEs.  
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