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Executive Summary 

The purpose of this thesis is a valuation of Vestas Wind Systems A/S. It was conducted based 

on theory obtained at “Cand. Merc. Applied Economics and Finance” at the Copenhagen 

Business School. 

In order to evaluate if Vestas is priced correctly a strategic and financial analysis were 

conducted. Subsequently forecasts about Vestas’ future ability to create Value for its 

shareholders were made. Finally, using the previous sections’ findings as input, the 

discounted cash flow model (DCF) and the economic value added model (EVA) were used to 

derive Vestas’ fair equity value. Ultimately, to give some perspective on the assumptions 

used, a sensitivity analysis was provided. 

The strategic analysis consists of a macroeconomic and an industry analysis. Within the 

former, special attention was given to the political framework, as it was judged to be of 

paramount importance. The main finding of this section was, that despite of the current 

situation being characterised by high uncertainty due to the aftermath of the financial crisis, 

the European debt crisis and the US economy struggling, overall political commitment and 

support is good and levels of planned and expected wind energy capacity increases are high. 

The industry analysis revealed increasing competition within the industry. Vestas’ market 

share is believed to decrease to some extent, which in light of expected high market growth, 

was deemed unproblematic. Especially the prospects of the offshore segment were found to 

be a major opportunity for Vestas. By and large Vestas’ strengths were assessed to outweigh 

its weaknesses. Furthermore, Vestas was seen to have recognized and be working on its 

shortcomings.  

The financial analysis showed Vestas – like its peers – to be primarily affected by the external 

conditions. However, it was determined that Vestas is taking the right measures to adapt to 

the changed framework.  

The valuation yielded a fair share price of 155,5 DKK, which compared to the observed share 

price of 79,65 DKK on November 9
th

 2011 was deemed a distinct undervaluation of Vestas. 

However, the estimated share price was derived with a long-term perspective and it is 

recognised, that due to the current high levels of uncertainty, the short-term could see 

stagnating or falling share prices. Thus, provided a value investing paradigm, a buy 

recommendation was given. 
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1.0. Introduction 

 

The purpose of this master thesis is a valuation of Vestas. 

Vestas is one of Denmark’s 20 biggest companies.
1
 Nevertheless, Vestas is not only focused 

on Denmark but is a global player with customers in 65 countries across five continents.
2
 

Vestas is solely focusing on the production of wind turbines and related services. 

The aftermath of the financial crisis can still be felt in Denmark. Growth in unemployment 

was expected to peak in 2011, but as for now is still rising.
3
 In the light of fragile economies 

and uncertain market developments Vestas, within the scope of its 3
rd

 quarter interim financial 

report 2010, announced that it would lay off 3000 employees to account for adjusted 

expectations.
4
  

From an investor’s point of view wind energy by itself is not yet competitive with respect to 

traditional energy sources. The green-energy-sector worldwide is therefore highly dependent 

on government subsidies.  

Due to the fact, that the world for the time being is in a financial crisis, governments have to 

deal with reducing debt, partially accrued due to massive stimulus packages during the 

financial crisis. This might lead to a dwindling will and commitment to support green energy 

financially.  

The motivations behind this valuation of Vestas are many: 

 It is related to my line of studies “Applied Economics and Finance”. 

 Vestas is part of the “green-energy-sector”, which has been a continuous interest of mine. 

 The forces driving/influencing Vestas’ business are manifold and interesting; ranging 

from varying costs and competition for raw materials to dependencies on government 

policies for example. 

 The tools and methods used in this paper will form part of my future work life.   

                                                
1
 http://www. transnationale.org/countries/dnks.php 

2
 http://www. vestas.com/en/about-vestas/profile.aspx 

3
 http://www. ae.dk/analyse/nye-arbejdsloshedstal-hver-3-er-langtidsledig 

4
 http://politiken.dk/newsinenglish/ECE1093261/vestas-sheds-3000-jobs/ 

http://www/
http://www/
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1.1. Problem Statement 

 

This paper will seek to answer the following question: 

 “What is the fair value of Vestas equity (share price), as of 9th November 2011?” 

In order to answer this, a strategic and financial analysis will be conducted. The strategic and 

financial analysis will provide the basis for forecasts about Vestas’ future performance. The 

forecasts results will then ultimately be used to provide inputs for the final valuation. 

To do this in an orderly and systematic manner this paper is structured into seven main 

sections. Each of these sections will contribute information and provide input to the valuation. 

 

Figure 1: Structure of Paper; creation by author 
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1.1.1. Presentation of Vestas  

 

In this section an overview of Vestas’ history, organization, leadership and corporate 

governance strategy is given. This information is supplemented with key accounting numbers. 

Corporate governance practices and organisational structure are deemed to be of crucial 

importance to gain and sustain investor interest, thereby directly impacting the market value 

of Vestas. These practices will be compared to what the author perceives as being best 

practice. 

1.1.2. Strategic Analysis 

 

This section aims to analyse Vestas’ strategic position. This will be achieved by focusing 

mainly on external factors and studying how Vestas chooses to position itself to yield 

maximum return and utilize its core competences. 

Within the scope of the strategic analysis the following questions will be answered, amongst 

others: 

 In which ways does the macroeconomic environment influence Vestas? 

 What are the key external factors influencing Vestas? 

 What are the main characteristics of the markets Vestas participates in; primarily with 

respect to the political framework but also size, growth and market share? 

 How is Vestas positioned with respect to its competitors? 

 What are Vestas value drivers and core competences? 

Resulting out of the analysis it will be determined how Vestas can create value in the future. 

1.1.3. Financial Analysis 

 

The financial analysis will be based on ex-post data. It will provide an insight into Vestas’ 

historical performance, profitability and risk profile. The historic analysis will be conducted 

based on time series analysis. Profitability, growth, risk and level of investment will be 

emphasised. The analysis will show if Vestas’ growth strategy is financially sound. 
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Furthermore a peer group analysis will be conducted, comparing Vestas’ financial 

performance with its closest competitors. The financial analysis, combined with the results of 

the strategic analysis, will form the basis of subsequent forecasts. 

Based on relevant financial measures and key ratios the following questions will be answered: 

 How has Vestas performed historically with respect to profitability, growth and risk? 

 How does Vestas perform compared to its competitors – underperform, match or 

outperform? 

1.1.4. Budgeting and Prognosis 

 

Using the results of the strategic and financial analyses as inputs, budgets and forecasts will 

be created for Vestas potential strategy. To generate meaningful insight this will be done for 

the scenario that is deemed most likely/most realistic.  

Key questions for this section are: 

 What characterises the relevant scenario? 

 What assumptions are critical in the formation of the scenario? 

 What is Vestas’ potential strategy with respect to the scenario? 

 What are the key figures and results in the forecasts? 

1.1.5. Valuation 

 

Using the results of the preceding sections as inputs the actual valuation of Vestas will be 

conducted. Different valuation methods put different emphasis on certain data. Therefore 

choosing valuation models also affects the results. Hence the choice of models needs to be 

well founded and appropriate for the company in question. Each method will be discussed a 

priori with respect to assumptions and pros and cons.  

To gain insight into the mechanics of the methods used and what changes in key assumptions 

of the most likely scenario would result in, a sensitivity analysis will also be conducted.  
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Finally the valuation results will be compared to the actual, observed market value of Vestas. 

Key questions for the valuation are: 

 What assumptions are the chosen valuation models based on? 

 What are the pros and cons of the chosen models? 

 What parameter value do the key measures have? 

 Which variables are the valuation models most sensitive to, and how would changes in 

them affect the results? 

The conclusion will be used to aggregate and link each section’s findings and place them in 

perspective. Finally the initial question of the problem statement will be answered, 

subsequently resulting in a recommendation to buy, hold or sell Vestas shares. 

1.2. Models and Method 

 

According to theory the capital market is efficient. This means all publicly available 

information is quickly incorporated and reflected in the share price. Although I generally 

believe in the concept of market efficiency, I do not believe that the capital market is efficient 

in the strong sense.  

One example of market inefficiency was for example the “dot com” bubble around the year 

2000. However, the turmoil and high volatility that could be observed in the wake of the 

financial crisis have reinforced my doubts, which is why I deem a valuation of Vestas to be 

relevant.  

To evaluate if the market has priced Vestas correctly I will use two different valuation 

models: 

 Discounted Cash Flows (DCF) 

 Economic Value Added Models (EVA) 

As a basis for the above mentioned models in-depths analyses of Vestas’ historical 

performance, strategic position and future growth opportunities will be used. 
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1.2.1. Presentation of Vestas 

 

Both qualitative and quantitative measures will be used to present Vestas. The main goal is to 

shed light on what kind of company Vestas is and what the main value drivers are. This 

section will give a general understanding of whence Vestas comes and whither it is heading, 

thereby putting the following analysis into perspective. This section will be mainly 

descriptive in nature. 

1.2.2. Strategic Analysis 

 

The aim of this section is to determine future growth opportunities. It will be used to gain a 

broader understanding of how Vestas is positioned and what dependencies and structures are 

prevalent. The starting point will be an analysis of the main countries and markets Vestas 

operates in, and then to narrow it down to the industry level - always relating the analysis to 

the consequences for Vestas at the company level. 

As a framework for the strategic analysis the following methods will be used: 

 Political, Economic, Social, Technical (PEST-Analysis) 

 Porters Five Forces 

 Product Life Cycle Analysis (PLC) 

The overall findings of this section will then be summarized and presented in form of a SWOT 

analysis. 

 1.2.3. Financial Analysis 

 

Within the financial analysis, Vestas’ value drivers will be analysed from a financial point of 

view. As a basis financial statements will be used to identify historical trends and growth 

levels. For the sake of a more meaningful analysis the accounting data will be reclassified to 

some extent.  
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As a framework for the financial analysis the following methods will be used: 

 Key financial figures (historic levels and trends) 

 Growths analysis 

 Risk analysis 

 Peer group comparison 

1.2.4. Forecasts and Budgets 

 

As a large, listed Danish company, Vestas is being followed by numerous banks and brokers. 

To put my analysis into perspective, a number of brokers and their estimates as well as Vestas 

own expectations will also be taken into consideration when forming the forecasts. 

The framework for forecasts and budgets will therefore consist of: 

 Prognoses made by Vestas 

 Prognoses and budgets made by chosen brokers 

 Prognoses and budgets made by myself (assumed to be correct) 

 Weighted Average Cost of Capital (WACC) 

1.2.5. Valuation 

 

The valuation section will use results from the previous sections as inputs. The goal is to 

attain realistic estimates of market value and future earnings, cash flow, profit and loss (P&L) 

and financial key ratios. 

The mix of valuation methods is chosen based on company structure and include: 

 DCF 

 EVA 

To estimate the influence of certain value drivers in the chosen methods a sensitivity analysis 

will be conducted. 
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1.3. Delimitation 

 

The valuation of Vestas will be the result of a fundamental analysis from the point of view of 

an external investor. Hence, it will be conducted solely on the basis of publicly available 

information, as it is common for analysts. 

As an “information cut-off point” the 3
rd

 quarter interim financial report, published on the 9
th

 

November 2011 will be used. Therefore, no information originating after this date will be 

used. 

Even though this thesis is written in English, numbers will be presented in the European way, 

i.e. a dot as thousands separator and a comma before decimals.  

As previously mentioned, the choice of appropriate valuation methods is crucial. Nevertheless 

I will not attempt to present all possible techniques and will limit my discussion to the models 

and methods decided upon and used. 

Explicit forecasting will be limited to a relatively short time period as I believe that longer 

term forecasting is too inaccurate. Especially in the light of the current uncertain macro- 

economic developments and recent historic data being coined by the financial crisis, a longer-

term explicit forecast is believed to be too unreliable to be of value to this paper.  

Vestas is a global player. However, some markets are more relevant than others in terms of 

value creation. Regarding the strategic analysis the focus will therefore be on markets that are 

key in current or in the prospect of future growth and value creation.  

2.0. Presentation of Vestas 

 

The purpose of this section is to give an idea of whence Vestas comes, how it developed and 

whither it is heading. 

2.1. Historic Overview 

 

Vestas traces its origins back to Mr. H.S. Hansen who in 1898 established himself as a 

blacksmith on Denmark’s rural, windswept west coast. About 30 years later, Mr. Hansen and 

his son Peder established a family business “Dansk Staalvindue Industri”, making steel 
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window frames for industrial buildings. Business was going well until the outbreak of the 

Second World War and the accompanying rationing of metal supplies. 

After the war Peder Hansen and a few colleagues established Vestjysk Staalteknik A/S, which 

was soon shortened to Vestas. Initially the firm had ten employees and 50.000 kroner in 

assets. Vestas started out making household appliances. In the 1950s, Vestas became 

international, starting to export its first goods – milk urn coolers. 

The next two decades are characterised by the development of new products, the expansion of 

the business and a move towards becoming more export oriented. In 1968, Vestas adapted to 

sudden demand for hydraulic cranes for light trucks, resulting in the first “real” export 

product, with 96 percent of the output being exported to 65 countries. 

During the 1970s Vestas started experimenting with wind turbines, initially in secret to avoid 

ridicule. In 1979 Vestas installed and sold its first successful turbines. However, the design 

was still flawed and the following years are characterised by the resolution of technical issues 

and the subsequent start of mass production.  

In the beginning of the 1980s legislation in the USA changed, giving tax breaks to wind 

energy investors. This resulted in the first time large order of 155 turbines in 1981 and a 

follow-up order of 550 turbines the next year. Consequently Vestas grew from 200 to 870 

employees. This was an extraordinary jump in Vestas’ business volume. 

In 1985 Vestas developed the OptiTip system which allowed for constant regulation of the 

blades’ pitch. None of the competitors could match the increase in efficiency and another 

1200 turbines were ordered by Zond in the USA. Due to changing subsidy regulations in the 

USA, the deadline for the project was the end of the year. However, the shipping company 

went bankrupt, causing Vestas to miss the delivery deadline. When the turbines finally arrived 

Zond itself was in financial trouble and declined to accept them. Vestas was left with a 

stockpile of turbines. Furthermore, Danish government subsidies also changed, resulting in 

Vestas having to cancel a huge amount of orders on its home market and consequently facing 

financial problems.  

At this point the shift from family to professional business occurred. Creditors demanded four 

out of seven seats on the board of directors, leaving only three to the Hansen family. 

Furthermore, one of the important terms of this agreement was that Finn Hansen, the third son 
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of the Hansen family, should no longer be CEO. Majority ownership nevertheless remained 

with the Hansens. 

In the course of the crisis Vestas went into suspension of payments. Parts of the business were 

sold off individually until only the wind turbine parts were left. “Vestas Wind Systems A/S” 

was “born” - with only 60 employees. Shortly afterwards Vestas was chosen for six wind 

energy projects in India, financed by a Danish state aid agency. 

During the 90s the newly focused company concentrated on technological innovation as well 

as penetrating the global market. Vestas developed the OptiSlip system which allowed the 

grid to be supplied with an even electrical output. One of the first offshore wind-parks was 

built and more countries started to take wind energy seriously. 

1994 Dutch investment funds bought 83 percent of Vestas.
5
 

In 1998 Vestas went public. Their IPO was on the Copenhagen stock exchange and the capital 

used to boost growth. In terms of Megawatts installed, Vestas was responsible for 22,1 

percent of the world’s wind power at this time. Revenue grew to 2.8 billion kroner that year. 

One and a half years after the IPO Vestas entered the prestigious KFX index (today called 

OMXC20), which included the 20 most traded shares in Denmark. 

The millennium saw the biggest order ever: 1800 turbines for Spain with a value of five 

billion kroner. In 2001 General Electric entered the wind turbine market. 

In the following years up until the mid-2000s, Vestas continued to work on improving the 

energy efficiency of the turbines and on market penetration. In 2001 Vestas was selected for 

the first large offshore wind farm in the North Sea – the Horns Reef project in Denmark. The 

global market for wind energy was growing. In 2004 Vestas and NEG Micon -  the third 

biggest producer of wind turbines - merge, becoming world leader of the wind turbine market 

and accounting for a market share of 32 percent. Aside of producing the turbines, transporting 

and installing them then became a part of their service/business as well. 

Along with the merger new management was installed. Svend Sigaard resigned and Ditlev 

Engel replaced him as CEO. In 2005 the company announced its new strategy: “The Will to 

Win” – to make wind a competitive energy source with respect to the “traditional” energy 

                                                
5 http://www. thiswritingbusiness.com/samples/samples_assets/UK_VestasGlobal0305.pdf 
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sources of coal, oil and gas. Nevertheless, a weak US dollar as well as high steel prices were 

putting pressure on the business. 

In 2006 Vestas opened its first production facility in China, a blade factory. Sales increased. 

To cope with high repair costs a division of engineers solely responsible for repairs was 

founded.   

2008 become the best year for Vestas so far. An operating profit of 668 was achieved and 

5,524 jobs were newly created.
6
 

In 2009 the financial crisis posed a threat to Vestas and renewable energy. Nevertheless 

Vestas announced that it would maintain its financial goals and launched a new turbine 

model, the V112-3 MW, strongest in the 3MW class. By now it would take about 70 turbines 

of the kind first built by Vestas to produce an output equivalent to one modern turbine.
7
 

In 2010 Vestas posted first and second quarter losses and subsequently reduced its 

expectations due to a diminished European demand. As a reaction they announced the 

reduction of production capacity in northern Europe. Specifically, the closure of four facilities 

in Denmark and one in Sweden, where cost of labour is highest, were announced. All in all 

3000 employees will be laid off.
8
  

2.2. Organisation and Ownership 

 

The purpose of this section is to establish an understanding of how Vestas is build up. 

2.2.1. Corporate Governance 

 

Vestas defines corporate governance as “the system used to lead and control a business”. 

They see it as largely being built into the requirements on boards laid down by the Danish 

Companies Act.
9
 Nevertheless, they do not stop at fulfilling the regulations but also consider 

best practice and other recommendations. Within this process they evaluate and comment on 

the recommendations for good corporate governance by the Danish Committee on Corporate 

Governance on an annual basis. 

                                                
6
 http://www. vestas.com/en/about-vestas/history.aspx 

7 From the documentary "Vestas - når virkeligheden overgår fantasien", by Flemming Christensen 
8
 Vestas 3rd quarter interim financial report 2010 

9
 http://www. vestas.com/en/investor/corporate-governance.aspx 

http://www/
http://www/
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The recommendations are on a “comply or explain” basis. Vestas complies with almost all 

recommendations, which is why I will focus on the two recommendations where they deviate. 

The first deviation is within the recommendations for the framework of the composition of the 

board of directors. All in all the committee has 11 recommendations to the composition of the 

board. Vestas only deviates in one subsection. Namely,  

 

“The committee recommends that the Executive Board and the Board of Directors establish a 

procedure whereby the collaboration between the Board of Directors and the Executive 

Board is evaluated yearly through a formalized dialogue between the CEO and the Chairman 

of the Board of Directors and that the result of the evaluation be presented to the entire 

Board of Directors.”
10

 

 

Instead of the CEO and chairman of the board of directors having a formalised dialogue, 

Vestas’ board of directors and the executive management evaluate their cooperation once a 

year.  

 

The second deviation lies within the framework of recommendations for remuneration of the 

members of the board of directors and the executive management: 

 

“The Committee recommends that the annual report includes information about the total 

amount of remuneration provided by the company or other companies within 

the same group to the individual members of the Board of Directors and the Executive 

Management”
11

 

 

Instead of giving information about the individual remuneration Vestas discloses information 

about total remuneration to the board of directors and executive management, respectively in 

the consolidated accounts. The board of directors receives a fixed cash remuneration, which is 

approved by the annual general meeting. The executive management receives a compensation 

package consisting of a fixed salary, a bonus and an option scheme. The salary is based on 

                                                
10 Corporate Governance 2009-2010, Vestas Wind Systems A/S’ comments on the Danish Committee on  

Corporate Governance’s recommendations, p.15 
11 Corporate Governance 2009-2010, Vestas Wind Systems A/S’ comments on the Danish Committee on 

Corporate Governance’s recommendations, p.19 
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market level, the bonus on annual results and the option scheme focuses on employee 

retention and long-term value creation. 

 

Condensed, the committee’s recommendations are comprised of 8 major sections with a total 

of 68 “sub-recommendations”. Vestas only deviates in the two cases mentioned above. These 

deviations seem to be in line with what is perceived as good practice, and are hence deemed 

minor. 

2.2.2. Organisational Structure 

 

For organisational charts that illustrate Vestas’ structure, the structure of Vestas’ production 

business units and sales business units see appendix 12, 13 and 14 respectively. 

Vestas Wind Systems A/S is a Danish limited liability company. It is the holding company of 

the Vestas Group. The management of the company and the group is controlled by the 

company’s articles of association, the Danish Public Companies Act and other applicable 

Danish rules and regulations.   

The annual general meeting is the supreme management body of Vestas Wind Systems A/S 

and highest authority in all company matters.  

Vestas is structured into 14 business units, reflecting both functionality and geographical 

markets. Each unit has a board of directors and a president responsible for the operational 

management of the respective unit. Vestas’ executive management is part of all units’ boards. 

2.2.3. Supervisory Board Composition 

 

At the general meeting the shareholders elect a Board of Directors. According to the articles 

of association it must consist of at minimum three and at maximum eight external board 

members. Additionally the employees elect board members, in accordance with the Danish 

Companies Act, amounting to half of the number of external directors. The external directors 

are elected for one year at a time while the employee representatives are elected for a 

minimum of four years. 

At the moment Vestas’ board consists of 8 external directors and 4 employee representatives. 
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Vestas has four board committees: 

 The Audit Committee 

 The People and Compensation Committee 

 The Manufacturing  and Excellence Committee 

 The Technology Committee 

The committees do not have the authority to make independent decisions but prepare 

decisions and recommendations for approval by the entire board of directors.
12

  

 

2.2.4. Management Board Composition 

 

The board of directors appoints an executive management of one to six members out of which 

one is appointed Managing Director.
13

 The executive management is responsible for the 

operational management of the company, observing the guidelines and recommendations 

issued by the Board of Directors.
14

 The executive management is also responsible for 

presenting proposals regarding overall strategy, overall operating, investment and financing to 

the board of directors. 

At the moment the executive management consists of Ditlev Engel, president and managing 

director and Henrik Nørremark, executive vice president and chief financial officer.
15

  

2.2.5. Ownership Constellation 

 

Vestas is listed on NASDAQ OMX Copenhagen and has a free float of 100 percent. All shares 

are equal with respect to ownership, voting and control rights.  

At the end of September 2011, Vestas had, including custody banks, 165.714 registered 

shareholders, equivalent to 92 percent of the company’s share capital. More than 41 percent 

was held by Danish investors.
16
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The only two shareholders reported to have a larger stake than five percent in Vestas were 

Black Rock, Inc. and Capital Research and Management Company. According to the articles 

of association shareholders with a share exceeding five percent of the company have the right 

to call for extraordinary general meetings. 

2.3. Strategy 

 

“No. 1 in Modern Energy”, is how Vestas calls its strategy. Already being market leader 

Vestas aims at being the best with regard to customer satisfaction, wind power plant 

performance, environmentally friendly production and safety standards. 

Financially Vestas prioritises on (1.) EBIT margin, (2.) Net working capital and (3.) Revenue. 

Hence, the overall focus is on profitability. With regard to its customers Vestas aims to 

provide the lowest cost per MWh produced. They seek to be reliable, flexible and 

knowledgeable in order to increase customer loyalty. 

Out of their position as market-leader in wind power, Vestas wants to create the worlds 

strongest energy brand.
17

 

2.3.1. Mission 

 

“Failure is not an option”. 

With this mission Vestas conveys its ambition to constant improvement and consistent and 

structured follow up of errors.  

Vestas aims to implement a Six Sigma approach to quality control. This method was first 

developed by Motorola in 1986 and measures the percentage of defect-free products.
18

 Vestas 

aims to achieve a six sigma rating throughout the entire value chain by 2015, equivalent to 

99.99966 percent of the products being free of defects (or statistically, no more than 3.4 

defects per million).
19

 

  

                                                                                                                                                   
16 Vestas 3rd quarter 2011 interim financial report, p.16 
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2.3.2. Vision 

 

“Wind, Oil and Gas”, is Vestas’ vision and expresses the aim to establish wind energy as an 

energy source on equal terms with the traditional, fossil burning sources.  

2.4. Markets 

 

Vestas is a global player. The markets where it is present are at different stages of 

development and have varying business environments. An especially important factor is the 

political backing, planning and subsidising of wind energy. Aligning supply to local demand 

as well as emphasising the right markets will be of paramount importance for Vestas’ future 

success.  

As can be seen in appendix 12, Vestas’ organisational structure reflects the markets it is 

participating in: 

 Vestas Americas covers sales and service in the United States of America and Canada. 

 Vestas Asia Pacific is responsible for sales and service in Australia, New Zealand, 

Japan, India and the rest of Asia. 

 Vestas Central Europe is in charge of sales and service in Germany, Austria, Benelux, 

Southern and Eastern Africa. 

 Vestas China in authority for China. 

 Vestas Mediterranean is responsible for sales and service in the Mediterranean area, 

the Middle East, Latin America, the Caribbean and North and West Africa. 

 Vestas Northern Europe takes care of sales and service in the United Kingdom, 

Ireland, Scandinavia, Poland and the Baltics. 

For a detailed analysis of these markets see chapter 3, the strategic analysis.  
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2.5. Products 

 

Vestas’ product portfolio consists of both manufactured goods and services. They currently 

sell 13 different turbine models, eleven onshore and two offshore models, representing the 

biggest product range within the industry. 

The turbines differ with respect to capacity. Within the capacity-segments, the turbines are 

differentiated regarding the conditions and requirements they are supposed to work in, namely 

the level of wind they work best with: low, medium or strong.  

The latest model introduced is the V112-3.0 MW. It has a rotor diameter of 112 m, is built for 

low and medium wind speed sites and with 3 MW features the highest capacity turbine out of 

Vestas’ current product portfolio.
20

  

The services Vestas offers range from project planning, transport, construction, operation and 

service to power plant optimisation.  

3.0. Strategic Analysis 

 

The goal of the strategic analysis is to shed light on the strategic framework Vestas is situated 

in. Particularly the non-financial value drivers are analysed in this section. The strategic 

analysis is structured in an external and an industry part. The external part consists of a PEST 

analysis, where the macroeconomic situation will be analysed. The industry analysis focuses 

on Vestas’ position within its peers, where Porters Five Forces will be used as a framework. 

The findings of both the external and industry analysis will then be summarized in a SWAT 

analysis. 

3.1. External Analysis 

 

As a framework for the external analysis a PEST analysis was chosen. PEST is an 

abbreviation of Political, Economic, Social and Technological analysis, which are the factors 

focused on. 
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Because of the special importance to the wind-energy sector, the political factors will be 

focussed on most. The geographical regions will be analysed according to the markets Vestas 

is present in and their importance, i.e. where Vestas has installed a minimum of 1000 MW 

historically or that are important growth markets.  

The in-depth analysis of the political framework is meant to give an idea of the level of 

political commitment and planned capacity increases in the respective markets, and thereby 

establish a notion of how certain future levels of capacity increases will be. Later, in section 

5, the estimated capacity increases will be used as a foundation to derive future revenues. For 

an overview of forecasted capacity increases until 2015 see appendix 1. 

3.1.1 Political Factors 

 

As mentioned before, the wind energy sector is highly dependent on the political sector. 

Growth in the wind energy sector is first and foremost driven by political initiatives. These 

can be national climate laws as well as international agreements to meet certain green energy 

targets. Also, government investments in research facilities and the power grid infrastructure 

or subsidisation and protectionism characterise political influence on the wind energy market.   

Vestas has employees that are solely responsible for government relations in order to ensure a 

continuous dialogue with the governments responsible for their markets. They do lobby and 

consulting work to ensure that wind energy is part of the political agenda. 

In the following I will analyse the political factors influencing Vestas by political units/ 

geographical markets. 

Americas 

USA 

While the US political climate is generally in favour of increasing renewable energy, a long-

term political framework is still lacking. The last attempt to secure such a framework was the 

“American Clean Energy and Security Act” of 2009, which among others included a cap and 

trade plan similar to the European Union Emission Trading Scheme.
21

 However, the bill was 

approved by the House of Representatives in 2009, but rejected in the Senate in 2010.  
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Another possibility, to get a national long-term framework for renewable energy, would be a 

federal Renewable Portfolio Standard (RPS) or federal Renewable Energy Standard (RES). 

An RPS/RES requires electric utilities to supply a specified minimum amount of customer 

load with electricity from renewable energy resources.
22

 However, this has not yet been 

agreed upon on a national level.  

Due to this lack of a national agreement many states have implemented their own RPS 

requirements. In the end of 2010, 29 states and the District of Columbia had implemented 

them
23

, though varying hugely in both targeted required renewable energy percentage and 

time horizon.
24 

Nevertheless, these RPS have contributed to the rapid growth of wind power 

in the United States.  

On the national level the USA supports renewable energy through two policies. One is called 

the “Production Tax Credit” (PTC) and the other is called “Investment Tax Credit” (ITC). 

The PTC grants renewable energy producers a 2,1 cent per kilowatt-hour benefit for the first 

10 years of a renewable energy facility’s operations.
25

 The PTC for wind energy was 

extended until the end of 2012 by Obama’s legislation. 

The importance of the PTC can be seen in the annual growth rates of wind energy 

installations in the USA. The PTC policy was allowed to expire, without direct prolongation, 

at three occasions: in 1999, 2001 and 2003.
26

 The growth rates within wind energy 

installations took a dive of 93%, 73% and 77% respectively.
27

 

The ITC reduces federal income taxes, based on capital investments in renewable energy 

projects and is earned when the equipment is placed into service.
28

 Many renewable energy 

producers weren’t profitable enough to reap the ITC’s benefits. To ensure further growth a 

third incentive was established: eligible projects can receive a cash grant of up to 30 percent 

of the capital investment instead of the tax reduction.
29

   

Thus far the USA has been reluctant to sign any binding international agreements. For 

example, they never ratified the Kyoto Protocol. The 2009 climate conference in Copenhagen 
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(Cop15) was without any legally binding results, also due to the USA and Chinas inability to 

come to an agreement. Also 2010s climate conference in Mexico had very few binding 

elements and mostly consisted of declarations of intent.
30

 

To conclude, as soon as the USA manages to establish a long-term political framework 

regarding renewable energy the market will have a big potential. For the time being, the short-

term legislature and lack of national targets creates insecurity for investors and contribute to a 

stagnating market.    

Canada 

Like the USA, Canada lacks a national target for wind energy development.
31

 Nevertheless 

Canada ranked 9
th

 place globally in 2010, both in terms of newly installed and overall 

cumulative capacity.
32

  

In 2007 Canada launched a federal program, called ecoENERGY. The program provides an 

incentive of one cent per kilowatt-hour for up to ten years. Those eligible are low impact, 

renewable energy projects. However, the possibility to enter the program expired on 31
st
 

March 2011.
33

  

Resembling the USA’s approach, Canada’s provinces have set their own targets for renewable 

energy production. Provincial targets add up to 12.000 MW to be installed by 2016.
34

 With 

35% of Canada’s total capacity installed, Ontario is the leading province, followed by Quebec 

and Alberta.
35

  

Many of the Canadian provinces use some form of local content requirements (LCRs). 

Typically a certain percentage of locally produced components are required to partake in the 

market, forcing foreign firms to either locate production facilities in the market in question, 

use local suppliers or form a joint venture with local producers. 

In 2008 the Canadian Wind Energy Association (CanWEA), representing the country’s wind 

energy community, released its vision for wind energy development in Canada called “Wind 
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Vision 2025”. The plan includes a target of 20 percent of the country’s energy being supplied 

by wind power in 2025, bringing total capacity to 55.000 MW.
36

   

Asia Pacific 

Australia 

Australia has a national Renewable Energy Target (RET). In 2009 the senate approved the 

RET, to ensure that 20% of Australia’s “non-transport” energy will be from renewable 

sources by 2020. Currently renewable energy accounts for about 8% of Australia’s total 

energy production. To reach the goal of 20% about 10 GW of renewable capacity have to be 

added, out of which 8 GW are expected to come from wind energy. 

Due to a decreasing price of Renewable Energy Certificates (RECs), the level of newly 

installed capacity has decreased from 2008 to 2010. To reverse this trend parliament in June 

2010 passed amendments to the RET. The amendments came into force in 2011 and 

effectively split the RET into a small-scale renewable energy scheme and a large-scale 

renewable energy target. The latter accounts for 90% of the national RET and will facilitate 

sustained new investment opportunities in large-scale projects.
 37

 

India 

In 2010 India was the third largest market for newly installed wind power capacity in the 

world. In terms of total capacity installed it ranks 5
th
. India’s current five-year economic plan 

(2007-2012) is aiming for 10 GW of new capacity from wind energy. The following plans, up 

to 2022, foresee about 25 GW new capacity from wind energy. To reach these targets several 

policies are in place. For instance, there is an Accelerated Depreciation (AD) policy, granting 

investors benefits of up to 80% of project cost. Nevertheless, the government is planning to 

phase out this policy by March 2012 and the market is expected to get a push from investors 

before the policy comes to an end. 

Instead of furthering asset creation and tax savings they want to focus on shifting the 

incentives to actual power generation. In order to do so the Ministry of New and Renewable 

Energy announced a scheme for a Generation Based Incentive (GBI) in the end of 2009. The 

GBI offers INR 0,5 per kwh ($0,01/kwh) for wind power electricity fed into the grid, subject 
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to a maximum of INR 6.2 million per MW of installed capacity. The Ministry of New and 

Renewable Energy has indicated that the GBI will be extended beyond March 2012.   

Additionally there is a tariff by the State Electricity Commission, that applies to a maximum 

of 4.000 MW installed and commissioned before the end of March 2012. Furthermore there is 

a “mandatory market share policy”, ensuring that licensed operators of the distribution grid 

are obliged to buy a minimum of 10% of electricity from wind energy.  

In addition the Central Electricity Regulatory commission also implemented a Renewable 

Energy Certificate mechanism in 2010, to address the mismatch between availability of 

renewable energy sources and the requirements on power suppliers. Last but not least, similar 

to the USA and Canada, 13 Indian states have also introduced RPS.
38

 

Japan 

Japan had a wind power target of 3 GW by 2010. However, this target was not reached. Japan 

has a target of 10% renewable energy by 2020. The Japanese government’s tentative wind 

power policy is deemed to be the largest barrier to wind energy in Japan.  

Their main concern is that wind power could destabilise the grid in periods of low energy 

demand. They had a subsidy, offering 30% of initial project cost, but it was withdrawn. A 

new feed- in tariff was proposed by the Ministry for Economy, Trade and Industry, featuring 

a purchase price for wind power at JPY 15-20/kwh over a period of 15-20 years. 

Nevertheless, the tariff will not be in place before April 2012, leaving investors without any 

subsidies or incentives for the time being.
39

 

Whether the Fukushima disaster will have a positive impact on wind energy in Japan remains 

to be seen. 

China 

In 2010 China with 19.928 MW accounted for almost half of the newly installed capacity 

worldwide. This brought total installed capacity up to 44.781 MW, also making it the biggest 

market in this respect. China has seen an enormous boom in wind energy. Its original target in 

the 11
th
 five-year plan called for 5 GW of wind power that was exceeded almost nine fold to 

nearly 45 GW.  
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The current 12
th

 five-year plan calls for 90 GW to be installed by 2015. The National 

Development and Reform Commission (NDRC) also laid out targets for 2020. According to 

these targets, 15% of total energy consumption is supposed to be covered by renewables by 

2020. To achieve this, the National Energy Bureau announced to increase investment in 

emerging energy by CNY 5 trillion in the next ten years. Out of this 30% are planned to go 

into wind energy.  

Furthermore the government introduced a “mandatory market share” policy that states that 

3% of electricity should come from non-hydro renewables by 2020. Moreover the 

government recently amended its Renewable Energy Law, to include fines for utilities of up 

to double the losses of renewable energy producers when their input is not used.  

However, so far the country’s grid cannot keep up with the rapid development in wind 

installations and about 30% of wind power capacity has not yet been connected. To deal with 

this and future installations the State Grid is planning to add 6.000 kilometres of high voltage 

transmission lines up to 2020.
40

  

Europe 

The European Union as a whole has a goal of getting 20% of its total energy from renewable 

energy production by 2020. Out of the 20%, 14% are believed to come from wind energy. 

According to the European Wind Energy Association (EWEA) the EU will even exceed the 

target. Based on an analysis of the 27 National Renewable Energy Action Plans, 25 countries 

will either meet or exceed their national targets. Only Luxemburg and Italy are planning to 

use the cooperation mechanisms, i.e. to import some of their renewable energy, to meet their 

target.
41

  

Germany  

The national binding target, established by EU Directive 28/2009/EC, is at 18% of total 

energy production coming from renewable energy by 2020. According to the National 

Renewable Energy Action Plan it will exceed this target by 1,6%. 

In Germany the Erneuerbare Energien Gesetzt (EEG), a law featuring a feed in tariff for 

renewable energy, was first enacted in 2000. It has been the major driver for wind power 
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development in Germany. It has been revised twice (2004 and 2009). The current law offers a 

contract length of 20 years and consists of an initial and a base level.  

For onshore wind power the initial level (the first five years) is 9,2 cents/kwh and the base 

level is 5,02 cents. Both the initial and base level are subject to 1% degression per year over 

the contract time. Furthermore there is a 0,5 cents/kwh bonus to the initial level for 

repowering of older turbines, as well as a 0,5 cents/kwh bonus if the wind turbine complies 

with certain properties for grid regulation.  

For offshore wind power the initial level is at 13 cents/kwh and the base level is at 3,5 

cents/kwh.
42

 In contrast to the onshore tariff, the offshore initial level lasts 12 years, which is 

expanded depending on how far out on the see the project is build and how deep the water 

level is.
43

 Additionally there is a “sprint-bonus” of 2 cents/kwh if the project is completed 

before the end of 2015. The degression for offshore is at 5% per year beginning in 2015.  

However, the German onshore market is close to saturation. Nevertheless, there is potential 

for repowering of older turbines, as well as potential further inland for turbines designed for 

lower wind conditions. 

According to the Deutsche Energie – Agentur (DENA), the national energy agency, four 

projects to expand the high voltage grid network are in the permitting process. These will 

facilitate the passage of large volumes of wind energy, both on- and offshore, from the north 

to the south of the country.
44

  

Last but not least, in reaction to the nuclear disaster in Fukushima, Germany decided to phase 

out nuclear energy. It is the first industrial nation to relinquish nuclear energy and the last 

nuclear reactor is planned to be taken off the grid in 2022.
45

 Wind energy and renewable 

energy in general are expected to benefit from this development.  

United Kingdom 

The EU target for the UK requires that 30-35% (5,5% in 2009) of electricity are provided by 

renewable energy sources by 2020. As the UK has the best wind resource in Europe most of it 

will likely come from wind energy. Total capacity is at 5,862 MW and another 10,700 MW 
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are expected to be installed by 2015. In terms of newly installed capacity this would rank the 

UK as the fourth biggest market in Europe (after Germany, Spain and France). Much of the 

new capacity will be offshore, where the UK has a leading role. To further encourage offshore 

development, investors are offered two Renewable Obligation Certificates (ROCs) per MWH 

generated.
46

 

The Renewable Obligation Order was first introduced in 2002 and is subject to regular 

revision. It is the main support scheme for renewable energy development in the UK. The 

order calls for electricity suppliers to have an increasing proportion of electricity from 

renewable sources. To meet the obligation a sufficient amount of ROCs must be presented. If 

a supplier fails to present enough ROCs to meet the obligation, an equivalent amount needs to 

be paid into a fund, out of which suppliers that have met their obligation are paid back on a 

pro-rated basis.
47

 The biggest challenges in the UK are a difficult planning process and grid 

access.   

France 

France’s EU target calls for 23% of energy consumption being covered by renewables in 

2020. To achieve this, the installation of 25 GW of wind capacity is planned. 

The French used a rather unique method to decide on reforms and policies related to 

renewable energy, among others. In 2007 President Nicolas Sarkozy instigated the Grenelle 

de l’environnement, a forum where the ministry in charge of Ecology and Sustainable 

Planning and Development hosted a round table for state, unions, employers, NGOs and local 

authorities.
48

 Furthermore citizens were asked to give their opinion on the web.  

The policies within the first draft “Grenelle 1” were passed in August 2009. Within Grenelle 1 

the French regions were required to produce renewable energy plans that identify where 

turbines can be build in 2010. Subsequently Grenelle 2 was launched in 2010 to define how 

the policies will be implemented. 

Spain 

Spain has a target of covering 22,7% of total energy by renewables by 2020. By the end of 

2010 about 20 GW were installed. To achieve the target, an additional capacity of 20-24 GW 
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is needed. Spain uses a feed-in tariff to further wind energy development. The tariffs have 

been reduced in 2007, but nevertheless Spain remains a stable market due to an increasing 

demand for energy and favourable wind conditions. By 2015, Spain is expected to install 

additional 11 GW, which will then be the second biggest market in Europe after Germany.
 49

 

Italy 

Italy’s wind energy sector is growing rapidly. Nevertheless, the country will likely not fulfil 

its European target solely from its own production. In Italy renewable energy has priority grid 

access. However, due to the inadequate grid many regions have had to curtail their wind 

farms. Similar to the United Kingdom, Italy uses certificates for renewable energy producers 

(1 certificate per MWh) in combination with requiring a renewable energy quota from energy 

distributers and energy importers. In 2009 an annual increase of 0,75% until 2012 was 

introduced for the quota (bringing it to a total of 6,8% in 2011).
50

 New wind energy 

installations are eligible for certificates for 15 years (formerly 12).  

Netherlands 

The EU target for the Netherlands is 14% of total energy from renewable sources by 2020 

(which is a reduction from a former national goal of 20%). The official target for wind energy 

consists of 1.500 MW onshore and 6000 MW offshore. In 2008 the Stimuleringsregeling 

Duurzame Energie (SDE) succeeded its predecessor, the Milieukwaliteit Van 

Elektriciteitsproductie  (MEP).  

The SDE regulates pricing for renewable energy sources in general and includes a feed in 

tariff for wind energy. The premium granted is dependent on the kind of technology used and 

adjusted according to the actual wholesale electricity price.
51

 The tariff is granted for a period 

of 15 years. Offshore wind energy is not yet included, but the procedure for including it was 

started in early 2010.  

Furthermore there is the Energy Investment Deduction scheme (EIA), which provides tax 

incentives for renewable energy projects and another scheme that provides incentives for 
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projects that reduce CO2 emissions.
52

 However, Dutch politics regarding wind energy have 

been unsteady and the future progress of wind power development is uncertain.
53

  

Denmark 

Wind power in Denmark already accounts for 26% of total electricity consumption. The EU 

target is therefore set relatively higher than in the other member states. The EU target is set 

for 30% of Denmark’s energy demand being covered by renewable energy sources by 2020.  

Moreover the government laid out a new energy plan in the beginning of 2011, announcing 

the goal to be 100% free of fossil fuel by 2050. In 2008 the tariffs for electricity from 

renewables were more than doubled to 0,25 kroner per kwh.
54

  

However, the Danish government is also supporting the wind energy sector by funding 

research. Denmark has always had a leading position in research and development of wind 

energy, both on- and offshore. There are plans to build two new testing centres, as the existing 

test centres are no longer sufficient for the industries needs. Therefore a national test centre, 

located in Østerild in Thy, is planned with facilities for testing wind turbines with a height of 

up to 250 metres.
55

 The other centre will be located on the Lindøværft and is primarily aimed 

at testing offshore windmills in conditions similar to the open sea.
56

  

Nevertheless, there are fears that Denmark is in the process of losing its leadership position in 

wind energy research. In 2010 Siemens and General Electric closed their production facilities 

in Denmark. In the beginning of 2011 Vestas announced the firing of 2.400 Danish employees 

followed by a declaration of Gamesa to relocate their R&D. Still, some of the leading firms 

have research and development facilities in Denmark, but fears are that they soon will follow 

the respective production facilities.
57
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Sweden 

The EU’s target for Sweden’s renewable energy share by 2020 is the highest out of the 

member states – 49%.
58

 According to its national energy plan Sweden will even surpass this 

goal by 1,2%.
59

  

Sweden derives most of its renewable energy from hydropower. Nevertheless wind power 

shows significant growth and Sweden’s current rate of new installations has reached 500 

MW/year. The government has planned that wind power should contribute with 12,5 TWh by 

2020.
60

  

Sweden uses a comprehensive policy mix to further renewable energy. The key drivers are a 

30% tax deduction for new installations and a green certificate system. Similar to Italy’s 

certificate system, producers are granted one certificate per MWh produced and distributers/ 

sellers are required to have a certain quota of their energy from renewable sources (16,9% in 

2010). The quota is adjusted annually to ensure it is helping to reach the country’s targets.
61

   

3.1.2. Economic Factors 

 

The financial crisis hit the wind energy sector with a delay. The first signs could be noticed by 

the end of 2008 but it was mostly in 2009 and 2010 that the effects of the financial crisis 

could be felt.  

First and foremost the credit crunch affected the sector. Before the crisis one of the biggest 

players in financing for the sector was Lehman Brothers. After it crashed new banks moved 

into the void, but due to the crisis they were more risk averse and much more restrictive with 

financing projects.  

This was mostly to the benefit of big-balance sheet companies like General Electric or 

Siemens. For one they were still the most likely to secure loans and furthermore they had the 

possibility to use their corporate group for cross financing so that they were able to provide 

their customers with financing schemes.  
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A lot of smaller-scale project developers and independent power purchasers had difficulties in 

financing projects and were selling out to more established players, furthering a trend towards 

consolidation.
62

   

Nevertheless, basic demand did not break down. As mentioned earlier, the wind energy sector 

is highly dependent on the public sector, and government’s green targets continued to further 

a certain level of investment. In addition to the green energy targets another characteristic of 

the wind energy sector secured political support, amongst others through stimulus packages: it 

requires a high level of both skilled and unskilled labour, which especially in times of 

economic uncertainty and high unemployment are high on the political agenda.   

Oil and gas depletion, as well as an upward experience curve are working in favour of green 

energy. Besides being more sustainable environmentally, wind energy also decreases 

economies dependence on foreign countries, specifically the oil exporting countries.  

Through the course of the past years oil prices have been very volatile, but were high on 

average with an upward trend.
63

 Many scientists argue that the so called peak oil has been 

reached, or will be reached soon. At the same time developing economies like China have a 

rising demand. It can therefore be argued that prices will remain high and probably be rising. 

This will help in bringing wind energy on par with the conventional energy production as far 

as cost of energy production is concerned.   

3.1.3. Social Factors 

 

The social acceptance has to be seen in a context of growing concerns about climate change 

and energy supply. Being a renewable and environmentally friendly energy source, wind 

energy has strong and stable levels of public acceptance and support.  

In Europe levels of support are measured by the Eurobarometer Standard Survey (EB). The 

latest EB aimed at energy technologies is from 2007, and shows that 71% of Europeans are in 

favour of wind energy, 21% have a balanced view, 3% are opposed and 5% don’t know. For 

an abstract of public support of wind energy on country level see appendix 2.  
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In comparison, the traditional energy sources of coal and oil have public support of 26% and 

27% respectively. Nuclear power has by far the lowest public support (20% support, 36% 

balanced views, 37% opposed and 6% don’t know).
 64

  

The same survey also asked for Europeans’ expectations on what the three main energy 

sources will be 30 years from now, where wind energy was the runner up and only superseded 

by solar energy.  

It can be assumed, that these high levels of support for wind energy have been increased even 

further due to recent crises, i.e. the 2010 BP-oil spill and the nuclear disaster in Fukushima.   

However, even though public acceptance and support for wind energy is high, it can be a 

different matter on the local level/ with community acceptance. This issue is identified with 

the acronym NIMBY (Not In My Back Yard).  

According to the NIMBY idea, resistance against wind projects stems from motives of local 

citizens and mainly from concerns about noise and the visual impact on the landscape. While 

these arguably are the main concerns, the kind of interaction of key stakeholders, project 

developers and the community, and whether they are perceived as just and trustworthy, is also 

paramount for the local acceptance of a project.  

3.1.4. Technological Factors 

 

Over the course of recent years competition in the wind energy industry has become fiercer. 

For Vestas the only way to retain their leadership position is through technology. Vestas 

seems to be well aware of that and in 2010 increased the number of employees working with 

research and development from 1.490 to 2.277.  

Vestas has research and development facilities in Denmark, the UK, India, Singapore, 

Germany, the US and a newly opened facility in China, allowing them to attract skilled 

employees in the most important markets. Furthermore they invested a total of EUR 372 

million in R&D in 2010 and, as in previous years, increased their effort to secure their 

developments through an increase in patents.
65
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Even though signs are good with respect to an increase in wind energy worldwide, most 

countries are lacking in the necessary infrastructure.  

Due to its nature, wind energy production varies wildly in volume, not dependent on demand 

but wind levels. This can lead to net-overloads if the grid infrastructure is not adjusted 

accordingly.  

Already today wind farms often have to be limited in their energy production or be taken 

completely of the grid to avoid overloads. There is a lot of research being conducted on how 

to store overproduction in times of high wind and low demand, ranging from windmills with 

build in batteries, over pump-storage-hydro-power-plants to converting wind energy into 

biogas or hydrogen and then using it in times of high demand.  

However, a dominant and practical solution has not yet been reached and the short/ midterm 

solution calls for a drastic increase of grid capacity, especially in high voltage lines, to 

transport surpluses from regions with high wind levels to regions with demand. This is 

particularly important in light of the planned increases in offshore wind production. 

First and foremost the EU, but also the US and China, are planning to increase their offshore 

wind production. Generally the wind potential is higher offshore than onshore. Nevertheless, 

technologically offshore wind-power-plants are more challenging to set up, depending on the 

distance to the coast, water depths and varying structure of the seabed. Furthermore it is more 

difficult and costly to maintain and repair windmills offshore.  

Vestas has, compared with its peers, long experience in the offshore segment. It has been a 

bumpy road though. In 2007 they had to recall and freeze sales of the V90-3MW offshore 

windmill due to problems with the gearbox.  

With regard to offshore windmills some of the leading companies, namely Enercon, GE, 

Siemens and Goldwind, are favouring the so-called “direct-drive” system, which works 

without a gearbox. Without a gearbox there are less moving parts and hence less potential for 

failure, making it potentially more durable and more reliant.  

However, there is also a downside to the direct drive. To avoid the generator getting too big, 

rare-earth magnets, made from neodymium, are used. China controls over 97% of the world’s 
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neodymium deposits and has been restricting exports of metals.
66

 A production relying on the 

metal therefore increases business risk.  

Vestas’ current offshore turbine, the V112, does not rely on neodymium and uses a gearbox. 

What technology the - currently under development - V164-7.0 MW offshore turbine will be 

based on is yet unknown.  

3.2. Industry Analysis 

 

In the following I will conduct an analysis of competition on the industry level, based on 

Porters five forces. For a graph that visualizes the factors analysed within Porters framework 

see appendix 15. 

3.2.1. Threat of New Entrants 

 

The easier it is for new companies to enter the industry, the higher the threat of new entrants 

and the higher the competition within the industry. Factors that keep new companies from 

entering are known as barriers to entry. For the wind turbine industry I have identified two 

barriers to entry.  

For one, there are relatively high fixed costs. Most of the times windmills are not sold 

individually, but as a package deal for varying sizes of “windfarms”. Additionally, because of 

the financial crisis, project financing has become more complex. Formerly most contracts 

were “supply only”, where the producer was only responsible for producing and delivering 

the windmills. Today there is a tendency toward “supply and installation” contracts, where the 

producer is also responsible for setting up the windmills and connecting them to the energy 

grid.  

Vestas embraces this development and even goes a step further in also offering long running 

monitoring and maintenance contracts.  

However, for new entrants, setting up production and related business units on a sufficient 

scale, takes a lot of seed capital and can therefore be considered a barrier to entry.  
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The second barrier identified is knowledge. Since coming into being, the wind energy 

industry has been characterised by constant innovation and development. Being on the 

forefront of innovation is of paramount importance in order to remain in the market.  

The existing companies also try to protect their know-how trough patents, making it even 

harder to start a new company. Customers will choose the best business case, i.e. cost 

effective and reliant wind mills with high output. Vestas is trying to brand itself for quality, 

putting emphasis on business case certainty and low cost of energy.  

Because of these two barriers the last entries have mainly been by conglomerates that have the 

necessary funds. With regard to the knowledge-barrier, some solved the problem by buying 

existing wind energy companies. This strategy could for example be observed in Siemens 

buying the Danish Bonus Energy in 2004, or by General Electric buying Enron Wind 

(formerly Zond). 

3.2.2. Threat of Substitutes 

 

With regard to wind energy, substitutes are all other forms of energy production. Most 

important are the most used and “traditional” ones, i.e. coal, oil and gas. Vestas aim is to 

bring the cost of wind energy production on par with the traditional sources. Due to the 

progress with wind energy and gradual depletion of non-renewable resources, this seems to be 

a question of when rather than if it happens.  

The biggest threat from non-renewable energy sources seems to be natural gas. It is cheaper, 

produces less CO2 compared to the other traditional sources when burnt, and its share of 

energy production is expected to grow.
67

 

However, most of the development of renewable energy is politically driven and as was found 

in the PEST analysis, many countries also have regulations that require energy providers to 

have a certain percentage of renewable energy in their portfolio. Hence it is not possible to 

substitute all renewable energy by traditional forms of energy production.  

Therefore I define all other forms of renewable energy as direct substitutes, meaning all kinds 

of energy production that are characterised by low CO2 emissions. These include solar 

energy, hydro power, wave energy, tidal energy, geothermal energy and energy from biomass. 

                                                
67 “The Future of Natural Gas”, an interdisciplinary MIT study, interim report p.11 
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Their development is, just like wind energy, mostly driven and made economically attractive 

by politically defined incentives.  

Among the other kinds of renewable energy sources, solar energy especially has a growing 

market. Even so, solar energy is rather a complementary energy source than a substitute. 

While most wind energy can be harvested during nights and in wintertime, most solar energy 

can be only be produced during the day and in summertime.  

Hydro energy is a good alternative to wind energy in certain places. Nonetheless it also has 

some prerequisites and drawbacks. It requires rivers and an uneven landscape in order to build 

dams. Even with the prerequisites in place, building a dam always constitutes a rather drastic 

intrusion into the ecosystem and the lives of the local population. Because of the drawbacks 

and prerequisites, as well as the technology being in a quite mature state, I do not deem hydro 

energy a big threat for wind energy. 

Wave energy and tidal energy are the “youngest” renewable energy sources with regard to 

their life circle. In comparison to wind energy they are still in the testing phase and subject to 

more basic research. They might become threats in the long run, but for the time being they 

do not constitute a threat.    

Geothermal energy utilises the earth’s inherent heat. Based on experience from mining, it has 

been established that the temperature rises by approximately 1° Fahrenheit for every 60 Feet 

increase in depths (i.e. 0,556° Celsius every 18,29 meters).
68

  Geothermal power plants make 

use of this and tap into underground reservoirs, where there are accumulations of hot fluids 

and steam – so-called hydrothermal resources. However, drilling deep is expensive and 

therefore this technology is mainly used in regions where adequate hydrothermal resources 

are relatively close to the surface or directly at the surface (geysers). Close to surface 

reservoirs are mainly found around the tectonic belts. Apart from energy production this 

technology can also be used for heating. Geothermal energy has been in use for quite some 

time but research and improvements are on-going. In 2010 the capacity installed worldwide 

was 10.1 GW and the most optimistic forecast prognoses a doubling of capacity by 2020.
69

 In 

some regions it can hence be seen as an adequate substitute. 
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Energy from biomass includes all forms of energy obtained from plants and plant-derived 

materials.
70

 There are many different ways of producing energy from biomass, but the most 

common one is burning (to produce steam for running generators). The largest biomass 

resource is wood, but also waste and residues from paper production or farming are used. 

When biomass is burned the CO2 released is equal to the CO2 absorbed during its growth. 

Therefore, seen over the whole production cycle, biomass is considered CO2 neutral. 

Furthermore, the farming of crops and other high-energy plants specifically for the purpose of 

producing energy or turning them into bio-fuels is spreading. In light of the recent hunger 

crisis this is not unproblematic. As more crops are used for energy production less can be 

exported for food and demand rises, as do the prices. 

Today wind energy is the cheapest among renewable energy sources. Over the course of 

recent years its price has been approaching that of traditional energy sources, but it remains 

more expensive. For any of the other renewable sources to become a relevant threat, a 

technological breakthrough in their respective field would be necessary. 

3.2.3. Bargaining Power of Buyers 

 

While there are a variety of different customers, there has been a tendency towards bigger 

customers over the course of the past years. With respect to cumulative capacity in global 

installations, the top 15 operators increased their market share from 23 percent in 2003 to 34 

percent in 2010.
71

  

In 2010 Vestas’ revenue was distributed among 212 customers out of which energy 

companies and utilities accounted for 46 percent of revenue.
72

 While historically single wind 

turbines have also been sold, now it is almost exclusively bigger orders and a question of 

whole projects. This has a positive impact on the industry as it increases turnover.  

However, the tendency towards bigger customers also decreases the overall number of 

customers and thereby increases the importance of/dependency on single customers. In light 

of this development customer satisfaction and loyalty are of paramount importance. Among 

other initiatives Vestas has introduced Key-Account-Management for the biggest and most 

important customers, to give them direct access to Vestas and further a mutually beneficial 
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relationship. Nevertheless, Vestas also tries not to rely on single customers and markets too 

much. 

After a large increase in the customer loyalty index in 2009, in 2010 it remained unchanged at 

64. Vestas goal is to increase customer loyalty to at least 75 on the index by 2012, on par with 

the best in the world. 

There is quite a lot of competition globally in the onshore segment. However, it is less fierce 

in the offshore segment. So far the offshore segment is dominated by Vestas and Siemens, as 

most of the other producers simply are not represented. This lessens customers’ bargaining 

power, and can be advantageous for Vestas with regard to the planned and expected growth 

within the offshore-segment.  

3.2.4. Bargaining Power of Suppliers 

 

There are two kinds of suppliers in the wind industry, namely suppliers of raw materials and 

suppliers of components. As far as raw materials are concerned, there is almost perfect 

competition and little to no opportunity to bargain for other than market prices.  

However, there is a different situation regarding components. A wind mill consists of about 

8000 components and virtually no producer builds them from scratch. Because of the shift 

towards bigger projects, suppliers also need to have large-scale production and good capital 

funding.  

Due to the nature of the components’ being complex and coined by specific know-how, the 

component suppliers are highly differentiated and tightly interconnected with the wind turbine 

producers. Because of these requirements some suppliers have high market dominance.  

For instance, Winergy AG is the only supplier of complete drive systems worldwide. More 

than 50% of the globally installed wind turbines have at least one Winergy component.
73

  

Furthermore, the overall number of suppliers is rather limited. This leads to mutual 

dependencies between producers and suppliers. Suppliers are in a particularly good 

bargaining position during strong growth periods. This was for example the case from 2006 – 

2008, where suppliers could not keep up with the rising demand which resulted in long 

delivery times and rising component prices. However, because of lower demand during the 
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financial crisis, in 2009 the opposite was true. There was overproduction of components and 

producers had a better bargaining position.  

The financial crisis also led to a decrease in the number of suppliers, through consolidation 

and bankruptcy, which ultimately led to a strengthened bargaining position for the suppliers 

and rises in the price of some components in 2010. Vestas expects this trend to continue 

throughout 2011.
74

 For a table that illustrates the number of major suppliers in specific 

component-segments see appendix 11.  

Vestas has taken a number of measures in order to decrease risk and dependence on suppliers. 

Firstly they used vertical integration, taking over and integrating some suppliers directly into 

their value-chain. Moreover they adopted a policy to have at least two suppliers for every 

component, to dampen the effects of supply bottlenecks and potential supplier bankruptcies. 

Last but not least, in the course of their strategy to produce locally, they also try to use local 

suppliers, which helps diversifying the risk.  

3.2.5. Competitive Rivalry Within the Industry 

 

The product life cycle model can also be adapted for industries (see appendix 13) and is a 

good starting point to understand the fundamentals of the competitive situation in an industry. 

With regard to its life cycle the wind energy industry is in the growth stage. It is characterised 

by high growth (with the exception of 2010, because of the financial crisis), increasing 

competition for market shares, entrance of new competitors and the beginning of product 

differentiation. Because of the political framework, constant development and frequent 

product upgrades, I expect the wind industry to have a relatively long growth stage. 

 

  

                                                
74

 Vestas 2010 3rd quarter interim financial report, p.4 



43 | P a g e  
 

Table 2 lists the industry’s top ten manufacturers according to their market share, based on 

Megawatts supplied in 2010.  

Company Supplied MW in 2010 Market share 2010 

Vestas (DK) 5.842 14,8% 

Sinovel (PRC) 4.386 11,1% 

GE Wind (US) 3.796 9,6% 

Goldwind (PRC) 3.740 9,5% 

Enercon (DE) 2.846 7,2% 

Suzlon Group (IND) 2.736 6,9% 

Dongfang (PRC) 2.624 6,7% 

Gamesa (ES) 2.587 6,6% 

Siemens (DE) 2.325 5,9% 

United Power (PRC) 1.643 4,2% 

Others 8.247 17,5% 

Table 1: Market share; creation by author, based on BTM consults Aps, World Market Update 2010, p.34 

Based on the market shares in Table 1 I calculated the Herfindahl-Hirschman-Index (HHI), a 

measure of market concentration, to be 0,08 for the industry. An HHI-Index below 0,15 is 

considered to indicate a low level of concentration within the industry and hence a fair level 

of competition (highly competitive industries have an HHI of below 0,01).  

To see if there is a trend, I did the same calculations for previous years and in 2006 the 

industry had an HHI of 0,17, which is above the threshold of 0,15, indicating a moderate 

concentration. It can therefore be concluded, that there is a trend towards less concentration 

and consequently, that competition within the industry has become fiercer. 

However, these calculations are on an aggregated basis, for a global market. Looking at 

individual countries there are higher levels of concentration and there are often dominant 

players. This is for example the case with GE (US), Gamesa (Spain) and Enercon (Germany), 

which conduct most of their business on their respective home markets. By contrast, ca. 90 

percent of Vestas’ turnover is from exports/sales outside Denmark. 

Due to the limited number of manufacturers within the industry it can be classified as 

oligopoly. Even though there are a number of new manufacturers entering the market I do not 
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expect this to change, as there also is an expectation of further consolidation due to rising 

importance of economies of scale and the higher liquidity requirements. 

3.3. SWOT 

 

To summarise the main findings of the strategic analysis and to shed light on their relevance 

for Vestas, an analysis of Vestas strengths, weaknesses, threats and opportunities (SWOT) 

was used to give an overview of Vestas position in relation to its surroundings. The items 

were ordered according to their perceived importance. 
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            Strengths Weaknesses 

 Global Player and Good position in 

the biggest markets (except China) 

 Local production for local markets 

(“In the region for the region”) 

 Market-leader 

 Strong Brand 

 Long Experience/ unique know how 

 Broad product portfolio 

 Strong position within the offshore 

segment 

 Focus on cost of energy production 

and reliability 

 Focus on R&D and technology 

 Focus on quality – Six Sigma 

approach 

 Focus on business-case certainty & 

“easy to work with” policy 

 Focus on customer satisfaction 

 Vertical integration 

 Small market share in high growth 

markets 

 Low capital backing compared to 

major competitors 

 Dependence on suppliers 

 High R&D costs 

 High cost for securing knowledge 

(“patent-war”) 

 High wage-level in DK 

 Small home market 

 Dependence on subsidy schemes 

 

      Opportunities       Threats  

 Technology developments 

 Rising demand for wind energy 

 Rising environmental-awareness 

 Offshore market growth 

 High growth markets (especially 

China) 

 Nuclear phase-out in Germany 

 Barriers to entry 

 Bigger customers and bigger orders 

 Rising prices of traditional energy 

sources – Peak oil 

 

 Deteriorating economic situation 

 Continued lack of political goal and 

discontinuation of subsidy schemes in 

the US 

 Rising competition 

 Technological breakthrough at 

competitors 

 New competitors 

 Rising raw-material prices 

 Supplier bottlenecks 

 Falling prices within the traditional 

energy sources 

 Technological breakthrough of other 

renewable energy sources (substitutes) 

 Rising bargaining power of customers 

 Continued lack of new, binding, 

global targets (as a follow up to the 

Kyoto-agreement) 

Table 2: SWAT; creation by author 
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3.4. Conclusion 

 

The strategic analysis showed Vestas in relation to its surroundings, both with respect to the 

different regions/markets it operates in and in relation to the industry specific conditions. 

Vestas was seen to maintain its position as market leader. They were found to be a true global 

player in contrast to many of the direct competitors, and further increase their global profile 

through their strategy of “in the region for the region”.  

Within the external analysis special attention was given to the political factors as they are of 

particular importance to the wind turbine industry. The general level of political commitment 

and support was found to be high. Nevertheless, an international framework with binding 

targets in succession of the Kyoto protocol is still lacking. Also the political setting on the 

national level in the USA was found without long-term scope, which is, in light of its 

importance for Vestas, problematic. 

It was established that the financial crisis hit the wind turbine industry with a delay (namely in 

2009). That there was still growth in newly installed capacity in 2010 was only due to 

extraordinary levels in China, which established itself as a leading market both in terms of 

newly installed capacity and overall cumulative installed capacity. However, due to a rather 

small market share in China Vestas could not draw a great deal of benefit from this 

development.  

Furthermore, due to the financial crisis, project financing became more restrictive and harder. 

This was deemed to benefit the big conglomerates, while being problematic for Vestas in light 

of lesser financial backing. 

Taking into consideration growing concerns about climate change and energy supply, the 

social acceptance for wind energy was assessed to be very good and far superior to traditional 

energy sources, especially in comparison to nuclear energy. The agreed upon nuclear phase 

out in Germany, the most important European market overall, could boost already good 

growth prospects within Europe even further. Vestas could benefit from this development, as 

they derive about half their business volume in Europe. 
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Lack of adequate infrastructure, both in terms of high voltage grid and means of storing 

energy, were judged to be major challenges with respect to the future development of the 

wind energy sector – by and large worldwide.  

The industry analysis revealed increasing levels of competition within the industry, in spite of 

the identified barriers to entry, high fixed costs and knowledge. Knowhow and securing it 

through patents were judged to be of paramount importance in order to stay innovative and 

competitive. 

None of the direct substitutes were found to be immediate threats to wind energy. 

A tendency towards fewer but bigger customers was seen, which was found to potentially 

increase turnover, and deemed to be a positive development in light of Vestas’ high customer 

loyalty and focus on customer satisfaction. 

With respect to suppliers, strong interdependencies with the turbine manufacturers were 

observed. The level of bargaining power was seen to shift depending on the business cycle. 

Vestas’ measures to decrease dependency on single suppliers, as well as smooth collaboration 

and increasing their component quality were judged to have improved Vestas’ position 

considerably. 

Last but not least, the offshore sector was identified as a potential future growth market 

(especially in Europe). Vestas has, due to less competition and long experience in this sector, 

good chances to capitalise on this development. 

To conclude, currently the sector is characterised by high external economic uncertainty. 

However, provided the economic situation does not deteriorate into a long-term global 

recession, there are very good growth prospects for the mid- and long-term. With respect to 

the SWAT analysis it can be said that Vestas’ strengths outweigh the weaknesses. Moreover, 

Vestas seems to be aware of the weaknesses and is working on most of them. 
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4.0. Financial Analysis 

  

Within the framework of the financial analysis historical key figures for Vestas will be 

analysed for later use in forecasts and the valuation. 

The accounting analysis will help in gaining an insight into Vestas’ historical value drivers 

and value creation. 

Prior to the analysis parts of the annual report will be reclassified in order to facilitate 

meaningful results. 

4.1. Accounting Principles 

 

The European Union adopted an international accounting standard in 2002, requiring listed 

companies in the member states to prepare their consolidated income statements according to 

the International Financial Reporting Standards (IFRS) from 2005 onward.
75

 

Vestas is complying with the IFRS and the related recommendations of the Interpretations 

Committee (IFRIC).
76

  

In 2010 PricewaterhouseCoopers, Vestas’ independent audit company, adopted new 

reporting standards for Vestas, following IFRICs recommendations (especially IFRIC 15
77

). 

The most important change regards revenue recognition. Formerly revenue was recognized 

gradually, depending on the project’s grade of completion. Within the new framework 

revenue is first recognised when the wind turbines are installed and risk is transferred to the 

customer.
78

 

The IFRS are interpreted by the International Accounting Standard Board (IASB). One of the 

IASB’s underlying assumptions for good financial reporting is prudence, i.e. losses should be 

booked as soon as feasible, while earning should not be recognized until they are certain.  

While the change in reporting makes sense with respect to best practice and the assumption of 

prudence, it is decreasing the comparability of the 2010 report and its historical pendants. 

                                                
75 http://www. iasplus.com/country/denmark.htm 
76 Vestas Annual Report 2010, p.24 
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Vestas therefore published revised figures for the past years, 2006 until 2009, which will be 

used instead of the originally published figures for the respective years. 

4.2. Accounting Reclassification 

 

The following analysis is primarily based on “Regnskabsanalyse og værdiansættelse – en 

praktisk tilgang” by Jens O. Elling and Ole Sørensen. 

In order to identify the historical value drivers, Vestas’ income statements and balance sheets 

have been reclassified to some extent. More precisely a division into financial and operating 

activities was conducted, as operating activities are the primary source of value creation.
79

 

Even though Vestas published revised figures, in accordance with the new accounting 

approach, they did so only on a consolidated basis. Detailed, revised accounts have not been 

published, which limited the extent to which reclassification could be done. Reclassification 

of the cash flow statements has not been deemed necessary. The official figures and the 

reclassified income statements and balance sheets can be found in appendix 4, 5, 6 and 

appendix 7 respectively. 

4.3. Key Ratios 

 

In the following the reclassified balance sheets and income statements are used to derive key 

ratios in order to shed light on Vestas’ performance and value generation in recent years. 

4.3.1. ROIC 

 

The return on invested capital (ROIC) is a rather broad measure of the profitability of a 

company’s operations. It measures the historical performance irrespective of the company’s 

capital structure.  

The following formula has been used: 

     
                              

                
 

  

                                                
79 Regnskabsanalyse og Værdiansættelse – en praktisk tilgang, Jens O. Elling, Ole Sørensen, p.19 
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Figure 2 illustrates the development in ROIC over the past years. 

 

Figure 2: ROIC; creation by author based on reclassified company data 

Vestas had a record year in 2008 with a ROIC of 35,12 %, which was followed by a sharp 

decline the next year. In 2009 the ROIC dropped to 7,92% due to an increase in invested 

capital combined with significantly lower net operating profit after tax (NOPAT).  

The major part of the increase in invested capital was a result of a substantially larger 

inventory (plus 37%). Inventories had been growing from 2006 until 2009. Vestas has noticed 

this problem and is working on lean-principles to reduce inventories
80

. At the same time the 

shift to producing more locally reduces the amount of inventories tied up in long transports. 

Moreover the shift towards “make-to-order” is further reducing their need of goods in stock. 

First results can be seen in form of a 30% reduction in inventories in 2010. 

The ROIC in 2010 is at 6,76%. However, this includes one-off costs of 158 million EUR that 

are related to the closure of factories and lay-offs. Adjusted for these one-off costs the ROIC 

would be 11,85%. 

The ROICs published by Vestas differ to some extent from the author’s calculations, which is 

most likely because of a different approach to the calculation of invested capital. 

 

  

                                                
80 Vestas annual report 2010, p.18 
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 4.3.2. Profit Margin and Turnover Rate 

 

To further shed light on Vestas’ development in profitability ROIC can be decomposed into 

profit margin and turnover rate, where the following relationship holds:
 81

 

                                 

The turnover rate is a measurement that describes how capital intensive a company is with 

respect to its net revenue. The following formula has been used: 

              
           

                
 

The development in Vestas’ turnover rate is depicted below. 

 

Figure 3: Turnover rate; creation by author, based on reclassified company data 

 

The profit margin is used to measure how much profit each unit of revenue generates and was 

calculated as follows: 

              
          

           
 

 

  

                                                
81 The formulas for turnover rate and profit margin are based on: Regnskabsanalyse for beslutningstagere, 

Christian V. Petersen, Thomas Plenborg, p.180   

2,23 2,51 

4,76 

12,35 

6,60 

0x 

2x 

4x 

6x 

8x 

10x 

12x 

14x 

2006 2007 2008 2009 2010 

Turnover rate 



52 | P a g e  
 

The development in Vestas’ profit margin can be seen in Figure 4. 

 

Figure 4: Profit margin; creation by author, based on reclassified company data 

  

In the strategic analysis it was established that the author deems Vestas to be in a capital-

intensive industry. According to theory capital-intensive industries can maintain high profit 

margins due to the high investment cost constituting a barrier to entry, resulting in imperfect 

competition.  

Furthermore, due to the above, profit margin and turnover rate tend to be negatively 

correlated, i.e. imperfect competition and high profit margins are likely to be accompanied by 

low turnover rates. 

As can be seen in Figure 10, Vestas’ turnover rate rose from 2006 to 2007 but has been 

steadily decreasing since. The relatively high turnover of 12,35 does not really fit in with the 

theoretic assumptions stated above and is considered to be abnormal. The following decline 

and lower turnover rates are more in line with the expectations for an industry that is capital-

intensive and coined by high R&D costs and constant innovation. 

The profit margin started out at 3,39% in 2006, took a little dive in 2007 to then skyrocket in 

Vestas’ record year 2008. The subsequent fall in 2009 has to be seen in light of the financial 

crisis hitting the industry and Vestas’ operating with overcapacity. The profit margin for 2010 

is at 3,03%. However, adjusted for one-off costs, it would be at 5,32%. It may therefore be 

concluded that Vestas turned around the downward slope in 2010. 
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4.3.3. ROE and Gearing 

 

In comparison to ROIC the return on equity (ROE) is a somewhat narrower measure. It 

assesses a company’s profitability from an equity investor’s point of view, i.e. the rate of 

return on shareholder’s equity. The following formula has been used for calculating Vestas’ 

ROE: 

    
          

                   
 

Figure 5 illustrates the development in Vestas’ ROE over the analysis period. 

 

Figure 5: ROE; creation by author, based on reclassified company data 

The observed ROE rates are consistently lower than the respective ROIC rates. The 

explanation for this can be found in Vestas’ gearing. 

If a company doesn’t use financial gearing, i.e. no financing through debt, its ROE would be 

the same as its ROIC. The effect of financial gearing can be positive or negative, that is, it can 

lift ROE above ROIC or lower it beneath. 

If the financial gearing has a positive or negative effect is dependent on to factors: FGEAR 

and SPREAD. FGEAR is a measurement for the ratio of net interest bearing debt to equity.  
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A FGEAR below one would represent financing with higher levels of equity than debt. A 

FGEAR above one means more debt than equity and a FGEAR of exactly one would 

represent 50% debt and 50% equity financing. 

SPREAD is the difference between ROIC and the rate of net financing expenses. If the 

SPREAD is positive, there is positive financial gearing and ROE is higher than ROIC. The 

opposite is true for a negative SPREAD. The relationship between ROE, FGEAR and 

SPREAD can be specified in this way
82

: 

                          

Where “r”= rate of net financing expenses (NIBD/net financing expenses). 

If a company on the other hand has net financial assets (NFA), i.e. more financial actives (fx. 

cash at bank) than interest bearing debt, the financial gearing is only positive when the rate of 

return on net financial assets (RNFA) is higher than ROIC. In the case of NFA (=negative 

NIBD), the relationship of ROE and financial gearing can be formalised like this: 

          
     

      
              

From 2006 until 2009 Vestas had more financial actives than interest bearing debt. However, 

in 2010 they took on more debt, leading to more interest bearing debt than financial actives 

and NIBD of EUR 351m (a FGEAR of 0, 1275). However, both in the case of NFA and 

NIBD the financial gearing has been negative. In other words, the financial gearing has held 

ROE under ROIC for the whole period analysed. As can be seen the difference is highest in 

2007. This is primarily due to a large amount of cash at bank (EUR 764m, the highest 

observed during the whole period) paired with a reported profit/loss of financial items of zero. 

Consequently the return on financial items is also zero, leading to a very large SPREAD 

towards ROIC. A comparison of the development of ROE and ROIC can be seen in appendix 

16. 

4.3.4. Growth Rates 

 

In the following, Vestas historical growth/decline rates will be analysed. Later on, future 

growth rates will be obtained on this basis. 

                                                
82 Based on Regnskabsanalyse og Værdiansættelse – en praktisk tilgang, Jens O. Elling, Ole Sørensen, p.101 
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Growth Analysis 2010 2009 2008 2007 CAGR 2006-2010 

Revenue 36,25% -13,97% 54,23% -8,40% 10,61% 

NOPAT 31,25% -63,26% 318,75% -26,66% 8,17% 

Net Income 24,80% -73,40% 351,92% -7,96% 6,66% 

Invested Capital 53,71% 62,90% 300,00% -51,03% 37,45% 

Equity 8,34% 60,18% 33,59% 5,98% 19,69% 

NIBD -183,18% 21,61% -60,48% 79,92% -193,62% 

Table 3: Growth analysis; creation by author, based on reclassified company data 

Table 3 shows year-to-year growth rates as well as the compound annual growth rate 

(CAGR) for the whole analysis period. As mentioned before, 2008 has been a record year for 

Vestas. This is once more confirmed by growth rates well above 300% for both NOPAT and 

net income. 2009 on the other hand, the year when the financial crisis hit the industry, is 

coined by a steep decline in net income.  

Most notably net interest bearing debt (NIBD) had a CAGR of -193% per year. However, the 

drastic CAGR of NIBD is not as alarming when looking at the underlying numbers. As 

previously stated, from 2006 until 2009 Vestas operated with rather low levels of interest 

bearing debt and actually had more financial interest bearing actives than passives, i.e. a 

negative NIBD (=NFA). In 2010 Vestas for the first time issued bonds (amounting to 

EUR600m) and it is now that the net interest bearing financials deserve the name NIBD.  

Invested capital had also a rather impressive CAGR of 37,45%. The drastic increase of 

invested capital in 2008 can be interpreted as an attempt to capitalise on the pre-crisis boom. 

But also during the downturn in 2009 and in 2010 a further increase can be observed. This is 

not necessarily a bad thing if the invested capital is used to further the ability of future value 

creation. The increase can primarily be attributed to increased investment in land, buildings 

and machinery, in line with their strategy to produce more locally (this can also be attributed 

to increases in inventories up to 2009). 
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4.3.5. Cash Flow Analysis 

 

In the following Vestas’ performance with regard to cash generation over the past five years 

will be analysed.  

Cash Flow Analysis – mEUR 2010 2009 2008 2007 2006 

Cash flow from operating activities 56 -34 277 701 598 

Cash flow from investing activities -789 -808 -680 -317 -144 

Cash flow from financial activities 568 1075 -91 -54 -101 

Change in cash at bank and in hand less 

current portion of bank debt at 31 

December 

-147 260 -544 320 353 

Cash at bank and in hand less current 

portion of bank debt at 31 December 
332 479 219 763 443 

Table 4: Cash Flows; creation by author, based on company figures 

Table 4 shows an aggregation of key figures from the consolidated cash flow statements. For 

the complete, official consolidated cash flow figures see appendix 8. 

Vestas’ cash flow from operating activities started out relatively high and rose to the highest 

value, EUR 701m, in 2007. Afterwards it decreased and was negative in 2009. The major 

drivers behind the development are adjustments for non-cash transactions (most notably 

amortisation and depreciation) and changes in net working capital (particularly change in 

inventories and change in prepayments from customers).  

The cash flow from investing activities has according to its nature been negative and been 

increasing over the whole period (with the exception of 2010). Main drivers behind this 

development were investments in property, plant and equipment (attributable to the strategy 

to produce more locally) and investment in intangible assets. The investments in intangible 

assets have been rising constantly, which can be explained by Vestas increased focus on R&D 

and securing knowledge through patents.  

Cash flow from financial activities was negative between 2006 and 2008, mainly due to 

repayment of non-current liabilities. About ¾ of the 2009 cash flow stem from a share capital 
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increase in the beginning of the year, where Vestas capitalised on probable overvaluation.
83

 

The major part of the 2010 cash flow is because of Vestas’ first ever bond offering (a EUR 

600m five-year bond offering paying a coupon of 4.625%). 

Overall Vestas’ cash at bank in hand has been varying to some extent, but due to well 

managed financing activities, they maintained relatively stable and secure levels despite the 

financial crisis. 

4.3.6. Financial Risks 

 

Besides the liquidity risk, which as the previous section showed Vestas handles well; Vestas 

is subject to a range of financial risks that shall be discussed briefly in this section. 

Exchange rate risk 

Because of Vestas’ global presence, it is exposed to exchange rate risks when buying and 

selling goods outside the Euro zone. Their strategy to be in the region for the region, that is 

increasing local production and use of local suppliers, can be interpreted as a natural hedge. 

They also try to increase their degree of sourcing from countries that are not linked to the 

Euro, in order to become less sensitive to fluctuations. Furthermore they use foreign exchange 

forward contracts to hedge their net exposure in the respective currencies. 

Interest rate risk 

Interest rate fluctuations can affect Vestas’ debt related expenditures adversely. However, as 

established in section 4.3.3., Vestas’ financing is mainly based on equity. Moreover they use 

hedging to reduce interest rate risk. 

Counterparty risk 

Counterparty risk is the risk that Vestas’ customers default. The general development towards 

fewer, bigger customers (see strategic analysis) may reduce this risk to some extent.  

Additionally, the danger of the financial institutions Vestas uses (amongst others for hedging) 

going bankrupt might be seen as counterparty risk. Vestas has a policy that financial 

institutions must have a long-term credit rating from Standard & Poor’s, Moody’s or Fitch of 

                                                
83 Vestas Company announcement No. 11/2009 
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A, A2 or A respectively. In 2010 Vestas’ group of bankers consisted of nine banks that all 

fulfilled this requirement.
84

 

Commodity risk 

Commodity risk comprises primarily of developments in raw material prices but also adverse 

price developments in other goods and products bought from suppliers.  

Vestas tries to incorporate developments in commodity prices into their sales contracts, so 

that the final remuneration depends on them. If a customer demands a certain price, the 

additional risk is reflected in a premium. Hence price fluctuations have relatively little impact 

on already agreed upon contracts. Furthermore, Vestas seeks to enter long-term agreements 

with fixed prices for critical components in order to enable dependable planning.
85

  

4.5. Peer Group Analysis 

 

Some of the key ratios presented have limited value on a standalone basis. To put Vestas’ 

performance into perspective, key figures of some of Vestas’ competitors (peer group) will be 

presented. The peer group chosen consists of REPOWER Systems SE, Gamesa and NORDEX. 

All of them concentrate solely on producing wind turbines and related services and are 

deemed to have a similar risk profile. They also have the same fiscal year and it is assumed 

that they also adhere to the same accounting principles (as they are all listed in the EU, where 

according to European law IFRS apply). 

The figures and ratios presented in this section are primarily derived from Bloomberg. The 

figures shown for Vestas might differ from the ones previously presented. This is because 

Bloomberg’s figures for the years 2006 until 2008 are based on the originally published ones 

and not on the revised figures Vestas published when they changed their accounting approach. 

Furthermore different assumptions in calculating the ratios might have been used. This 

decreases the comparability to the previous sections to some extent. However, to assure 

consistency and allow for comparability within the peer group, in this section Bloomberg’s 

numbers will also be used for Vestas. 

  

                                                
84 Vestas annual report 2010, p.121 
85 www. Vestas.com/en/annual-report-2010/managment-report/risk-managment/other-financial-risks.aspx 
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4.5.1. EBIT Margin 

 

The earnings before interest and taxes (EBIT) to revenue margin is a good starting point 

when comparing companies, as it directly measures a company’s operational profitability.  

Peer group 

EV  

in mEUR 

3rd q. 2011 

M-Cap  

in mEUR 

3rd q. 2011 

EBIT  

Margin 

2006 

EBIT  

Margin 

2007 

EBIT  

Margin 

2008 

EBIT  

Margin 

2009 

EBIT 

Margin 

2010 

VESTAS 3319 2485 5,20 9,11 11,07 4,94 6,76 

REPOWER 1165 1312 2,61 4,02 2,26 6,09 7,69 

GAMESA 1647
86

 837 10,95 4,63 5,69 5,54 4,35 

NORDEX 316 273 3,16 4,92 4,61 4,25 4,03 

Peer group average 2149 1227 5,48 5,67 5,91 5,21 5,71 

Table 5: Peer group EBIT Margin; creation by author, using data from Bloomberg 

Apart from the EBIT margins of 2006 – 2010, Table 5 also shows the market capitalization 

(M- cap) and enterprise value (EV) as of the 3
rd

 quarter 2011. The market cap is calculated by 

multiplying the number of outstanding shares with the share price. As shares are publicly 

traded, the market cap can be seen as a surrogate for investors’ estimation of a company’s 

worth. The EV can be derived starting at the market cap, adding debt and subtracting cash. It 

may therefore be interpreted as theoretical takeover price, as the potential buyer would have 

to take over/pay off the company’s debt, but could pocket the cash. 

It can be seen that Vestas’ EBIT margin rose between 2006 and 2008. Both in 2007 and in 

2008 it exceeded the other companies’ margins by far. All companies, with the exception of 

REPOWER, had a decrease of the margin in 2009. However, Vestas’ decrease in comparison 

to 2008 was easily the largest. 2010 saw mixed results, with both Vestas and REPOWER 

increasing their margin and Gamesa and NORDEX having a decrease. 2010’s margins might 

be read as how well the companies adapted to the challenges posted by the financial crisis. 

Overall Vestas has done better than the peer group with an average EBIT margin of 7,42%. 

For absolute EBIT and revenue figures see appendix 9 And 10 respectively. 

  

                                                
86 Bloomberg had no data for Gamesa’s 2011 3rd quarter EV – the value is based on Bloombergs figure for 

market cap + the NFD as reported by Gamesa in their 2011 3rd quarter interim financial report 
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4.5.2. ROIC, Profit Margin and Turnover Rate 

 

In the following ROIC is compared and decomposed into turnover rate and profit margin for 

the peer group.  

P-group - ROIC in % ROIC:2006 ROIC:2007 ROIC:2008 ROIC:2009 ROIC:2010 

VESTAS  10,71 18,81 24,26 5,78 8,68 

REPOWER  4,43 7,52 0,40 12,74 13,88 

GAMESA  11,46 8,53 10,48 7,52 5,20 

NORDEX  17,14 18,26 13,62 9,01 5,38 

P-group - profit margin in % PM:2006 PM:2007 PM:2008 PM:2009 PM:2010 

VESTAS  2,88 5,99 8,47 2,46 2,25 

REPOWER  1,54 3,12 1,00 4,34 4,47 

GAMESA  13,09 7,68 8,78 3,60 1,83 

NORDEX  2,49 6,54 4,19 2,06 2,15 

P-group – turnover TO:2006 TO:2007 TO:2008 TO:2009 TO:2010 

VESTAS  3,7 3,1 2,9 2,3 3,9 

REPOWER  2,9 2,4 0,4 2,9 3,1 

GAMESA  0,9 1,1 1,2 2,1 2,8 

NORDEX  6,9 2,8 3,2 4,4 2,5 

Table 6: Peer group ROIC, PM & TO; creation by author, primarily using data from Bloomberg 

Vestas has the highest average ROIC of the peer group for the period analysed. However, 

REPOWER shows the best trend in recent years. Both Gamesa and NORDEX had decreasing 

rates since 2008, when the financial crisis hit the industry. 

The average profit margin for the whole peer group and period analysed was at 4,45%. With 

the exception of REPOWER, the entire peer group had relatively high profit margins during 

the boom years up to 2008, followed by considerably lower margins during the crisis years of 

2009 and 2010. Surprisingly, for REPOWER the exact opposite is true. 

The average turnover rate for the peer group as a whole and over the whole period analysed is 

at 2,78. Vestas lies above, with an average rate of 3,19, only exceeded by NORDEX (3,96). 
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4.5.3. Financial Gearing 

 

Bloomberg uses the so-called “equity multiplier” as a measure of financial leverage (i.e. 

financial gearing). It is calculated by dividing Total Assets with Total Common Equity. 

Hence it shows a company’s total assets per Euro of shareholders equity. A higher multiplier 

indicates higher gearing. 

Peer group – Gearing FL:2006 FL:2007 FL:2008 FL:2009 FL:2010 

VESTAS  3,03 2,86 2,77 2,95 2,84 

REPOWER  2,38 2,11 2,09 2,20 2,25 

GAMESA  3,81 3,45 3,31 3,15 3,08 

NORDEX  3,28 2,79 2,63 2,54 2,56 

Table 7: Peer group financial gearing; creation by author, using data from Bloomberg 

The average equity multiplier for the period and the peer group as a whole was 2,8. Vestas’ 

average multiplier is marginally higher at 2,89. The highest multipliers can be observed for 

Gamesa, though with a decreasing trend. REPOWER has continuously the lowest multiplier. 

Overall the peer group does not vary wildly. Neither can it be concluded that a big or small 

multiplier is good. Generally debt and risk are positively correlated, but it all depends on how 

the debt is used and if the connected rate of return is higher than the financing cost.  

  



62 | P a g e  
 

4.5.4. Share Price Index 

 

 

Figure 6: Share price index; creation by author, based on data from Thomson Reuters Datastream 

Figure 6 depicts the share price development for the peer group from 2006 until 2011 3
rd

 

quarter in Euros (y-axis). It can be seen that the overall development was mainly defined by 

the economic framework. All of the companies had rising share prices in the boom years of 

2006 and 2007, and all of them faced steep declines when the economic crisis hit the industry 

at the end of 2008.  

However, only part of the development can be explained by external factors. NORDEX and 

Gamesa, already had stagnating or slightly decreasing share prices in the end of 2007, when 

the financial crisis started. Vestas and REPOWER were still going strong throughout most of 

2008 until the industry was hit by the financial crisis (as previously discussed with a lag in 

comparison to world economy). 

In the beginning of 2009 Vestas share price rose for some time. This is where they issued new 

shares, which is an indication that management deemed the price to be favourable for Vestas, 

i.e. a sign for probable overvaluation with regard to the outlook the company had. 
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Subsequently, from mid 2009 until 3
rd

 quarter 2011, Vestas, Gamesa and NORDEX had 

overall declining prices. REPOWER on the other hand, seems to have best adapted to the new 

economic framework and shows an overall positive trend. This is also in line with the findings 

of section 4.5.2., where it could be seen that REPOWER had the best development in ROIC, 

turnover and profit margin from 2009 on. 

4.5.5. Peer Group Summary 

 

The peer group analysis has shown that Vestas is performing above average with respect to its 

peers. Vestas had the highest average EBIT margin, the highest average ROIC, and the 

second highest average turnover and profit margin. Nonetheless, Vestas was also struggling 

from 2009 on, and was beaten by REPOWER with respect to the overall development. 

However, Vestas still performed better than Gamesa and NORDEX. 

4.6. Conclusion 

 

Due to changes in Vestas’ accounting approach the financial analysis was based on revised 

figures published by Vestas instead of the originally reported figures. Both the consolidated 

income statements and balance sheets needed reclassification in order to evaluate the 

profitability from primary value drivers (operations) and secondary value drivers (financial 

activity) separately. Reclassification of the cash flow statements was not deemed necessary. 

Vestas ROIC was calculated to be 6,76%, which is a huge decrease compared to the first half 

of the analysed period and can mainly be attributed to the harsher economic framework due to 

the financial crisis.  

But also increased competition within the industry probably played its role in increasing profit 

margin “pressure”. The decomposition of ROIC showed a profit margin of 3,03% combined 

with a turnover rate of 2,23 (the lowest turnover rate in the period analysed) for 2010. When 

adjusted for one-off costs the profit margin for 2010 was at 5,32, indicating a turnaround from 

the decline in 2009. 

Vestas was found to have negative financial gearing during the whole period observed, 

primarily because of net financial assets (with a lower rate of return than the return from 

operations) from 2006 until 2009. This resulted in a consistently lower ROE in comparison to 

ROIC. 
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The analysis of growth/decline rates showed extraordinary CAGRs for both invested capital 

(37,45%) and NIBD (-193,62%). The increase in invested capital was deemed to be related to 

Vestas strategy to produce locally. The CAGR for NIBD came as a result of the change from 

NFA to NIBD, but was considered not to be as alarming as the CAGR might imply, in light of 

the prior, rather conservative, equity financing. 

The cash flow analysis led to the conclusion that Vestas, in spite of the financial crisis and the 

accompanying credit crunch, managed to maintain secure levels of cash. This was primarily 

due to a well-placed increase in share capital in 2009 and a successful (first time) bond 

offering in 2010. 

The peer group comparison showed that the economic framework had similar effects on the 

entire peer group, though varying in their extent. REPOWER was deemed to have adapted 

best to the change in external conditions. Overall Vestas was found to perform better than 

peer group average for all aspects looked upon. 
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5.0. Budgets and Forecasts 

 

The purpose of this section is to derive the remaining necessary inputs for the subsequent 

valuation.  

In this section forecasts are made about Vestas’ future ability to generate value, based on 

prognosis of growth, profits and cash flows. All forecasts are subject to uncertainty as Vestas’ 

development is influenced by manifold factors, both internally and externally, that cannot be 

known with certainty (fx. technological innovations). The estimates are therefore to be 

construed as the authors’ opinion on the most likely developments and aim to give a realistic 

outlook for Vestas. 

The prognoses are primarily based on the findings of the strategic analysis (section 3) and the 

financial analysis (section 4). Moreover estimates of banks and brokers following Vestas, as 

well as Vestas’ own guidance are taken into consideration. 

For deriving the prognoses the so-called two-period-model is used.
87

 That is, the forecasts 

consist of an explicit period (short-term) and a long-term/terminal period, where a steady state 

(with steady growth rates) is assumed. 

Due to the relatively high macro-economic uncertainty (amongst others because of the 

financial crisis, the European debt crisis, USA’s struggling economy and the Arab spring) a 

relatively short explicit period (2011-2015) is used, as it is deemed too unpredictable to give 

specific, individual, annual outlooks afterwards. The downside of a short explicit period is the 

relatively high weight of the assumptions for the terminal period on the subsequent valuation. 

However, this is deemed best practice for the time being. 

The forecasted financial statements provide the basis for estimating future NOPAT and free 

cash flows (FCF), which together with Vestas weighted average cost of capital (WACC), set 

the basis for valuing Vestas. In the following, descriptions on how the most important 

estimates were derived and what assumptions they are based on are provided. 

  

                                                
87 Regnskabsanalyse og Værdiansættelse – en praktisk tilgang, Jens O. Elling, Ole Sørensen, p.186 
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5.1. Revenues 

 

The most important forecast is the future revenues, as most of the items on the income 

statement are driven by their development and their estimates directly or indirectly derived 

from them. The quality and validity of all forecasts therefore stands or falls with the accuracy 

of the estimated revenues. 

 

Table 8: Revenue prognosis; creation by author 

Table 8 shows historical figures for 2010 (highlighted in blue) as well as estimates for the 

following years. The first row shows global, newly installed capacity per year
88

, which is 

subsequently segmented into onshore and offshore capacity.
89

 The level of annually installed 

capacity is expected to almost double within the forecast period. This is in line with the 

findings in the strategic analysis - that is if the politically set targets shall be reached.  

Vestas’ estimated returns are derived based on expected market share and the estimated level 

of new global capacity installed. As presented in section 3.2.5., Vestas’ market share in terms 

of MW supplied was at 14,8% in 2010. For 2011 a drop to 12 % was estimated, partly due to 

delays in commissioning a new generator factory (as disclosed in the company announcement 

from 30
th
 October 2011) and partly due to rising competition and Vestas’ small market share 

on the Chinese market. The following years see a small recovery. However, owing to the 

increased competition it is estimated to level out at 12,5 % in 2015. 

                                                
88 Based on World Market Update 2010, BTM consults Aps, p.58 
89 BTM Consults estimated 7,2% of the cumulative newly installed capacity from 2011-2015 to come from 

offshore 
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Vestas’ offshore market share was calculated to be at 38,4% in 2010 (their cumulative 

offshore market share was at 43% in the 1
st
 quarter 2011

90
). However, due to Chinese 

producers entering this segment, as well as other potential entrants, Vestas market share is 

believed to decrease and level out at 25%, which is deemed to be a rather tentative estimate. 

The overall percentage of offshore installations out of the newly installed annual capacity is 

expected to grow - especially in Europe. Vestas is expected to capitalise on this, as can be 

seen in the growing “internal offshore percentage”.  

The price per MW was calculated dividing Vestas revenue in 2010 from “Windturbines and 

wind power systems” by MW shipped and delivered. Hence it is an average price, covering 

different kinds of contracts, different regions, as well as onshore and offshore. The drivers 

behind this price are therefore versatile. The average price in Europe and America (where 

Vestas conducts the majority of its business for the time being) are higher than in China. 

Vestas is expected to increase its share of business in China, which by itself would lower the 

average price per MW. Furthermore, the increase in competition for the onshore segment is 

expected to be a counterweight towards the expected rise in demand. However, due to higher 

costs and less competition, the prices for the offshore segment are higher than onshore. The 

relative increase of Vestas’ offshore business is expected to outweigh the price-depressing 

factors, leading to marginal increases in price per MW. 

Vestas has shown increased focus on services, which also led to increasing revenues from 

services (a CAGR of 23,8% from 2006-2010). Vestas expects revenue of EUR 700m from 

services in 2011, representing a growth of 12,5% in comparison to 2010, which was also used 

as growth rate for subsequent years. 

The estimated revenue for 2013 is rather arguable, as the US production tax credit is set to run 

out and if it gets prolonged is yet unknown (see strategic analysis). Owing to the relative 

importance of the US market for Vestas, this would have an adverse affect on revenues. 

However, in this forecast it is assumed that the PTC is continued. 

 5.2. Cost of Sales 

 

The cost of sales, also known as cost of goods sold (COGS), are all costs that are directly 

attributable to the generation of Vestas revenue.  

                                                
90 http://www. vestas.com/en/media/news/news-display.aspx?PID=0&NewsID=2624&action=3 

http://www/
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The drivers behind COGS are diverse, ranging from cost of raw materials to labour costs. 

Vestas strategy of increased local production could therefore lower COGS. Also their 

increased focus on inventory levels could help in decreasing costs. On the other hand 

increases in raw material prices could have an adverse effect. However, COGS are directly 

related to the amount of revenue and for the sake of simplicity the average COGS of the 

period from 2006 until 2010 (84,23%) has been used for the estimates.  

When subtracting the COGS of revenue, Vestas’ future gross margins can be calculated. 

 

Table 9: Estimated COGS and Gross profit; creation by author 

 

5.3. Other Costs 

 

Other costs cover indirect costs that are not included in COGS. 

 

Table 10: Estimated other costs and EBIT; creation by author 

 

Research and development (R&D) costs are expected to at least remain on 2010 levels, but a 

further increase is deemed likely. The growth is attributed to Vestas’ increased focus on R&D 

and specifically, to a large extent to the current development of the V164-7.0 MW offshore 

turbine.
91

 The new turbine is expected to go into serial production in 2015, but also when the 

development is finished Vestas is expected to maintain high levels of R&D, as the strategic 

analysis has shown that constant innovation and development is of paramount importance in 

order to remain competitive within the industry. 

                                                
91 http://www. vestas.com/en/media/news/news-display.aspx?PID=0&NewsID=2624&action=3 
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Selling and distribution costs are of a variable nature and closely related to the level of 

revenue. The overall level therefore follows the development in revenues; their relative level 

is, however, expected to decrease marginally. This is mainly due to an expectation of lower 

distribution costs in light of the increase in local production. 

Administrative costs are also to some extent related to revenue, but in comparison to selling 

and distribution costs of a more fixed nature, as it is here where economies of scale can be 

achieved. In the beginning of 2012 Vestas plans to adjust its organisation in order to 

“internationalise its administrative cost base”.
92

 In the process they will create redundancies, 

but also profit from lower, regional wage levels. It is therefore assumed that the relative cost 

of this post decreases. 

Other operating expenses show the one-off costs related to factory closures in 2010, but are 

otherwise deemed unpredictable and set to zero. 

When subtracting other costs of the gross profit EBIT can be derived. 

5.4. Profit Margin, Turnover, ROIC and NOPAT 

 

 

Table 11: Forecasted profit margin, turnover and ROIC; creation by author 

In section four Vestas profit margin was found to have been decreasing since 2008 and was at 

3,03% in 2010. Nevertheless, when adjusting for one-off costs it was found that the 

downwards trend reversed in 2010 and it is estimated that this trend is continuing. This is 

justified by the relative increase in offshore business and the higher possible margins in this 

segment (see strategic analysis), among other reasons. 

Vestas turnover rate has been decreasing over the past years as well and was at very low 

levels in 2009 and 2010 (2,4 and 2,23 respectively). This is mainly attributed to operating at 

overcapacity. Due to the capacity adjustments in 2010 and 2011 (i.e. the factory closures), as 

well as the increased focus on inventories and the shift towards make-to-order, the turnover 

rate is expected to increase again. 

                                                
92 Vestas 3rd quarter interim financial report 2011, p.9  



70 | P a g e  
 

As a result of the estimated profit margin and turnover rate ROIC can be derived (see section 

4.3.2. for the relationship of the variables). Furthermore future NOPAT can be estimated, as 

the following relationship holds: 

                            

 

Table 12: Forecasted NOPAT; creation by author 

 

5.5. Balance and Cash Flows 

 

Given a deep understanding of Vestas, the best way to forecast changes in the balance and 

future cash flows is to estimate the underlying drivers individually (in this way also the direct, 

qualitative assessment of profit margin and turnover rate could have been avoided). However, 

due to the rather limited detail level of the historical figures (as Vestas only published revised 

figures on a consolidated basis when they changed their accounting policy in 2010) this is 

considered impracticable. For that reason these estimates will be derived indirectly, based on 

prior estimates and accounting relationships
93

. 

Net operating assets, or invested capital, were obtained in this way: 

            
 

             
 

The second term of the formula above is the inverse turnover rate, which by itself is a 

measure of how much invested capital is needed to generate one EUR revenue. Hence, by 

multiplying this quota with revenue, NOA can be found. In addition, based on the assumption 

of a constant capital structure (more on that in section 5.7.3.), NOA can be decomposed into 

NIBD and equity, as presented in table 13. 

                                                
93 The accounting relationships are based on Regnskabsanalyse og Værdiansættelse – en praktisk tilgang, Jens O. 

Elling, Ole Sørensen 
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Table 13: Forecasted NOA, NIBD and Equity; creation by author 

  

The forecasted NOA are at the same time driver for the free cash flow (FCF), as FCF can be 

derived like this: 

               

The FCF are thus found as a result of subtracting the periodic change in NOA (=capital 

expenditure) from NOPAT. The estimated FCF can be seen below in table 14. 

 

Table 14: Forecasted FCF; creation by author 

The indirectly derived estimates are in line with expectations. NOA are growing over the 

entire explicit forecast period (with the exception of 2011), as increasing revenues require 

increases in NOA (unless there is extraordinary improvement in profit margin and turnover). 

The increases can, amongst other factors, be attributed to further investment in land, buildings 

and machinery in connection with the strategy to increase local production, as well as 

investments in intangible assets/R&D. The capital expenditure is covered by NOPAT, and a 

positive FCF is achieved every year, which is in line with Vestas expectations
94

. 

5.6. Assumptions for the Terminal Period 

 

As mentioned at the beginning of section 5, the forecast is divided into an explicit and a 

terminal period. According to theory, in the terminal period a steady state, with steady growth 

or decline rates, is assumed. The assumption of a steady state is not that realistic for an 

industry that is still in the growth phase (and will remain in the growth phase for a long time 

                                                
94 Vestas interim financial report 3rd quarter 2011, p.11 
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as was found in the strategic analysis). However, the alternative to a terminal period would be 

forecasting explicitly to infinity, which is even more unrealistic. 

The forecast variables needed to estimate the value of the terminal period in the subsequent 

valuation are revenue growth, turnover, profit margin and the weighted average cost of capital 

(WACC). 

Even though the wind industry is expected to have above average growth rates for quite some 

time, the long-term growth cannot be that much higher than the average growth of the 

economy (as Vestas is a global player the world economy). The terminal growth rate for 

Vestas revenue is thus set to 3.5%. 

For turnover and profit margin the 2015 levels will also be used as terminal rates, i.e. 3,5 and 

4,75% respectively. The WACC is established in the following section.  

5.7. Cost of Capital 

 

The last missing input for the valuation is Vestas WACC. It is a measure of (financing) cost in 

which both the cost of equity and the cost of interest bearing debt are proportionally weighted. 

WACC is calculated as follows: 

        
      

   
    

    

   
 

Where 

ke = required rate of return from equity 

kd = required rate of return from debt (after tax) 

NOA = Net operating assets = Invested capital 

NIBD = Net interest bearing debt 
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5.7.1. Required Rate of Return from Equity 

 

The required rate of return from equity is the rate of return that investors demand from their 

investment in Vestas shares. This rate is calculated using the capital asset pricing model 

(CAPM).  

                    

Where 

rf = risk free rate  

βV = Vestas Beta 

E(rm) = expected market return (rate) 

The theory behind CAPM is that the investors’ required return consists of two components. 

The first is time value of money, i.e. the minimum reward for placing money in any kind of 

investment, which is represented by the factor rf. The second component is compensation for 

the extra risk related to the specific investment and is represented by the second half of the 

formula. It consists of the company specific risk measure βV and the difference of the 

expected market return and the risk free rate (the market premium). 

Best practice for deriving the risk free rate is to use long running government bonds as 

approximation. However, in reality there is no such thing as a risk free rate and also 

government bonds comprise of expectations on inflation and default risk (as it could for 

example be observed in the recent development for Greek government bonds). For this thesis 

10-year Danish government bonds were chosen as an estimate, as the Danish government is 

expected to have minimal risk of defaulting. 

The development of the implied yield/effective rate on Danish government bonds over the last 

10 years is illustrated in appendix 17 It can be seen that it is at a record low at the moment 

which is why – to be tentative – an average for 2011 up to the 3
rd

 quarter will be used for the 

calculation (2,74%). 
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The Beta is calculated in the following way: 

   
          

       
 

Vestas beta is a measure of the systematic risk of Vestas shares in comparison to the market 

as a whole. More specifically, the covariance of the return of Vestas shares and the market is 

calculated and set into relation of the general market variance by means of regression 

analysis. A beta of one would represent that Vestas’ share price moves with the market. A 

beta below one indicates that a share is less volatile than the market. Conversely, a beta above 

one means higher volatility and hence also higher risk than the market.  

For simplicity’s sake it was decided to use a beta calculated by JYSKE BANK, which places 

Vestas at 1,35.
95

 This means that Vestas is 35 % more volatile than the market. This is in line 

with expectations as Vestas’ share price is known to oscillate significantly in comparison to 

the market.  

The market premium (E(rm)-rf) is the additional return investors expect for taking on the extra 

risk from investing in (a portfolio of market-) shares instead of the risk free investment. Ole 

Sørensen suggests that the best way to estimate the market premium is to question a number 

of investors about their estimate of the risk premium and then take the average of their 

estimates.
96

  

However, according to JYSKE BANK the average risk premium used by banks and financial 

advisers in Denmark has been around 4% over the past decade. In the same report, the beta 

was taken from, JYSKE BANK estimates the risk premium for 3
rd

 quarter of 2011 to be at 

7,5%, which is in line with the author’s expectations, as the current market situation is 

believed to be considerably more risky than average and will hence be used in the calculation. 

Thus, now that the necessary inputs are in place, the required return from Vestas’ equity is 

found to be 12,87%.  

  

                                                
95 http://jyskebank.fr/wps/wcm/connect/c7701426-4b7d-4ee2-ae06-7e44b92a8281/368750_10112011_Vestas_ 

3Q2011R.pdf?MOD= AJPERES&CACHEID=c7701426-4b7d-4ee2-ae06-7e44b92a8281, p.13 
96 Regnskabsanalyse og Værdiansættelse – en praktisk tilgang, Jens O. Elling, Ole Sørensen, p.209 
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5.7.2. Required Rate of Return from Debt 

 

In order to calculate WACC also the required return on debt, i.e. what Vestas needs to pay to 

borrow from banks, etc., needs to be specified. The required return on debt is calculated as 

follows: 

                 

Where 

rf = risk free rate 

rV = risk premium specific to Vestas 

t = Vestas’ effective taxrate 

The required return on debt therefore consists of the risk free rate plus a risk premium for 

Vestas. The last term (1-t) accounts for the tax deductibility of debt and brings the rate on an 

after tax basis. As risk free rate the one identified in 5.6.1. is used.  

When Vestas issued bonds in March 2010, the bond issue had an effective interest rate of 

4,8%.
97

 At the same time the risk free rate, i.e. the effective interest rate on 10 year Danish 

government bonds was at 3,4%, indicating a risk premium of 1,4%. As neither Vestas’ capital 

structure nor the outlook have changed significantly, this is deemed to be a good 

approximation of the risk premium specific to Vestas. 

Even though corporate taxes are at 25% in Denmark, this is not Vestas’ effective tax rate. As 

Vestas is a global player, not all taxes are paid in Denmark. The effective tax rate therefore 

also accounts for other countries as well as adjustments relating to previous years, etc. and 

hence is a more adequate evaluation of Vestas tax expenses. Vestas publishes its effective tax 

rate in the annual reports. Both for 2008 and 2009 it was 28% and when subtracting tax 

related to the one-off costs for factory closures in 2010 it would also be at 28%.
98

 Hence 28% 

is considered an adequate approximation. 

Vestas’ required return on debt is accordingly calculated to be 2,98%. 

                                                
97 Vestas annual report 2010, p.111  
98 Vestas annual report 2008 & 2009, as well as the annual report 2010, p.99 
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5.7.3. Estimated Capital Structure 

 

In section 4 it was established that Vestas had NFA from 2006 until 2009 and that first with 

the bond issue in 2010 it turned into NIBD. Part of the reason Vestas gave for issuing bonds is 

that they wanted to optimise and diversify their funding base.
99

 However, it is assumed that 

also in the future the primary part comes from equity.  

Furthermore, for the sake of prognoses and the WACC calculation, it is assumed that Vestas 

keeps the capital structure established in 2010 (11,3% NIBD and 88,7% equity), at least in the 

medium-term. This is not fully realistic in practice, because even if Vestas were 100% 

committed to holding this capital structure, there would be periodic fluctuations.    

 

5.7.4. WACC 

 

Now that all variables needed are estimated, WACC can be calculated. Using the formula 

presented in 5.6., Vestas weighted average cost of capital is found to be 11,67%: 

  

                                 

 

In comparison to historic calculations of Vestas WACC this is quite high, but it is believed to 

mirror the current economic environment and uncertainty adequately. 

After the valuation a sensitivity analysis of key variables, amongst others WACC, will be 

conducted. 

  

                                                
99 Vestas company announcment No.6/2010 
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6.0. Valuation 

 

In this section the final valuation of Vestas is conducted. Basis is the strategic and financial 

analysis and the estimates derived from them in section 5. As valuation models the discounted 

cash flow model (DCF) and the economic value added model (EVA) have been chosen. 

Prior to presenting the valuation results a short discussion of the models “pros and cons” is 

provided. 

Both models rely on the quality of their input variables. The inputs are based on a number of 

assumptions and due to their nature, being estimates of future developments, subject to 

uncertainty. To assess the impact of key assumptions/ estimates on the valuation a sensitivity 

analysis is presented subsequent to the results. 

6.1. Discussion of Valuation Models 

 

Both the DCF and EVA model can be classified as net present value (NPV) based models. 

They take future capital values as point of reference and discount them with a factor that 

represents the required return from shareholders/risk as well as adjusting for the time value of 

money. 

They are theoretical equivalents and should, as long as the underlying budget basis is the 

same, yield matching results.
100

 

Both models allow for a precise estimate of price as output and are deemed accurate by 

theoreticians as well as practitioners.  

One of the strengths of the DCF model is, that it is based on estimates of actual future cash 

flows rather than reported income, and as such not connected with accounting standards. DCF 

being based on free cash flows also has disadvantages, as decreases in capital expenditure, for 

example postponed investments, would result in increased company value. However, as the 

FCF used were derived on the basis of estimated revenue, NOPAT and NOA, rather than 

historic FCFs, this is not deemed a problem in this valuation. 

                                                
100 Regnskabsanalyse og Værdiansættelse – en praktisk tilgang, Jens O. Elling, Ole Sørensen, p.191 



78 | P a g e  
 

Another consequence of the FCF basis is that the DCF model is not appropriate for measuring 

the performance in an individual year, but should always be used to evaluate a longer periods 

of time. This is because negative free cash flows in single years are not necessarily bad, if it 

comes as a result of investments that later yield a higher return than the WACC. 

In contrast, the EVA model can also be used on a single period as it measures the economic 

value added for each period separately. If ROIC is higher than WACC the company creates 

value for its owners. Conversely, if WACC is higher than ROIC, value is destroyed.    

The terminal value has quite a high influence on the fair value both models estimate. 

However, it is hard to approximate well as it represents the period from after the explicit 

period to infinity. Furthermore both models are sensitive to the estimated WACC. 

To conclude, the models are only as good as their input variables. Moreover, their inputs will 

inevitably change over time and they should therefore be adjusted regularly. The post-

valuation sensitivity analysis is thus intended to give some perspective and compensate for 

the model’s drawbacks. 

 

6.2. Calculation of the DCF Model 

 

The DCF model was calculated as follows: 

  
   

    
         

 
   

         
      

 

   

 

Where 

  
  = estimated, current (t=0) fair value of equity  

FCFt = estimated free cash flow in period t 

WACC = weighted average cost of capital 

TVT = estimated terminal value at time T 

NIBD0 = current (t=0) net interest bearing debt 
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Furthermore the terminal value in the equation above (TV) was calculated as follows: 

    
          

   
       

 

        
 

Where 

NOPATT+1 = the normalized net operating profit after tax in the first year after the explicit 

period 

ROICT+1 = return on invested capital in the first year after the explicit period 

g = estimated long-term growth rate for revenue (terminal growth) 

The first term of the DCF equation represents the explicit forecasting period, where the NPV 

of the estimated cash flows is calculated. More precisely, by discounting with the WACC and 

adjusting for the time value of money the present value (PV) for each period is calculated and 

summed up. 

The second term of the DCF equation represents the terminal period. The calculation of the 

TV comprises of an expectation of return on invested capital in relation to the long-term 

growth and WACC and the PV is calculated likewise. 

The PV of the explicit and the terminal period are summed up resulting in the enterprise value 

(EV) and finally, after subtracting the current NIBD, the value of equity is found. When 

dividing the value of equity by the number of outstanding shares, Vestas’ fair share price 

results. The calculated results can be seen below in table 15. 

 

Table 15: DCF; creation by author 
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6.3. Calculation of the EVA Model 

 

The EVA model attempts to capture the true economic profit of a company.
101

 Just like the 

DCF model it was set up to consist of an explicit and a terminal period. When a positive EVA 

is found a company is creating value for its shareholders. A negative EVA means that the 

company is not able to achieve returns higher than the opportunity cost (in this case the 

WACC) from investing the shareholders money and consequently is destroying value for the 

shareholders. The EVA model was calculated in the following way: 

  
        

    

         
 

   
         

      

 

   

 

Where 

  
  = estimated, current (t=0) fair value of equity  

NOA0 = net operating assets at t=0 

     = residual wealth from operations at time t (=economic value added)  

WACC = weighted average cost of capital 

TVT = estimated terminal value at time T 

NIBD0 = current (t=0) net interest bearing debt 

The residual wealth for the individual periods is calculated like this: 

    
                     

The second term in the formula above is the so-called cost of capital. It is found by 

multiplying the opportunity cost of capital (WACC) with the previous periods invested capital 

(NOAt-1). The residual wealth/ EVA is hence found by subtracting the cost of capital from net 

operating profits after tax. 

  

                                                
101 http://www. investopedia.com/terms/e/eva.asp#axzz1gzRzfEE0 
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The terminal value is estimated in this way: 

    
      

        
 

The calculation of the EVA model is then conducted similar to the DCF calculation. The PV 

of the residual wealth for the individual years in the explicit period is calculated, summed up 

and combined with the PV of the terminal period. When the current NOA are added to this the 

EV results. When subtracting the current NIBD the equity value is found and finally, by 

dividing with the number of outstanding shares, the share price results. The calculations 

results are presented below in table 16. 

 

Table 16: EVA; creation by author 

 

6.4. Interpretation of the DCF and EVA Results 

Both models yield matching results.  

As Vestas is listed on the Copenhagen Stock Exchange the estimated share price has to be 

converted to DKK in order to be compared to the actual share price on November 9
th

 2011. 

The estimated, converted share price is 155,50 DKK, which compared to the actual, observed 

share price of 79,65 DKK indicates a distinct undervaluation of Vestas. The estimated share 

price is almost double as high as the observed one, or in other words, Vestas is believed to be 

underpriced by 75,85 DKK per share. 
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The rather prominent difference to the observed price is probably first and foremost owed to 

more optimistic expectations about Vestas’ outlook than the markets. Furthermore, it should 

be noted that the target price is derived with a long-term perspective. It is the author’s belief 

that the market’s view of Vestas’ future is too pessimistic. However, it is also realized that the 

immediate outlook is below prior expectations and that in combination with the current 

macroeconomic uncertainty Vestas’ share price could be stagnating or falling in the short 

term. That being said, due to the estimated undervaluation Vestas’ share price is believed to 

rise in the future and hence a long-term buy recommendation is given.  

6.5. Sensitivity Analysis 

 

As mentioned before, the quality and validity of the valuation depends on the soundness and 

confidence of the estimates and assumptions. The purpose of this section is therefore to give 

an idea of what changes in key variables would yield and what parameters the valuation 

models are most sensitive to. 

To illustrate this, two-variable tables will be used to illustrate the resulting share price (in 

DKK) when one variable is changed, all other inputs held equal. The values used in the 

valuation are highlighted in yellow. Prices that are lower than the actual, observed share price 

are highlighted in red and higher share prices in green.  

In the DCF model it could be seen that the biggest part of the estimated enterprise value 

comes from the terminal period (about ¾). The EVA model places less weight on the TV, but 

still about 30%. It is hence of importance to double-check the assumptions for the terminal 

period. The following table illustrates the sensitivity towards WACC and terminal growth. 
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Table 17: Sensitivity to WACC and g; creation by author 

In table 17 it can be seen that the models are more sensitive towards the WACC than the 

terminal growth. More precisely, the higher the chosen level of WACC the less sensitive the 

models are to terminal growth, and conversely, the lower the level of WACC the higher the 

sensitivity towards terminal growth. However, irrespective of the chosen level of terminal 

growth, there is always quite some sensitivity towards WACC (nonetheless, it increases with 

higher terminal growth rates). 

As the models seem to be most sensitive towards the estimated WACC, the estimates used to 

calculate WACC, as discussed in section 5.7., and their influence on the share price shall be 

examined next.  

Table 18 depicts the sensitivity of WACC, and consequently the share price, towards different 

betas. Again, they are presented in relation to different levels of terminal growth. 

 

Table 18: Sensitivity to beta; creation by author 
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The beta used in the WACC calculation was, as mentioned before, calculated by JYSKE 

BANK. It would have been equally reasonable to for example use the beta SAXO BANK 

calculated at the point of time of Vestas 3
rd

 quarter interim financial report 2011.
 102

 They 

found Vestas’ beta to be 1,4, which would have put the estimated share price, all other things 

held equal, at 146,77 DKK. 

Another important factor in estimating WACC is the expected market premium            

as presented in section 5.7.1. For the sake of the sensitivity analysis the risk free rate (rf) is 

held constant and the different levels of market premium shall be interpreted as changes in the 

expected market return (E(rm)). The effect of changes in the market premium on WACC and 

subsequently the share price is presented in relation to different levels of terminal growth in 

the table below. 

 

Table 19: Sensitivity to market premium; creation by author 

If the current above average risk had not been accounted for and the historic average market 

premium over the past decade had been used (4% as mentioned in section 5.7.1.) an estimated 

share price of 343,50 DKK would have resulted. 

As the debt factor in Vestas WACC is rather small it has not been deemed necessary to 

analyse it separately. 

In summary, the models are quite sensitive towards the WACC and its underlying variables. 

However, to yield a result below the observed share price, purely based on WACC and all 

other variables held equal, a WACC of minimum 17,63% would be needed. 

                                                
102 https://www2. saxowebtrader.com/Eqr/preview.aspx?id=DK0010268606&la=da&lc=da-      

dk&pphk=3517428,0&list=Default 
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Last but not least the effect of changes in turnover rate and profit margin will be analysed as 

they have been direct, qualitative estimates. The share price is a result of a gradual decline or 

increase of the parameters from the observed rates in 2010 over the course of the explicit 

period, to then be held constant at the presented rates in the terminal period.   

 

Table 20: Sensitivity to turnover rate and profit margin; creation by author 

In table 20 it can be seen that the valuation is quite sensitive to turnover rate and profit 

margin. This comes as no surprise, as their combination yields ROIC and according to the 

EVA model, if ROIC doesn’t exceed the WACC, value is destroyed. The lowest combinations 

of turnover rate and profit margin yield negative share prices which in reality of course is 

nonsense. However, it can also be seen that different assumptions about profit margin and 

turnover rate could have lead to a sell recommendation. 

To conclude, apart from the obvious sensitivity towards the estimated revenues, the sensitivity 

analysis has shown that the valuation is also highly sensitive towards WACC, its underlying 

estimates, profit margin and turnover. It should be noted, that the effect of changes in 

variables was analysed with all other variables held constant, while a more realistic case 

would probably involve small deviations in multiple variables. Nonetheless, the sensitivity 

analysis should have provided an idea of how the valuation models work. 
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7.0. Conclusion 

 

The purpose of this thesis was to derive the fair value of Vestas Wind Systems A/S equity on 

9
th
 November 2011. In order to do so an extensive strategic analysis and financial statement 

analysis were conducted. These were then used to estimate Vestas’ future ability to create 

value for its shareholders to then result in the final valuation.  

The starting point was a presentation of Vestas, both historically and the current organisation, 

leadership, corporate governance, product mix and markets. 

The strategic analysis consisted of an external and an industry analysis. As a framework for 

the external part a PEST analysis was chosen, where special emphasis was placed on the 

political factors as these were identified as being of paramount importance for the wind 

turbine industry. Overall a high level of support for wind energy was found in the most 

important regions: Europe, China and USA.  

However, the USA was seen to have no long-term scope, creating insecurity for investors. In 

particular, the potential discontinuation of the production tax credit in the end of 2012 could 

have an adverse effect on Vestas. Furthermore, in spite of the broad commitment for wind 

energy, new binding international targets are still lacking. 

China was identified as the most promising market, currently. Nevertheless, Vestas could not 

capitalise on the high growth sufficiently, due to a rather small market share. They are, 

however, increasing their focus on this region and future improvements are expected. 

Europe showed the most constant and long-term support for wind energy. As Europe 

continuously accounts for about half of Vestas’ business volume, it can be assumed that 

Vestas baseline is secured. Most notably strong growth within the offshore segment is 

expected. As there are fewer competitors within this segment and Vestas has relatively long 

experience in this field, it is deemed to be a major opportunity for Vestas. 

As a framework for the industry analysis Porters five forces were used. Arguably, the most 

important finding was that competition within the industry has increased and probably will 

increase further to some extent. 

It could be seen that Vestas still is the market leader and the only true global player, while 

most of its competitors focus on their home market. But there are two sides to every coin. 
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Being a global player, Vestas has to compete against very professional companies like GE, 

Siemens or Gamesa that fight for every order on their home market. Nevertheless, if there are 

negative developments on one market, Vestas is not as affected as the respective company 

that predominantly focuses on it. For example the possible discontinuation of the PTC would 

affect Vestas but not as hard as it would hit GE’s wind branch.  

One of the main competitive factors identified within the industry is knowledge. Vestas has 

been a technology leader for some time and they benefit from their experience and strong 

brand. Furthermore, Vestas has the broadest product portfolio, enabling them to compete in 

every segment.  However, by now there are turbines on the market in higher MW-classes than 

Vestas has to offer and they should not wait too long to introduce their new 7 MW offshore 

turbine.   

Vestas’ core competencies were identified to be their attention on reliability, amongst others 

through implementing the 6 sigma approach, the focus on technology, cost of energy 

produced and the focus on business case certainty and customer satisfaction. These priorities 

are assessed to be a good mix for at least the western markets. In China the price per MW 

capacity installed is the main concern, which could become a problem for Vestas if the 

Chinese producers start focusing more on exports. 

None of the direct substitutes were deemed an immediate threat. For now, wind energy is the 

cheapest renewable energy source and was assessed to be on par with the traditional energy 

sources (the broader substitutes) in the mid-term. 

With respect to the strategic analysis it was concluded that Vestas’ strengths outweigh the 

weaknesses. Moreover Vestas has recognised most of its weaknesses and has taken measures 

– or is planning to take measures – to counter them.  

The financial statement analysis was based on revised figures Vestas published when they 

changed their accounting policy in 2010. In order to focus on the primary value drivers (from 

operations), the financial statements were reclassified. The extent of possible reclassification 

was limited by the nature of the published figures (being on a consolidated basis and no 

detailed accounts). 

The analysis of the historical figures showed that Vestas’ value creation is influenced first and 

foremost by the external framework. Vestas was doing particularly well in the boom years of 
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2007 and 2008, followed by a steep decline when the financial crisis hit the industry with a 

delay in 2009 and 2010. In 2010 first signs of a turnaround, partly due to taking the right 

measures in response to the changed economical framework (primarily capacity adjustments 

and higher focus on costs), could be observed. 

Vestas was seen to have negative financial gearing throughout the whole historical period 

observed. For the biggest part of the period this was due to net financial assets paired with a 

lesser return than the one from operations. This resulted in a consistently lower return on 

equity than return on capital. 

Vestas was assessed to manage its cash flows and liquidity well in spite of challenging 

economic conditions. The share issue in 2009 was, from Vestas’ point of view, placed 

beneficially, i.e. at a point of probable overvaluation. Also the unprecedented bond issue in 

2010 was successful, and in light of the prior almost exclusive equity financing deemed a step 

towards a more balanced financing approach. 

When comparing Vestas to a peer group it could be observed that the majority was influenced 

in the same way as Vestas by the external framework though varying in the extent. Overall, 

and seen over the whole period observed, Vestas was assessed to outperform the peer group, 

or at least perform better than peer group average for all aspects studied.    

The forecasts were primarily derived from the strategic analysis and the financial analysis. 

Secondly, Vestas’ own expectations, research reports as well as estimates of banks and 

brokers following Vestas were taken into consideration in the formation of a scenario that the 

author deems most likely.  

With all other inputs in place Vestas WACC was estimated to be 11,67%. This was judged to 

be quite high in comparison to historic levels, but to adequately reflect the current economic 

uncertainty and above average risk.     

For the actual valuation the DCF and EVA model were chosen, as they are deemed precise 

both in theory and by practitioners. 

Finally, to give a feeling of how the valuation models work, what they are most sensitive to 

and what changes in key assumptions/variables would yield, a sensitivity analysis was 

conducted. The models were found to be sensitive towards WACC and the underlying 
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parameters. However, for WACC to be the sole reason to yield a share price lower than the 

observed one it would need to be at least 17,63%.  

The models seemed most sensitive to the estimated turnover and profit margin, which in the 

lowest combinations presented within the sensitivity analysis produced share prices below the 

observed one and hence, if they had been deemed likely and been used, would have resulted 

in a hold or sell recommendation. 

The valuation yielded a fair share price of 155,5 DKK. Compared to the observed share 

price of 79,65 DKK on November 9
th
 2011 this indicates a distinct undervaluation of 

Vestas. Nevertheless, the short-term prospects are rather uncertain and the estimated share 

price was derived with a long-term perspective. Thus, provided it comes from a value-

investing paradigm, a BUY recommendation is given. 

 

 

 

 

 

 

 

  



90 | P a g e  
 

8.0. Index of Figures 

Figure 1: Structure of Paper ....................................................................................................7 

Figure 2: ROIC ..................................................................................................................... 50 

Figure 3: Turnover rate ......................................................................................................... 51 

Figure 4: Profit margin ......................................................................................................... 52 

Figure 5: ROE ...................................................................................................................... 53 

Figure 6: Share price index ................................................................................................... 62 

 

9.0. Index of Tables 

Table 1: Market share ........................................................................................................... 43 

Table 2: SWAT .................................................................................................................... 45 

Table 3: Growth analysis ...................................................................................................... 55 

Table 4: Cash Flows ............................................................................................................. 56 

Table 5: Peer group EBIT Margin ......................................................................................... 59 

Table 6: Peer group ROIC, PM & TO ................................................................................... 60 

Table 7: Peer group financial gearing.................................................................................... 61 

Table 8: Revenue prognosis .................................................................................................. 66 

Table 9: Estimated COGS and Gross profit ........................................................................... 68 

Table 10: Estimated other costs and EBIT ............................................................................ 68 

Table 11: Forecasted profit margin, turnover and ROIC ........................................................ 69 

Table 12: Forecasted NOPAT ............................................................................................... 70 

Table 13: Forecasted NOA, NIBD and Equity ...................................................................... 71 

Table 14: Forecasted FCF ..................................................................................................... 71 

Table 15: DCF ...................................................................................................................... 79 

Table 16: EVA ..................................................................................................................... 81 

Table 17: Sensitivity to WACC and g ................................................................................... 83 

Table 18: Sensitivity to beta ................................................................................................. 83 

Table 19: Sensitivity to market premium .............................................................................. 84 

Table 20: Sensitivity to turnover rate and profit margin ........................................................ 85 

 

 

 

 

 



91 | P a g e  
 

10.0. References 

10.1. Books 

 

Regnskabsanalyse og Værdiansættelse – en praktisk tilgang, Jens O. Elling, Ole Sørensen 

Regnskabsanalyse for beslutningstagere, Christian V. Petersen, Thomas Plenborg 

Six Sigma, Geoffrey Tennant 2001 

The global financial crisis and its impact on renewable energy finance, New Energy Finance 

Research 

10.2. Documents and Research Reports 

 

Vestas annual reports from 2006 to 2010 as well as the interim reports for the same period 

and up to the 3
rd

 quarter 2011 interim financial report 

Corporate Governance 2009-2010, Vestas Wind Systems A/S’ comments on the Danish 

Committee on  Corporate Governance’s recommendations 

Vestas Company announcement No. 44/2010 

Vestas Company announcement No. 11/2009 

Vestas company announcment No. 6/2010 

VestasGlobal, No.3, Year2, April 2005 

World Market Update 2010, BTM Consult Aps 

World Market Update 2009, BTM Consult Aps 

World Market Update 2008, BTM Consult Aps 

World Market Update 2007, BTM Consult Aps 

World Market Update 2006, BTM Consult Aps 

"Energy: knowledge, perceptions, measures”, Eurobarometer 



92 | P a g e  
 

“ANALYSIS Q3 2011 ACCOUNT”, Jyske Bank 

“The Future of Natural Gas”, an interdisciplinary MIT study, interim report  

 

10.3. Articles 

 

http://www.independent.co.uk “Concern as China clamps down on rare earth exports“ 02. 

January 2010 

http://www.ae.dk ”Arbejdsløshed: Hver 3. er langtidsledig”, 29. October 2010 

http://politiken.dk “Vestas sheds 3,000 jobs”, 26. October 2010 

http://www.wri.org ”Bottom Line on Renewable Energy Tax Credits”, October 2010 

http://www.klimaupdate.dk “Svag klimaaftale på plads i Mexico”, 11. December 2010 

http://www.canwea.ca “Growth in global wind energy continues - Canada joins Top 10 ; 690 

MW installed in 2010 drove $1.7 billion in new investments“, 16. March 2011  

http://www.renewableenergyworld.com “CanWEA Releases Wind Vision 2025 Plus Results 

of Important Wind Power Survey”, 30. October 2008  

http://www.evwind.es “Wind power in Italy”, 05. May 2010 

http://www.business.dk ”Det nye Lindø-center er klar“ 15. January 2010 

http://politiken.dk ”Danmark taber vindkapløb“ 05. November 2010 

http://ec.europa.eu “The "20-20-20" targets“  18. October 2010 

10.4. Homepages 

 

http://www.vestas.com 

http://www.awea.org 

http://www.canwea.ca 

http://www.ewea.org 

http://www.independent.co.uk/
http://www.ae.dk/
http://politiken.dk/
http://www.wri.org/
http://pdf.wri.org/bottom_line_renewable_energy_tax_credits_10-2010.pdf
http://www.klimaupdate.dk/
http://www.canwea.ca/
http://www.renewableenergyworld.com/
http://www.evwind.es/
http://www.business.dk/
http://politiken.dk/
http://ec.europa.eu/
http://www.vestas.com/
http://www.awea.org/
http://www.canwea.ca/
http://www.ewea.org/


93 | P a g e  
 

http://thomas.loc.gov 

http://www.epa.gov 

http://www.ofgem.gov.uk 

http://www.legrenelle-environnement.fr 

http://www.ecoaction.gc.ca 

www.transnationale.org 

http://www.dsireusa.org 

http://www.ucsusa.org 

http://www.eeg-aktuell.de 

http://www.eeg-2011.de 

http://www.spiegel.de 

http://www.erec.org 

https://www.retsinformation.dk 

http://www.naturstyrelsen.dk 

http://www.wtrg.com 

http://www.newton.dep.anl.gov 

http://www.pikeresearch.com 

http://nationalatlas.gov 

http://www.iasplus.com 

http://www.ifrs.org 

http://www.investopedia.com 

  

http://thomas.loc.gov/
http://www.epa.gov/
http://www.ofgem.gov.uk/
http://www.legrenelle-environnement.fr/
http://www.ecoaction.gc.ca/
http://www.transnationale.org/
http://www.dsireusa.org/
http://www.ucsusa.org/
http://www.eeg-aktuell.de/
http://www.eeg-2011.de/
http://www.spiegel.de/
http://www.erec.org/
https://www.retsinformation.dk/
http://www.naturstyrelsen.dk/
http://www.wtrg.com/
http://www.newton.dep.anl.gov/
http://www.pikeresearch.com/
http://nationalatlas.gov/
http://www.iasplus.com/
http://www.ifrs.org/
http://www.investopedia.com/


94 | P a g e  
 

10.5. Other 

"Vestas - når virkeligheden overgår fantasien", Vestas documentary by Flemming Christensen 

Saxo Bank A/S, webtrader 

Bloomberg, financial database 

Thomson Reuters Datastream, financial database  

 

 

 

 

 

 

  



95 | P a g e  
 

11.0. Appendices 

Appendix 1 Expected Newly Installed Capacity ................................................................... 96 

Appendix 2 Eurobarometer ................................................................................................... 97 

Appendix 3 Industry Life Cycle ............................................................................................ 98 

Appendix 4 Official Income Statements................................................................................ 98 

Appendix 5 Official Balance Sheets...................................................................................... 99 

Appendix 6 Reclassified Income Statements ....................................................................... 100 

Appendix 7 Reclassified Balance Sheets ............................................................................. 101 

Appendix 8 Official Cash Flow Statements......................................................................... 102 

Appendix 9 Peer Group EBIT ............................................................................................. 102 

Appendix 10 Peer Group Revenue ...................................................................................... 103 

Appendix 11 Suppliers ....................................................................................................... 103 

Appendix 12 Vestas' Oganisational Structure ...................................................................... 104 

Appendix 13 Production Unit ............................................................................................. 104 

Appendix 14 Sales Unit ...................................................................................................... 105 

Appendix 15 Porters Five Forces ........................................................................................ 106 

Appendix 16 ROE vs. ROIC ............................................................................................... 106 

Appendix 17 Implied Yield on 10-Year Danish Government Bonds ................................... 107 

 
 

  



96 | P a g e  
 

Appendix 1 Expected Newly Installed Capacity 

 

Creation by author, based on World Market Update 2010, BTM Consult Aps, p.58 
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Source: http://ec.europa.eu/research/energy/pdf/energy_tech_eurobarometer_en.pdf, p.35 
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Appendix 4 Official Income Statements 
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Appendix 8 Official Cash Flow Statements 

 

Creation by author, based on Vestas’ annual report 2010 

Appendix 9 Peer Group EBIT 

Peer group - EBIT in 

mEUR 
EBIT:2006 EBIT:2007 EBIT:2008 EBIT:2009 EBIT:2010 

VESTAS  200,6 443,0 668,0 251,0 468,0 

REPOWER  12,0 27,4 3,3 73,6 100,2 

GAMESA  261,8 132,7 207,6 176,7 119,0 

NORDEX  16,3 36,8 52,4 50,3 39,2 

Creation by author, based on data from Bloomberg 
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Appendix 10 Peer Group Revenue 

Peer group - Revenue in 

mEUR 
Rev:2006 Rev:2007 Rev:2008 Rev:2009 Rev:2010 

VESTAS  3854,3 4861,0 6035,0 5079,0 6920,0 

REPOWER  458,8 680,2 147,4 1209,1 1303,6 

GAMESA  2390,0 2867,0 3646,2 3187,1 2735,6 

NORDEX  513,6 747,5 1135,7 1182,8 972,0 

Creation by author, based on data from Bloomberg 

Appendix 11 Suppliers 

Component Number of suppliers 

Blades 5 

Gearboxes 5 

Generators 6 

Bearings 6 

Towers 10 

Other components 17 

Creation by author, based on BTM consults Aps, World Market Update 2010, p.134-p.139 
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Appendix 12 Vestas' Oganisational Structure 

 

Creation by author 

Appendix 13 Production Unit 

 

Creation by author  
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Appendix 14 Sales Unit 

 

Creation by author 
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Appendix 15 Porters Five Forces 

 

Creation by author 

Appendix 16 ROE vs. ROIC 

 

Creation by author, based on reclassified company data 
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Appendix 17 Implied Yield on 10-Year Danish Government Bonds 

 

Source: www. tradingeconomics.com 

 


