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EExxeeccuuttiivvee  SSuummmmaa

This thesis has the objective to investigate

Vestas Wind Systems in an acquisition of the Spanish wind turbine manufacturer Gamesa 

Corporación Technologica. This is motivated by the fact that both compan

wind energy industry, which is experiencing tremendous growth rates and which is 

characterized by a strong shift in the competitive landscape. 

feeling the competitive pressure 

particular, the year of 2009 

experienced a dramatic shift, where 

Vestas’ share deteriorated by 25%. 

Simultaneously we find Gamesa, 

nationally recognized brand in Spain, 

who has undertaken a strategic shift 

catapulting itself to a pure-play wind 

turbine manufacturer in direct 

competition to Vestas. In contrast to Vestas, Gamesa is characterized by a strong order 

backlog due to its ties with the largest utilities company in the world, Iberdrola. 

Gamesa possesses a strong market position in Southern Europe. 

threatened position in the global wind industry and its 

we see the need to reposition Vestas 

enhancing opportunities that Gamesa offers.

The answer to the objective of this thesis is formulated in an overall transaction rationale both 

strategically and financially. On a strategic level

increasing rivalry, the opportunity for cost synergies, a more stable order inflow and a larger 

R&D platform. On a financial level Gamesa’s stand

3.5bn, where synergies add an

realistic stand-alone price range of EUR 2.8

 

There are no obvious issues that could prevent an acquisition and in the case of actually 

performing the acquisition the post

realize the synergy potential. 

as entering new growth markets or vertical integration, none of these are comp

to justify an attempt to actually pursue these
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has the objective to investigate the potential value-enhancing opportunities for 

Vestas Wind Systems in an acquisition of the Spanish wind turbine manufacturer Gamesa 

This is motivated by the fact that both compan

industry, which is experiencing tremendous growth rates and which is 

characterized by a strong shift in the competitive landscape. In particular, Vestas has been 

pressure resulting in a falling market share from 2006 onwards. 

, the year of 2009 

experienced a dramatic shift, where 

by 25%.  

Simultaneously we find Gamesa, a 

nationally recognized brand in Spain, 

who has undertaken a strategic shift 

play wind 

turbine manufacturer in direct 

In contrast to Vestas, Gamesa is characterized by a strong order 

backlog due to its ties with the largest utilities company in the world, Iberdrola. 

g market position in Southern Europe. Having in mind Vestas’ 

threatened position in the global wind industry and its ever falling order backlog during 2009 

we see the need to reposition Vestas in a challenging period and to make use of the value

that Gamesa offers.  

The answer to the objective of this thesis is formulated in an overall transaction rationale both 

strategically and financially. On a strategic level, Gamesa offers a loop

increasing rivalry, the opportunity for cost synergies, a more stable order inflow and a larger 

On a financial level Gamesa’s stand-alone equity value is calculated at EUR 

3.5bn, where synergies add another EUR 1bn. The acquisition is accretive and we anticipate a 

alone price range of EUR 2.8-3.2bn based on numerous valuation techniques.

There are no obvious issues that could prevent an acquisition and in the case of actually 

the acquisition the post-merger integration stage is key in order to successfully 

 Although alternative strategic paths have been identified, such 

as entering new growth markets or vertical integration, none of these are comp

to justify an attempt to actually pursue these.  
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e from 2006 onwards. In 

In contrast to Vestas, Gamesa is characterized by a strong order 

backlog due to its ties with the largest utilities company in the world, Iberdrola. Furthermore, 
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ever falling order backlog during 2009 

and to make use of the value-
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Gamesa offers a loop-hole to resist the 

increasing rivalry, the opportunity for cost synergies, a more stable order inflow and a larger 

alone equity value is calculated at EUR 

n. The acquisition is accretive and we anticipate a 

3.2bn based on numerous valuation techniques. 

There are no obvious issues that could prevent an acquisition and in the case of actually 

merger integration stage is key in order to successfully 

Although alternative strategic paths have been identified, such 

as entering new growth markets or vertical integration, none of these are compelling enough 
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PPaarrtt  II::  IInnttrroodduuccttiioonn  

11..11  PPrreeffaaccee  

Renewable energy is on everyone’s lips. It is a top priority for authorities and has obtained 

global recognition, which nonetheless has been accelerated by the Copenhagen Climate 

Conference in December 2009. Wind power as a renewable energy source has gained 

tremendous attention and has established itself as a recognized and more efficient energy 

brand today. Being confronted with the almost daily political debate about increased usage of 

wind power combined with the newest forecasts promising substantial growth rates for wind 

turbines installments in the long-term, it fell naturally to us to investigate this industry further; 

also motivated by the fact that Denmark is pioneering the wind industry with the largest wind 

turbine generator manufacturer in the world, Vestas Wind Systems (hereafter Vestas). The 

wind industry is a young industry and still at the beginning of reaching a mature state. 

Therefore it is characterized by a wide array of growth opportunities that companies must 

identify, relate to, adapt to, but also exploit. Related to this it is striking to see the currently 

shifting dynamics in the wind industry.  Competition is becoming very fierce kick-started by 

aggressive growth rates of Asian wind turbine manufacturers. In effect Vestas’ market share 

has deteriorated during just one year. On top of that the financial crisis has worsened the 

competitive position by decreasing order intakes, not only for Vestas. We see Vestas at a 

point of inflection of having to struggle for its global footprint, but also having to secure 

operational efficiency. This motivates us to seek new strategic paths, where M&A has proven 

itself to be an efficient strategic tool for gaining access to value enhancing opportunities.  

At the same time another smaller player in the wind industry has made the strategic shift of 

becoming a pure-play wind turbine manufacturer with a wide product portfolio and 

dominance in the Southern European area. We see upside for Vestas by engaging with this 

Spanish wind turbine manufacturer, Gamesa Corporación Technologica (hereafter Gamesa). 

This is the theme that has motivated us to undertake further analysis and to create a value 

enhancing scenario for Vestas by consolidating the wind industry even further. 
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11..22  OObbjjeeccttiivvee  aanndd  pprroobblleemm  ffoorrmmuullaattiioonn  

The thesis has the overall objective of demonstrating the potential value creation for Vestas in 

an acquisition of the Spanish wind turbine manufacturer Gamesa. In order to communicate 

our objective we will develop and formulate arguments that are based on strategic and 

financial analysis, which lastly will enable us to not only clarify, but also to ‘pitch’ Vestas’ 

value enhancing opportunities to the investor. In more specific terms, it is our ambition to 

answer the question regarding Vestas’ strategic and financial rationale to acquire the WTG 

(wind turbine generator) manufacturer Gamesa. In form of a problem formulation this has 

been formulated as: 

“What value enhancing opportunities can be identified for Vestas Wind Systems in an 

acquisition of the Spanish wind turbine manufacturer Gamesa?” 

 

In order to break down the problem formulation, we have designed a set of sub-questions, 

which will function as the overall structure of the analysis undertaken in this thesis.  

• What are the key value drivers and what is the wind industry’s competitive intensity? 

Analysis for this question is based on macro - and industry analysis of the wind industry and 

it will ensure that all influencing factors are taken into account, where more emphasis is 

placed on the key value drivers.  

• What is the strategic and financial transaction rationale for an acquisition of 

Gamesa? 

When conducting analysis regarding this sub-question, both companies will have been 

introduced and presented, where key capabilities and weaknesses are identified. Based on this 

the most important strategic arguments for a takeover are explored. In addition to this 

financial analysis based on a valuation of Gamesa is undertaken and the value creation for 

Vestas is demonstrated via an accretion and dilution analysis. 

• What issues could prevent an acquisition?  

Once having obtained a clear picture of which value enhancing opportunities there are for 

Vestas, we will take a step beyond the value creation and consider potential obstacles for an 

acquisition. 

• What are the next steps after a potential transaction? 

Lastly, taking on the scenario of an acquisition we will analyze and propose the next steps to 

be taken in the process by Vestas. With this it is our ambition to extend the analysis in the 

thesis and to design an implementation plan for the post-stage after the acquisition.   
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11..33  LLiimmiittaattiioonn    

Before introducing the reader to the overall methodology, we first would like to express 

which areas and topics have been delineated throughout the thesis in order to obtain a 

common ground to start from.  

The thesis deals with an acquisition scenario, why the financial analysis is laid out to find a 

theoretical value for Gamesa’s equity, which we then compare to the value traded in the 

market. Since the thesis has been written over a period of time, we therefore needed to agree 

on a cut-off date, which functions as the foothold for our valuation and other market sensitive 

data. This date has been chosen to be March 25th 2010. Major events and also the release of 

Vestas’ Q1 2010 report after this date are therefore not included in the analysis. However, we 

will make a short reference to these factors and their potential impact on our conclusion at the 

very end of the thesis. The thesis is written independently from Vestas and Gamesa, meaning 

that no internal material from these companies is included in the analysis. Only public 

available information is used and various interviews with industry experts have been 

undertaken. 

M&A is a complex process that apart from the strategic and financial part also involves legal 

issues that have to be considered. These we do not analyze here, as it goes beyond the scope 

of the problem formulation. The wind industry is a rapid evolving sector with a substantial 

amount of influencing factors. We will focus only on the most important factors that have a 

direct relation to WTG manufacturers and our problem formulation.  

The relevant theories applied in the thesis have been taught during the MSc. study Applied 

Economics and Finance at Copenhagen Business School. It is therefore assumed that the 

reader has a minimum financial knowledge, why no in-depth descriptions and argumentations 

for the choice of theories are given. It is namely our ambition to obtain an analytical depth 

instead of descriptive passages.  

The effects of the financial crisis are taken into account, where appropriate, but an in-depth 

analysis would be beyond the scope of the problem formulation and is therefore not 

undertaken here. 
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11..44  MMeetthhooddoollooggyy,,  ssttrruuccttuurree  aanndd  ddaattaa  aapppplliieedd  

As the main objective of the thesis is to provide insights into the value enhancing 

opportunities for Vestas by acquiring Gamesa, it is paramount to conduct an analysis that is 

based on a methodology with which we can establish a framework of how to work through 

the problem formulation.  

In general, we follow a top-down approach in the analysis – starting out with giving a more 

generic picture of the wind industry and its dynamics and moving to a more and more detailed 

analysis on company level. With this method it is our aim to build the basis for identifying the 

key strategic and financial rationales for Vestas for an acquisition. Turning to our analysis in 

more detail, we have divided it up into three layers.  

The first layer concerns the macro-level via the use of the PESTEL model. Moving to the 

second layer of analysis we then arrive to the industry level, where more focus is directed to 

the various competitive forces and stakeholder groups in a Porter’s Five Forces. It is 

important to note that this part of the analysis is not directed to Vestas entirely, since it is our 

ambition to maintain a general industry overview. However, where necessary in connection to 

the problem formulation Vestas will be in focus, as this will contribute towards identifying 

competitive specific issues or new potential strategic paths for Vestas. Moreover, by having 

obtained insight into the macro-and industry level, we are able to point out the most critical 

value drivers in the industry, which are applicable to the financial analysis later on. The 

PESTEL and Porter’s Five Forces frameworks conclude the top two layers, where after the 

analysis is shifted to the third layer, which is on company level. In this part we will take a 

resource-based view of Vestas and also Gamesa. 

Combining industry and company knowledge will enable us to point out the most critical 

strategic and financial rationales for a take-over. The last part of our analysis is an endeavour 

to move beyond identifying the value enhancing opportunities for Vestas and to discuss topics 

issues that could block the acquisition, alternative solutions to an acquisition of Gamesa, and 

finally defining the next steps to be taken after the acquisition.  

All in all, it has been our ambition to design a methodology that is able to break down the 

problem formulation in a structured manner, but also to go beyond the scope of analysis by 

taking into consideration other topics that surround an acquisition.  
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11..44..11  TThheessiiss  ssttrruuccttuurree  

In order to assess a fast-paced industry, such as the wind industry, with many variables that 

firstly have to be identified and secondly coped with efficiently, requires that a good overview 

is obtained. Therefore creating a structure that is able to refle

argumentation logically is pivotal and moreover, our thought process will hereby become 

clear to the reader. Hence, the 

methodology and as a red threat throughout the thesis.

main parts, which again are divided

parts is shortly summarized in 

 

Figure 1 Thesis flow chart

 

11..44..22  DDaattaa  aapppplliieedd    

In order to obtain diverse views 

the validity and reliability of the thesis

are applied throughout the analysis, which are based on 

Secondary data used here comes in the form of financial, industry and selected broker reports 

and has been applied on company and industry level. Here it has been our ambition 
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input from different sources that not necessarily share the same agenda.  Data from primary 

sources includes market specific data, such as stock prices and comparables, gathered via 

various financial databases (Thompson DataStream, Factiva and Bloomberg) and interviews. 

Especially the latter complements the analysis well, as it enables us to draw conclusions based 

on very company and industry specific knowledge.  

After having introduced the reader to our methodology and data, the following section ends 

part I, where the focus is shifted to the theory applied in the analysis.  

 

11..55  TThheeoorryy  

The theory functions as the foundation of the analysis and in order to be able to break down 

the problem formulation various theoretical frameworks are necessary. In order to give a 

structured overview of the theory applied, this chapter is divided into three sub-sections – the 

first one concerning growth opportunities via Mergers and Acquisitions (M&A) in general, 

which can be seen as an umbrella for the overall topic in the thesis. The second one introduces 

theoretical frameworks on a strategic level and finally the third one focuses on frameworks on 

a financial level.  

 

11..55..11  MMeerrggeerrss  &&  AAccqquuiissiittiioonnss
11
  

In very simplistic terms M&A refers to the act of combining assets, operations and 

management of two companies to establish a new legal entity (merger), or transferring the 

control of these assets to another company (acquisition).  M&A has been widely used as a 

strategic tool for expansion as an alternative to internal or organic growth. Throughout the 

years M&A activity has been characterized by going through various waves, where activity 

picked up considerably due to different driving forces. Without a doubt, the general tendency 

for M&A is upwards going, where record levels in terms of deal size have been reached in 

2007. Hence, M&A has become a widely used form and from time to time it is seen as a 

preferred strategy for expansion, as growth targets or product portfolio additions are achieved 

more efficiently. It is though an often-disputed topic and content of vast empirical research to 

what degree M&A actually does create shareholder value, or not. As this could be a topic for 

a thesis on its own, we will not enter into a discussion of this here. 

                                                 
1 Based on Takeovers, Restructuring, and Corporate Governance, Fourth edition 
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The main motivation for engaging in M&A activity can be seen in various effects. Most 

mentioned though is the increase in firm size, which builds the basis for creating synergies. 

According to Bradley, Desai and Kim (1983, 1988) these can come in the form of economies 

of scale or scope, more effective management, improved production techniques and 

combining complement resources. Hence, sources of value creation can be diverse. 

 

11..55..22  SSttrraatteeggiicc  ffrraammeewwoorrkkss  

The main focus of the strategic analysis is to assess relationships that affect Vestas externally 

and internally. For this the following strategic frameworks have been chosen in order to 

obtain insight into our identified three layers; macro-, industry and company level.  

 

11..55..22..11  PPEESSTTEELL    

The PESTEL-model is a strong strategic tool in order to analyze a broad range of macro-level 

factors that can influence a company’s operations. The PESTEL-model defines six 

categorized factors; Political, Economic, Social, Technological, Environmental and Legal2. 

With these factors in mind companies are able to understand how these affect the industry, 

however it is even more important to apply these factors in the long-term. In other words, it is 

essential to be able to predict how the development of these factors will be in the future, 

which will enable companies to base their decisions on these forecasts. Hence, we see the 

PESTEL model as an effective tool for giving a comprehensive list of variables that need to 

be taken into account when building strategies for Vestas.  

 

11..55..22..22  PPoorrtteerr’’ss  ffiivvee  ffoorrcceess  

Michael Porter’s framework, Porter’s five forces, is a framework for analyzing the 

attractiveness of an industry by focusing on five forces; threat of new entrants, threat of 

substitutes, power of suppliers, power of buyers and competitive rivalry in the industry3. With 

this framework we are able to outline the competitive forces in the WTG industry and in line 

with our methodology we enter here analysis on an industry level. With this the overall 

understanding of the industry will be increased, while the important issues that WTG 

manufacturers have to face will be crystallized.  

 

                                                 
2 Exploring Corporate Strategy, page 55-59 
3 Exploring Corporate Strategy, page 59-67 
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11..55..22..33  RReessoouurrcceess  aanndd  ccaappaabbiilliittyy
44
  

In order to obtain insight into Vestas and Gamesa on a company level, we take a resource-

based view of the companies. In other words, by making a resource and capability audit we 

identify what tangible, intangible and human resources Vestas and Gamesa are in possession 

of and how a combination of these has developed their respective key capabilities. With the 

help of the resource and capability framework we are thus able to conclude our three-layer 

analysis and have then built the basis for the strategic and financial transaction rationale.  

 

11..55..33  FFiinnaanncciiaall  ffrraammeewwoorrkkss
55
  

The main essence of our financial analysis is to estimate the value of the target Gamesa and to 

assess what value can be created in a take-over. Thus, apart from being able to identify and 

discuss the most important key drivers for a company’s value, this section focuses on the 

most central theoretical framework behind estimating the value. In general, there is a broad 

spectrum of models that can be applied and each of these has its dis – and advantages. We 

have decided to make use of the well-known enterprise Discounted Cash Flow method (DCF) 

and the economic profit model. The main reason for making use of both models is that they 

complement each other well. The DCF relies solely on the in- and outflow of cash in a 

company, instead of accounting figures. This is also the reason, why it is used widely among 

analysts and academics. However, the DCF does have its weakness. Analyzing a company 

based on its ability to generate free cash flow (FCF) does not provide great insight into the 

company’s actual performance. For instance, falling FCF can signal two things – either it is 

the result of poor performance, or it could mean that the company is investing for the long-

term. This is where the economic profit model comes in, as it highlights how and when a 

company is creating value. More specifically, it focuses on whether a company is able to earn 

its cost of capital and since both models arrive at the same result in theory, it is also a good 

check up for our analysis.  

In short, both the DCF and economic profit model discount future streams at the weighted 

average cost of capital (WACC), as it is shown below.  

�� = � ���
(1 + ����)�

�

���
 

��� = ������ − ��� ���������� 

                                                 
4 Regnskabsanalyse og værdiansættelse, page 76-77 
5 Based on Valuation - Measuring and managing the value of companies, McKinsey & Company, Fourth edition 
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The difference comes in the way the streams are calculated. Whereas FCF is the after-tax cash 

flow available to both debt and equity holders and hereby independent of financing and non-

operating items, economic profit is the spread between the return on invested capital and the 

cost of capital multiplied with the amount of invested capital. Using a derived version of 

Gordon’s growth model, the so-called value driver formula, we calculate the continuing value 

(CV) for the DCF and economic profit approach. This is done, as it links cash flow directly to 

growth and return on invested capital (ROIC).  

*��: �� =
�������,- .1 − /

)��$�0
���� − /  

�� � ��� !" #��: �� = �� � ��� !" #���,-
���� +

�������,- . /
)��$�0 ()��$� − ����)

����(���� − /)  

Having calculated both terms, meaning the present value of FCF and economic profit and 

their respective continuing values, we arrive to the value of operations. This value derived 

from the economic profit model must equal the DCF approach, plus the amount of invested 

capital.  

Finally, in addition to the above mentioned valuation techniques we also make use of multiple 

analysis. We do this in order to include an alternative valuation method based on comparable 

companies with which we would like to underline the results obtained via the DCF. 

The theory behind calculating the value of operations was touched upon briefly here, where 

we will enter more in depth discussions in Part IV regarding the choice of the appropriate 

WACC and the other underlying assumptions for arriving to the forecasted streams. 

 

 

PPaarrtt  IIII::  AAnnaallyyssiiss  ooff  tthhee  wwiinndd  iinndduussttrryy  

22..11  PPEESSTTEELL--aannaallyyssiiss  

Starting out with the PESTEL-analysis all six categories will be analyzed. Of course, some of 

these categories and underlying factors do play a more crucial role for the WTG industry than 

others. Therefore the less influential factors will only be analyzed briefly, where more 

emphasis is placed on the more important ones. These will be identified as the most 

influential key drivers for the wind industry, which simultaneously will function as the main 

pillars for a scenario analysis. The uncertainty about the future combined with the industry’s 
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dependency on the key drivers allows us to create different scenarios. Based on this scenario 

analysis the WTG manufacturers then have the opportunity to act proactively instead of 

reactively and thus are given a window of opportunity to position themselves strategically 

strong for even the long-term. In connection to the thesis’s problem formulation, this is 

essential to gain an understanding of how, in this case Vestas, is able to cope with possible 

future risks and/or opportunities strategically. Moreover, this part of the analysis is the first 

building block for formulating the strategic rationale of Vestas to acquire Gamesa. 

 

22..11..11  FFiirrsstt  ffaaccttoorr::  PPoolliittiiccaall  

22..11..11..11  TThhee  rroollee  ooff  ggoovveerrnnmmeennttss  

A well-known help to the wind industry is the production tax credit (PTC) in the US. The 

scheme was introduced in 1992 and offers a 2.1 USD-cent per kWh benefit for the first ten 

years of a renewable energy facility’s operation. The benefit from the government has been 

extended every year since the introduction in 1992 except for 1999, 2001 and 20036. These 

three exceptional years immediately showed that wind energy still is not as cost efficient as 

other energy sources. As shown in figure 2 below new American WTG installations have 

been largely affected by the suspension of the PTC (see the three circles indicating years 

without PTC). 

 

Figure 2 New installed WTG in USA (MW) 

 
Source: AWEA annual wind reports 

 

                                                 
6 www.awea.org & www.ucsusa.org 
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The sudden installation drop in the three highlighted years emphasizes the obvious need for 

grants from governmental organs. It was therefore a relief for the American wind energy 

industry when the PTC scheme in February 2009 was extended to the end of 2012.  

The US is however not the only country subsidizing the wind energy industry. Several other 

countries are using similar initiatives to improve wind energy and other renewable energy 

sources. Denmark has been a pioneering country within production of WTGs. One of the 

main reasons for the success in this small country has been subsidies from the state and 

Denmark is still granting additional price per kWh to new WTGs. This is done through the 

Public Service Obligation (PSO)7 scheme and is and has been, as it was seen in the US, an 

important part of WTGs’ success.  

The on-going focus on global warming has led to that many countries and organizations have 

designed different targets for how to care more about the environment. These targets indicate 

how large the part of the respective region’s energy consumption should be from renewable 

energy sources in 2020. For instance, both the EU and Australia committed themselves to 

future targets of 20%, whereas China committed to 15%. These commitments are of course of 

extreme importance for the wind energy industry and in addition to that the EU has indicated 

that they are willing to raise the bar even further, if the other countries are willing to follow. 

In 2007 8.5% of the energy consumption came from renewable energy sources in the EU, 

which means that the increase to 20% in 2020 still requires rapid growth in renewable energy. 

 

22..11..22  SSeeccoonndd  ffaaccttoorr::  EEccoonnoommiicc  

22..11..22..11  MMaaccrroo--eeccoonnoommyy    

Installations of new WTGs have been growing at a steady rate since the 1990’s. This is 

despite the fact that the world during the period has experienced both economic up- and 

downturns. The year of 2009, where many countries were in deep recession, actually turned 

out to be the best year ever for the WTG industry measured in installed MW. Figure 3 

illustrates that global WTG installations are relatively unaffected by changes in economic 

growth. The few years with nearly flat growth rates in installations are primarily caused by 

the PTC scheme in the US discussed in the previous section and not economic downturns, as 

it is argued for in the following. 

 

                                                 
7http://www.ens.dk 
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Figure 3 New WTG installations compared to real GDP growth 

 
Source: GWEC and IMF 

 

There are however two main reasons for why 2009 did not show a drop in installations similar 

to the slowdown in economic growth. Firstly, 35% of the new WTGs were installed in 

China8, and China had a real GDP growth of 8.5% in 20099. The second reason is that many 

WTG manufacturers have a large order backlog, where they have orders from previous years 

that they can fulfill in lean years. For instance, Vestas and Siemens Wind Power have 

experienced great drops in their order intake. 2009 is naturally a very short sample period, but 

it does however demonstrate that it is dangerous to conclude that the wind energy industry is 

non-cyclical. EWEA (European Wind Energy Association) confirms this based on the fact 

that the current financial crisis implied customers having problems of getting financing for the 

projects and that there is a lack of credit in the market in general10. 

Another important macroeconomic factor is prices of wind energy competitors, such as oil 

and natural gas. These commodity prices are important for the future development, since 

higher prices could decrease the cost gap between wind energy and fossil fuels. The following 

figure shows the importance of oil and gas prices in comparison to wind energy. 

 

 

 

 

 

                                                 
8 www.gwec.net 
9 www.imf.org 
10 http://www.ewea.org 
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Figure 4 Comparison of energy prices in different scenarios 

 
Source: Wind Energy – The Facts 2009 

 

Figure 4 shows the costs of power generated from three different energy sources and is based 

on various assumptions; natural gas prices normally follow the crude oil price and in the base 

case the crude oil is projected to be USD 59/barrel in 2010 (constant prices), where as the coal 

price is assumed to be EUR 1.6/GJ and the natural gas price to be EUR 6.05/GJ. Energy 

prices are very volatile though and the graph therefore demonstrates the consequences of an 

oil price doubling to USD 118/barrel (constant prices), which in this example leads to a 

doubling of the natural gas price and a 50% increase in the coal price. The price of CO2 is 

presumed to be EUR 35/ton11. 

This example shown above proves that prices for fossil fuels are of extreme importance for 

the future of wind energy. In the ‘high oil price’ case wind energy is actually more affordable 

than natural gas and competitive compared to coal generated energy. The big question then is 

how the oil price (and other fossil fuels) will develop in the future. In 2010 the oil price has 

been moving relatively stable between USD 70-80/barrel until March12.  

Numerous economists around the world do have fairly different opinions about the 

development of the oil price. For instance, Nordea forecasts an average Brent oil price of 

USD 98/barrel in 2011, where as the Dow Jones survey expects an average Brent oil price of 

USD 85/barrel in 201113. However, there is still a way back to the 2008 level peaking at 

almost USD 150/barrel. 

                                                 
11 Wind Energy - The Facts 2009, page 248-250 
12 Brent oil, Nordea Analytics 
13 Nordea Monthly Oil Market Update, February 9, 2010 
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22..11..33  TThhiirrdd  ffaaccttoorr::  SSoocciiaall  

22..11..33..11  CChhaannggiinngg  ccuullttuurreess  aanndd  ddeemmooggrraapphhiiccss  

The social factor does also play an important role for the future of wind energy. In particular 

will the young generation today be a key factor for the success of WTGs. This generation will 

be the decision makers in the decades to come and it is seen as very favorable for the wind 

industry that this young generation has been such a large part of the focus on climate change 

nowadays. Moreover, the media and politicians’ focus on climate have undoubtedly 

influenced this generation. 

‘The green wave’ is not only important for wind energy, but will certainly also help some of 

the competing renewable energy sources. Our impression is that it will help all the renewable 

energy sources as a whole to become a more influential factor in the future. In the previous 

part regarding the economic factors, it could be seen that the cost of wind energy power was 

slightly higher than competing fossil fuels. An increase in fossil fuel prices did however make 

wind energy more lucrative. This price difference can though be less important if it is 

overshadowed by consumer preferences. There is a movement in the generations towards 

living more environmental friendly. People might actually be willing to pay more for the 

power as long as they know that it was generated by a renewable energy source, such as 

WTGs. 

The movement towards renewable energy sources and the willingness to pay a bit extra can 

be compared to consumers’ preference for organic food. Organic food is also a part of the 

movement towards living more ‘green’. From 2005 to 2008 the sales of organic food more 

than doubled in Danish retail trade14. This rapid growth has occurred although organic food 

often is much more expensive than regular. The consumers do then feel more comfortable by 

choosing food, where animals for example have had better living conditions. This is exactly 

the same behavior that wind energy industry could benefit of, when consumers choose 

renewable energy sources instead of conventional. 

 

22..11..44  FFoouurrtthh  ffaaccttoorr::  TTeecchhnnoollooggiiccaall  

22..11..44..11  IInnnnoovvaattiioonnss  aanndd  nneeww  tteecchhnnoollooggyy  

The technological development in the WTG industry has been moving fast since the 1980’s. 

This pattern has been seen in many other industries as well. For WTG manufacturers has it 

                                                 
14 http://www.statistikbanken.dk 
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been important to develop larger and more powerful WTGs in order to produce more reliable 

and to decrease the costs per MWh.  

All of the technological improvements are of great importance in competition against other 

energy sources. There is nevertheless also fierce competition between the WTG 

manufacturers. Hence, it is crucial for the manufacturers to be among the technological 

leaders in order not to lose earnings and market shares to competitors. Different studies have 

been undertaken in order to find the optimal size for onshore and offshore projects, but it still 

remains rather unclear what the right size is. The general trend is though to manufacture more 

powerful WTGs with ambition to decrease costs per MWh.  

 

It is though not enough to make larger and more effective WTGs as the manufacturers also 

need to ensure that they are not compromising with the quality. As an example for ensuring 

quality, both Vestas and Gamesa have been able to decrease their warranty provisions 

throughout the years15, where these provisions are primarily for reparations of defective 

WTGs. Therefore it is of great importance that the WTG manufacturers continue to have 

strong focus on reliability of the WTGs in order to keep long-term relationships with 

customers. 

As it was stated in the part regarding the economic factors, then the cost per MWh is 

absolutely crucial. The technological evolution is naturally a key component of making wind 

more cost efficient. Since the society is eager to use more and more environmental friendly 

energy, it is a race between all the renewable energy sources to reach lower cost per MWh 

generated. The WTG manufacturers are certainly still urged to spend some money on R&D in 

order to continuously to be able to compete against competitors inside and outside the wind 

energy industry.  

Today wind energy is the most affordable among the renewable energy sources16. This 

position is vital to maintain. The payoff has already been that EU has chosen wind energy as 

one of the key drivers to reach the 20% in 2020 mentioned earlier. 

 

                                                 
15 Vestas and Gamesa Annual Report 2008 & 2009 
16 Wind Energy - The Facts 2009, page 265 
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22..11..55  FFiifftthh  ffaaccttoorr::  EEnnvviirroonnmmeennttaall  

22..11..55..11  ‘‘GGrreeeenn’’  iissssuueess  

In the public it is a general opinion that WTGs generate clean and green energy, but 

generating the energy is not the only part of it. The WTGs need to be manufactured and 

erected as well. Here these manufacturing processes are essential in order to keep a 

recognized image in the society. It takes a lot of machinery and transportation to erect one 

WTG. If this causes high levels of CO2 emissions the WTG industry will be punished by the 

society, who will look for other renewable energy sources instead. 

Both Vestas and Vattenfall have undertaken comprehensive studies regarding the 

environmental impact of wind energy17. Both studies showed positive results for the wind 

energy industry; the environmental profile was much better than the average electricity 

generating sources and even the demolition of WTGs had relatively acceptable environmental 

impacts, since many parts of WTGs are to be recycled for other purposes.  

WTGs do also occupy space in the nature, when they are erected. That goes for onshore as 

well as offshore projects. The WTG industry is therefore in ongoing talks with different 

stakeholders, as there are plenty of environmental concerns to address before new WTGs can 

be erected. These concerns include issues, such as noise level, visual look, impact on animal 

life (e.g. birds, bats and fish) and avoidance of ship collisions on sea. Despite all these 

concerns it is however our and the industry’s impression that there exists enough space 

around the globe for new WTGs for many years to come. 

The WTG industry must nevertheless always keep the course of nature in mind. Ignorance of 

different environmental organizations could harm the wind energy’s image as being green for 

many years.  

 

22..11..66  SSiixxtthh  ffaaccttoorr::  LLeeggaall  

22..11..66..11  LLeeggiissllaattiivvee  ccoonnssttrraaiinnttss  

As it is the overall theme of the thesis to consider a consolidation in the wind energy industry, 

it is vital to consider the legal part and in particular the relevance of antitrust regulations. The 

history has proven that consolidation between WTG manufacturers is not unusual. 

Throughout the last decade the WTGs manufacture industry experienced several major 

acquisitions. For instance, during the summer of 2009 the Indian WTG manufacturer, Suzlon, 

                                                 
17 Wind Energy - The Facts 2009, page 322-323 



Consolidating the global wind energy industry            Master Thesis, May 2010 
Maxwell Veyhe & Michael Nass Nielsen, MSc. in Applied Economics and Finance 

20 | P a g e 
 

increased their owner stake in German Repower to 90.7%18 and together the Indian-German 

coalition was the third largest WTG manufacturer in terms of installed MW in 2009. 

Moreover, the most spectacular merger occurred back in 2004 when the two Danish giants 

Vestas and NEG Micon joined forces19. At that time it was the first and third largest WTG 

manufacturers in the world. Jointly they were a distant market leader and had a global market 

share of around 33%. The two companies succeeded to carry through the acquisition without 

antitrust authorities blocking for it. Objections were left out even though the merged company 

had a market share nearly twice as large as the second largest manufacturer.  

The market landscape is changing in the wind energy industry. New markets arise and 

especially Asia has shown significant improvements lately. This development is naturally 

attracting manufacturers to play a larger role in these markets. The manufacturers can 

however experience legal obstacles that they have to adapt to. An example of such a 

restriction is seen in one of the largest new markets, China. In this country it has been 

required that 70% of the components on a WTG should come from Chinese manufacturers. 

This rule has though been relaxed in the beginning of 2010, and it is making it easier for 

foreign WTG manufacturers20. The big differences in laws around the world are of course an 

important factor when expanding abroad. Especially the Asian countries do often have rules 

that favor domestic companies or encourage foreign investors to use local suppliers.  

 

22..11..77  KKeeyy  ddrriivveerrss  aarree  ffoouunnddaattiioonn  ffoorr  sscceennaarriioo  aannaallyyssiiss  

The analysis of the six factors from the PESTEL-model has shown how these affect and 

surround the WTG environment. However, as mentioned before, it our ambition to create a 

scenario analysis for companies in the wind industry and for this the most crucial key drivers 

are identified among the six factors. Not concluding that the remaining factors are irrelevant, 

but the following three drivers are absolutely vital for the future of wind energy.  

1. Political renewable energy targets 

The countries’ renewable energy targets are identified to be the first key driver, as the 

future success of wind energy is very dependent on these binding targets. The political 

leaders around the world are under pressure for delivering ambitious targets from the 

population, and we feel confident that these targets will be met as long as there is a 

strong ‘green’ development among people.  

                                                 
18 www.suzlon.com 
19 www.vestas.com 
20 www.china-briefing.com 
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2. Governmental support 

The second key driver is closely connected to the first key driver, since customers can 

be forced to pay for renewable energy even though it is more expensive. This is the 

result of having the ambition to meet the set targets. However, as long as energy from 

other sources than wind is cheaper to produce, then the governments have to subsidize 

the wind energy industry to make it attractive for energy users to buy wind power.  

3. Improvement in cost reduction per MWh 

The third and last key driver is the strong dependency on technological improvement 

from the WTG industry as well as other alternative energy producers. It is an 

important and healthy goal for WTG manufacturers always to strive for delivering at 

the lowest cost as possible. The long-term objective must be to deliver energy at a 

comparable low cost as for example it is the case for coal or natural gas. This will 

open up the opportunity not to be in urgent need for subsidies from the governments.  

 

22..11..77..11  SScceennaarriioo  aannaallyyssiiss  

The discussions of the three key drivers illustrate that they are connected and often dependent 

on each other. Based on these key drivers and their interdependencies a scenario analysis is 

conducted, where after different outputs coming from these future and possible scenarios are 

evaluated. The first two key drivers are both political and the third is more technological 

based. Since the political are fairly dependent upon each other we have chosen the first and 

third key driver in the scenario matrix below.  
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Figure 5 Scenario analysis
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22..22..11  SSuupppplliieerrss  --  BBaarrggaaiinniinngg  ppoowweerr  

The WTG manufacturers need several different suppliers to deliver all the components that a 

WTG consists of. This makes the suppliers a key factor for the WTG manufacturers. The 

rapid growth in wind energy lately has meant that security of supply has become even more 

important, also motivated by the fact that the buyers of WTGs want safety for delivery as 

scheduled. The boom in 2008 created bottlenecks for some key components and this is 

exactly what the WTG manufacturers want to avoid. However, the financial crisis has though 

meant that the focus on supply security has slowly diminished.  

The level of concentration among the different component suppliers varies depending whether 

the focus is on for instance blades, where suppliers of these are rather few and they have 

therefore more bargaining power. In contrast, the supply of other components such as castings 

or towers is more divided into several players around the world21. 

Based on the great dependency on suppliers of critical components the question has been 

raised of whether to outsource the manufacturing process of components to suppliers or to 

integrate (acquire) it. It is obvious that it is difficult to integrate the entire WTG component 

portfolio, but a possibility could then be to focus on the key components. The WTG 

manufacturers have tackled this issue differently. Indian WTG manufacturer, Suzlon, does for 

example own a 26.1% stake in WTG gearbox producer, Hansen Transmissions. This 

cooperation has resulted in a long-term supply agreement between the two parts22. Other 

WTG manufacturers have chosen the alternative setup of buying the components from 

external suppliers. It therefore seems that there are different opinions about the right solution. 

On the one hand, integration of suppliers is argued for due to the possibility of control of 

delivery and pricing protection. On the other hand, the freedom of choosing the suppliers on 

the markets is lost to some degree.  

 

22..22..22  BBuuyyeerrss  --  BBaarrggaaiinniinngg  ppoowweerr  

The buyer landscape has changed rapidly since the 1990’s. Back then the buyers of WTGs 

were usually small farmers owning only a couple of WTGs. Today however the industry is 

characterized by large buyers owning numerous wind parks with several WTGs23. Research 

has shown that large utilities, such as Iberdrola, Endesa, DONG and EDP, take a larger and 

                                                 
21 Wind Energy - The Facts 2009, page 281 
22 www.hansentransmissions.com 
23 Wind Energy - The Facts 2009, page 284 
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larger share of the cake. The development seems to be stronger in the coming years, where 

they account for more than 70% of the whole planned WTG pipeline24. The direction towards 

larger and larger buyers means a more concentrated group of buyers, which ultimately gives 

the buyers more bargaining power. 

The increased concentration ratio combined with the current financial crisis is a bad 

combination for the WTG manufacturers. In particular, the overcapacity that is predominant 

at the WTG manufacturers’ sites combined with financing troubles for some of the mostly 

smaller buyers has caused lower prices in the industry as a whole. In line with this, some 

industry analysts reveal findings of prices of WTGs dropping between 10-15% in 200925. It is 

however worthwhile mentioning that the large buyers do have better access to financing 

because of their capital buffer. 

Another important aspect for the bargaining power of the buyers is the development in 

macroeconomic factors; in particular the prices of competing energy sources such as oil, 

natural gas and coal. A rapid rise in the prices of these energy sources is an attractive 

negotiation point for WTG manufacturers.  

 

22..22..33  PPootteennttiiaall  eennttrraannttss  --  TThhrreeaatt  ooff  eennttrryy  

Based on the market share development among the WTG manufacturers, it is obvious that 

new entrants have arrived and grown large. New players enter the market by Greenfield 

investments and/or acquiring existing manufacturers. From the first category, an example is 

Chinese Sinovel. The company delivered its first WTG in 2006, but already now it is one of 

the world’s largest WTG manufacturers, because of the booming Chinese market26. Another 

example is the German industrial giant, Siemens. Siemens took over the Danish WTG 

manufacturer Bonus Energy in 2004 and in this way conquered a reasonable position in the 

world energy market right away27.   

A startup as WTG manufacturer is certainly a costly affair. It requires financial strength and 

some patience. Research and development costs will be proportional high in the beginning 

and it takes a number of years, before income is earned. This combination of high investments 

and delayed income creates entry barriers to especially smaller companies without a strong 

                                                 
24 Wind Energy - The Facts 2009, page 286 
25”Prisen på vindmøller under hårdt pres”, Dagbladet Børsen, 14.01.2010 
26 www.sinovel.com 
27 www.nwe.siemens.com 
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cash position or access to credit. However, the growth potential in wind energy has attracted 

several capital heavy companies such as General Electric, Siemens, Hyundai and Samsung. 

Capital requirement is one hindrance. Another obstacle though is to get the necessary grid 

access in order to get the power distributed to the customers. Existing electricity producers are 

often vertical integrated and might not welcome new providers with open arms. They might 

not give grid connection or do not provide fair connection costs. EU has tried to deal with this 

problem by passing through legal frameworks that support renewable energy and therefore 

also wind energy. This includes the earlier mentioned renewable energy target (20% in 2020) 

and requirements that encouraged member countries to give wind energy better access to grid 

connections28. 

 

22..22..44  SSuubbssttiittuutteess  --  TThhrreeaatt  ooff  ssuubbssttiittuutteess  

There exist several alternatives to wind energy. These alternatives can be divided into two 

groups; conventional and renewable energy sources. Wind energy is of course a part of the 

latter. Although wind energy is in sharp competition with both energy groups, we have 

decided to focus on renewable energy. It is those sources that wind energy is up against, when 

governments have to decide on suppliers to fulfill the renewable energy targets. The most 

common renewable energy sources are extracted from wind, water (hydro energy), the sun 

(solar energy), earth heat (geothermal) or wood, waste or garbage (biomass). 

The success of wind energy has been mixed in different parts of the World. There is no doubt 

that Europe has promoted wind energy more than other parts of the world. In EU seven 

percent of the energy capacity came from wind in 2007. This has to be compared with almost 

nothing back in 1995. This makes wind energy the second fastest growing energy source in 

EU - only surpassed by natural gas, which not is a renewable energy source29. In the US wind 

energy only accounts for 0.5% of the country’s 2008 energy supply30. 

According to EWEA wind energy is the most affordable of the renewable energy sources. 

This is also one of the main reasons why wind energy has experienced magnificent growth 

rates during the last decades. Wind energy can however not continue this growth unless there 

is continuous focus on cost efficiency. Otherwise wind will be outperformed by other 

renewable energy sources. It is nevertheless important to state that it is not all about price. 

Reliability and availability are important factors in the competition as well. Reliability is a 

                                                 
28 Wind Energy - The Facts 2009, page 282-283 
29 Wind Energy - The Facts 2009, page 265 
30 www.tonto.eia.doe.gov 
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competition parameter in the sense that the operating and maintenance costs of the acquired 

energy source not are too high. Availability means security of delivery. It is obvious that the 

buyers expect deliveries within a reasonable timeframe and any form of delay is a large cost 

factor for the buyers.  

 

22..22..55  CCoommppeettiittiivvee  rriivvaallrryy  

The competition between the WTG manufacturers differs from country to country. Many of 

the most important wind energy countries are highly dominated by domestic manufacturers 

such as Enercon in Germany, Gamesa in Spain, Suzlon in India and GE Wind in the US. On a 

global basis the picture is slightly different with no overall dominant player. A few years ago 

Vestas was a significant market leader, but since new installations are moving more and more 

to Asia and the US, the market share map is changing rapidly.  

The market concentration has been influenced by this trend. In 2009 the Herfindahl index was 

around 770 coming down from approximately 2,000 five years ago31. This decrease is mainly 

due to the fact that Vestas has lost market shares. The gainers are on the other hand GE Wind 

and new Asian WTG manufacturers. The pure WTG manufacturers such as Vestas and 

Gamesa will also in the coming years feel the pressure from capital strong industrial giants 

(e.g. General Electric and Siemens) and new Asian manufacturers. Siemens Wind Power has 

an ambition of being a global top three WTG manufacturer32 no later than 2012. In 2009 

Siemens Wind Power was the sixth largest in terms of market share. GE Wind has 

furthermore expressed ambitions of growing their WTG business through acquisitions33. 

 

 

 

 

 

 

 

 

 

                                                 
31 Calculations based on market share statistics from BTM Consult 
32 ”Siemens vil firedoble danske vindsucces på få år”, Dagbladet Børsen, 21.09.2009 
33 ”Fornyet tro på opkøb i vindbranchen”, Dagbladet Børsen, 24.04.2009 
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Figure 6 Market shares in 2008 and 2009 (measured in MW) 

                             2008                                                              2009 

 
 

Source: MAKE WTG OEM Market Shares 2009 

 

The financial crisis has not diminished competition. The downturn has meant that the struggle 

to receive orders has been tougher. As mentioned earlier this for instance led to increased 

price competition between the WTG manufacturers. It is especially the new entrants that have 

been forced to lower prices in the name of competition. Banks are more willing to finance 

projects involving some of the more experienced WTG manufacturers with a stronger track 

record than new manufacturers34. 

The technological competition between the WTG manufacturers is harsh as well. There has 

been a shift towards larger WTGs35. The buyers are demanding more MWs when signing new 

orders. This competition also has to be fought in order to get first mover advantages and 

increased customer loyalty. 

 

22..33  SSuummmmaarryy  ooff  ppaarrtt  IIII  

Part II has identified a number of factors influencing the WTG industry. Some are of course 

more important than others as in any other business. In the figure beneath we have wrapped 

all the factors up.  

 

 

 

 

                                                 
34 ”Prisen på vindmøller under hårdt pres”, Dagbladet Børsen, 14.01.2010 
35 Wind Energy - The Facts 2009, page 288 
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Figure 7 Factors 

 

These relationships show that Vestas is facing a new challenging era in the industry, why a 

new strategic direction is called for in rega

sections will give an in-depth description and analysis of the two WTG players focused upon 

in this thesis.  

 

 

PPaarrtt  IIIIII::  PPrreesseennttaatt

33..11  VVeessttaass  bbuussiinneessss

Vestas’ business has its origins 

developed to being the world’s largest player in the wind industry

                                                 
36  See appendix 1 for a complete historical overview of Vestas

dating the global wind energy industry            Master Thesis, May 2010
Michael Nass Nielsen, MSc. in Applied Economics and Finance 

Factors influencing the WTG manufacturing industry

 

 

Source: Own construction 

hese relationships show that Vestas is facing a new challenging era in the industry, why a 

new strategic direction is called for in regards to the problem formulation

depth description and analysis of the two WTG players focused upon 

ttiioonn  ooff  VVeessttaass  &&  GGaammeessaa  

ss  oovveerrvviieeww  

Vestas’ business has its origins in a small farming town in Denmark back in 1898

the world’s largest player in the wind industry

 
See appendix 1 for a complete historical overview of Vestas 
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dominating the industry for wind power generation with a market share of 14.5% and a 

staff base of 20,700 employees.  

The following sections will give an overview of Vestas’ business including; the 

organizational structure, strategy formulation, a shareholder overview, a resource and 

capability analysis, an operational summary and a view on the market sentiment towards 

Vestas.  

 

33..11..11  OOrrggaanniizzaattiioonnaall  ssttrruuccttuurree  

Vestas is known as the parent company of the Vestas Group and consists of four global 

production business units, seven global sales business units, five group staff functions and 

three more specialized units, all focusing on the manufacturing and sales process of wind 

turbines worldwide37.  

Via each production business unit, illustrated in figure 8, Vestas is represented in various 

geographic regions with local production. This is the result of the capital intensive nature of 

the wind industry, which creates great barriers in terms of production costs and installment 

costs. Hence, it is an advantage to Vestas to establish local production business units to 

continue to benefit from lower production and installment costs. Another effect of having 

both production and sales in the same country is that the exchange rate risk is limited due to 

the creation of a natural hedge.  

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
37 See appendix 2 for graphical representation of Vestas’ organizational structure. 
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Figure 8 Vestas WTG production facilities worldwide

Source: Vestas website 
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Asia Pacific. Based on the accumulated installed capacity in terms of MW the largest region 
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WTG production facilities worldwide  

Source: Vestas website and own contribution 

Vestas is primarily represented in three geographic areas 

Asia Pacific. Based on the accumulated installed capacity in terms of MW the largest region 

is Europe, where there are located in total 17 production facilities. During 2008

established a new foundry in China and during this year a new nacelle assembly factory and 

n Colorado, US can be expected, which is not highlighted on 

observable that Vestas is building up capacity in the two growth markets, US

where the US factories are expected to generate an annual output of 3,000MW by the end of 

The various sales and service functions of Vestas are represented by seven global sales and 

service units, which enable Vestas to obtain a better insight into the various cultures and 

political/jurisdictional differences between the countries. Apart from the production, sales and 

there are three more specialized business units, People & Culture, 

arts & Repair. The latter has been established in 2009 

various group staff functions, Marketing & Customer insight, Forecasting 

& Planning, Engagement Office, Quality and Excellence.  
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33..11..22  MMaannaaggeemmeenntt  &&  sshhaarreehhoollddeerr  ssttrruuccttuurree    

Vestas’ management structure is characterized by a two-tier management system, where the 

Board of Directors and the Executive Management are responsible for the overall 

management of Vestas38. In short, the Board of Directors currently consists of 12 members, 

eight elected by the General Meeting and the remaining elected by the employees. Executive 

Management consists of Ditlev Engel, President and CEO, and Henrik Nørremark, Executive 

Vice President and CFO, who both are responsible for daily management of the company.  

At the end of 2009 Vestas had 119,672 registered shareholders that represented 87% of 

Vestas’ share capital. 56% of the share capital was held by the 50 largest shareholders and in 

future it is Vestas’ ambition to reflect its international operations also in its shareholder base 

resulting in increasing its currently share of 60% held by international shareholders. An 

overview of the shareholder distribution is given in figure 9 below.  

 

Figure 9 Shareholder overview 2009 

 
Source: Vestas Annual Report 2009  

 

Important to note though is that Vestas’ shareholder base is characterized by a free float of 

100%; in other words, the entire share base of Vestas is freely available to the investing 

public. The two largest shareholders holding an amount of 5.0% and 4.5% are BlackRock and 

ATP, respectively.  

 

33..11..33  CCoorrppoorraattee  ssttrraatteeggyy  aanndd  ggrroowwtthh  ccoonnssiiddeerraattiioonnss    

With the current CEO of Vestas, Ditlev Engel, taking office back in 2005 new strategic 

initiatives were introduced shifting the heretofore corporate strategy from being focused on 

                                                 
38 See appendix 3 for an overview of the Board of Directors. 
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growth in terms of MW to focusing on optimizing profitability in all parts of the value chain. 

For this the following financial priorities were introduced:  

1. EBIT margin 

2. Net working capital 

3. Revenue 

Combined all of these measures focus on obtaining high profitability on an operational level 

with achieving strong margins is a first priority. As a second priority, focusing on the NWC is 

firstly the ambition to achieve operating liquidity to the business, however more importantly 

it is a measure for investors to see how effective the assets have been put to use. The logic 

here is, for instance, that by piling up large inventories, which is more often the case for more 

capital-intensive industries, such as the wind industry, then investors’ investments do not 

really yield great interests and other investments then might seem more attractive. Hence, 

putting the assets to use efficiently and hereby obtaining a low NWC is a priority for Vestas 

and in interest of investors39. Lastly and put as a third priority is the will of expanding in 

terms of volume, expressed by achieving increased revenues. 

In order to obtain more tangible targets for streamlining operations in line with the overall 

corporate strategy the concept behind “Triple 15”  was introduced in October 2009. It defines 

a set of financial targets that correspond to Vestas’ growth considerations; these are to aim at 

achieving an EBIT margin of 15 percent and revenue of EUR 15bn by 2015.  

Apart from the merger with NEG Micon in 2004, Vestas has so far been expanding based on 

organic growth and has thus so far relied on its own resources and capabilities in order to 

fulfill the goal of spreading the usage of wind power.  

 

33..11..44  RReessoouurrcceess  aanndd  ccaappaabbiilliittiieess  aannaallyyssiiss    

After having covered the overall organizational structure of Vestas, its shareholder structure 

and its corporate strategy, the following will analyze the available resources and capabilities 

that Vestas is able to rely on.  

 

33..11..44..11  TTaannggiibbllee  rreessoouurrcceess  

The most predominant tangible resources for Vestas are the facilities for the manufacturing of 

WTGs and the current product portfolio. As it was shown previously, it is Vestas’ ambition to 

be represented in all its geographic locations with local production business units. Following 
                                                 
39 Interview with wind energy equity analyst at SEB, Daniel Patterson 
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this ambition Vestas has invested in tota

2005 and 200940. In total Vestas is aiming at obtaining a total f

by the end of 2010. The increases in manufacturing facilities worldwide can be taken from 

figure 10 in terms of number of employees.

 

Figure 10 Employee development 2006

 

Seen over the last four years the growth in annual output translates to increases in total 

number of employees of on average of 19

Northern Europe Vestas was though forced to lay off 1,567 employees in Denmark and the 

UK, which explains the decrease in 2009

especially in Asia and Americas

regions.  

Vestas’ product portfolio currently exists of six different types of 

terms of nominal output and scale in order to match various wind speeds and the varying 

characteristics of wind farms42

has been experiencing an increase in the average turbine size throughout the last years

Larger turbines imply increased power deliveries from wind farms with the sam

being utilized and with only incremental installation cost

                                                 
40 Vestas, Annual Report 2009 
41 Vestas, Annual Report 2009 
42 See appendix 4 for a complete overview of all WTGs with technical sp
43 Deutsche Bank, broker report, March 2010
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this ambition Vestas has invested in total EUR 23bn in especially the US

l Vestas is aiming at obtaining a total factory capacity of 9

The increases in manufacturing facilities worldwide can be taken from 

in terms of number of employees. 

Employee development 2006-2009 by area 

Source: Vestas Annual Report 2009  
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much in favor for especially offshore projects that can be expected to play a larger role in the 

middle- to long term. Offshore projects imply substant

developers as well as WTG 

costs. Here substantial increases in the turbine size to the maximum compared to onshore 

installations are the direct result in order t

trend, Vestas is in the middle of the process to develop and launch a 6 MW turbine for 

offshore wind farms. With the introduction of a 6

strong position in the offshore wind sector, which is also coupled to its Triple 15

 

33..11..44..22  IInnttaannggiibbllee  rreessoouurrcceess  

Research and Development 

Apart from the production assets classified as one of the most important tangible resources, 

technology know-how is another 

Here, just as much as increasing the amount of production business units, Vestas invests 

heavily in development facilities in order to be able to defend its position as the technological 

leader in the industry. The focus on R&D

 

Figure 11 Employee development 2006

 

Since 2006 R&D has been experiencing 

compared to the remaining main divisions, production units and sales and service units.

Development facilities are established on all markets, but special focus is still placed on 
                                                 
44 Interview with wind energy equity analyst at SEB, Daniel Patterson
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Denmark, where Vestas expanded its research and development base, which by May 2010 

will be able to hold 900 employees. In total, Vestas spent EUR 249mn on wind power 

technology development in 2009 and similar investments are expected in the near future.  

 

33..11..44..33  CCaappaabbiilliittiieess  

As it is analyzed above, Vestas is in possession of tangible and intangible resources, but it is 

putting these resources to use, which defines the organizational capabilities.  

Throughout the last years Vestas has been working on streamlining and optimizing the entire 

value chain, which is seen in the alignment of the various business units, but also in the 

endeavor of becoming more deeply involved with the suppliers. Moreover, during the first 

quarter of 2010 Vestas is adjusting its production to a “make to order” production requiring 

that all suppliers can always deliver on time. The aim with this is to manufacture with a 

minimum of inventories without affecting the time from receiving the order to shipment and 

the actual installation, which is also in line with the financial part of focusing on NWC in 

connection to the corporate strategy.  

Based on these various initiatives taken in order to streamline operations and relying heavily 

on the technological know-how, Vestas key capability is seen on the constant focus on 

optimizing the exploration of its resources and value chain, while continuing to use its 

technological resources to improve and widen the product portfolio. 

 

33..11..55  OOppeerraattiioonnaall  oovveerrvviieeww  

In order to give a well-rounded picture of Vestas’ business, this section gives an overview of 

Vestas’ operational performance starting out with a review of the revenue and profitability 

development.  
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Figure 12 Revenue and EBIT development 2005
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Revenue and EBIT development 2005-2009 

Source: Vestas Annual Reports  

figure 12 Vestas has overall been experiencing top line growth
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Having a look at the revenue distribution geographically it is clear to see that Europe 

accounting for 68% takes on a major share, followed by the Americas with a share of 21% 

and lastly the Asia/Pacific region with 11%. In terms of MW produced and shipped the trend 

has been upwards with a CAGR of 11% during the last four years. The effect of the credit 

crisis was felt when looking at the order intake, where for the year of 2009 the order intake 

was 3,072 MW compared to levels of 6,019 MW in 2008. The lower order intake was the 

direct result of a number of projects being delayed.   

For the year of 2010 management expects to achieve an EBIT margin of 10-11 percent and 

revenue of EUR 7bn, where Europe is expected to account for roughly half of the 2010 order 

intake summing up to 8,000-9,000 MW.  

 

33..22  MMaarrkkeett  sseennttiimmeenntt  ttoowwaarrddss  VVeessttaass
4455

  

Having concluded the business overview of Vestas, this section takes this chapter a step 

further by including the market’s perception on Vestas’ performance and strategic stand.  

This will help to build the foundation for the transaction rationale behind the takeover of 

Gamesa by Vestas.  

The Vestas share is being covered by in total 43 analysts worldwide and based on nine recent 

selected international brokers, analyst sentiment is mixed towards which way the Vestas share 

is expected to go.  

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
45 Based on various broker reports and interview with wind energy equity analyst at SEB, Daniel Patterson  
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Figure 14 Selected broker target prices
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is rather mixed and arguments for not obtaining a clear opinion can be found in the general 

shift in industry dynamics implying s

As it was shown earlier on, the rivalry in the industry has increased

which is a struggle that Vestas’ management has to cope with.

has resulted in a deteriorating market share to current levels of 14.5%.

Vestas’ clear dominance just last year with a share of 19.3% it bec

degree Vestas is able to make use of 

record in order to maximize prices

negotiating contracts in the middle

In addition to this comes the 

problems for smaller wind farm developers in getting access to financing. 

wind turbine projects are more likely and 

of this is an overcapacity in the industry and this combined with the industry’s pricing 

pressure due to increased rivalry

margins. Hence, there are increasing concerns to 

its actual growth strategy, No.
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Selected broker target prices 

Source: Factset  

consensus averages to a target price of DKK 310. Hence, following the broker 

estimates Vestas is offering a slight upside of 2.1%. In general however, the market sentiment 

rather mixed and arguments for not obtaining a clear opinion can be found in the general 

implying strategic uncertainties for the future.  

, the rivalry in the industry has increased throughout the last 

that Vestas’ management has to cope with.  The increase in competition 

has resulted in a deteriorating market share to current levels of 14.5%. 

Vestas’ clear dominance just last year with a share of 19.3% it becomes doubtful to what 

degree Vestas is able to make use of market leading position in the industry and its track 

record in order to maximize prices. This might force Vestas to be more flexible when 

negotiating contracts in the middle-to-long term.  

 impact of the financial crisis. The causes of the crisis impose

smaller wind farm developers in getting access to financing. 

wind turbine projects are more likely and a general weakening demand is the cause

is an overcapacity in the industry and this combined with the industry’s pricing 

rivalry creates uncertainty about Vestas’ ability to maintain stable 
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The following chapter is directed to Gamesa. Applying the same structure of analysis to 

Gamesa’s business will altogether make direct comparisons possible and highlight 

opportunities for value creation through an acquisition formulated in part III. 

 

33..33  GGaammeessaa  bbuussiinneessss  oovveerrvviieeww  

The Spanish WTG manufacturer Gamesa is characterized by an impressive growth story46 by 

identifying the possibility for value creation in the wind industry. Today the company is the 

seventh largest player in the industry with a share of 6%, manufacturing facilities around the 

world and a staff base of around 7,200 employees.  

 

33..33..11  OOrrggaanniizzaattiioonnaall  ssttrruuccttuurree  

Gamesa is organized around operating business units and corporate units having the ambition 

to operate with production units and sales forces in Europe, North America and Asia in the 

short to medium-term. While Vestas has been a pure-play WTG manufacturer, Gamesa was 

originally active in four businesses; wind turbines and wind farms through Gamesa Eólica and 

Gamesa Energia, respectively, and energy solutions and solar power. Compared to Vestas it 

had thus a more diversified portfolio offering a broader range of services connected to wind 

power generation. 

However, since the beginning of 2008 Gamesa has undergone some significant changes. In 

February 2008 the solar business was disposed to a private equity firm. Then in June 2008 a 

joint venture with Iberdrola Renewables for the wind farm development was created. These 

two moves have hereby catapulted Gamesa to a pure-play WTG manufacturer, in a similar 

fashion to Vestas47.  

Today Gamesa is structured in two main business units, where each of these are headed by 

their respective group companies, which are - Gamesa Eólica for the manufacture of wind 

turbines and Gamesa Energia for the development and sale of wind farms. The third business 

line, energy solutions only accounts for less than five percent of revenue streams, why this is 

not focused upon in the following.   

 

                                                 
46 See appendix 5 for a complete historical overview of Gamesa  
47 See appendix 6 for the transformation in Gamesa’s overall organizational structure.  
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33..33..11..11  GGaammeessaa  EEóólliiccaa  --  WWiinndd

Within the business of wind turbines

share. Currently, Gamesa is taking on 

in its home region, Spain. Similar to Vestas, 

components of WTGs in its production process

components are produced in-hou

Within the wind turbine business unit Gamesa has organized itself in a similar manner as 

Vestas with production units in various geographic regions, as it is represented in 

below. 

 

Figure 15 Gamesa 

Source: Gamesa 

 

As it can be seen Gamesa reinforces Vestas’ production facilities very well. The major 

difference is the high concentration in Spain, which is a natural 

company’s origins stem from this region. As a key element of Gamesa’s strategy, the 

company has been expanding in growth markets with investments in China, India and the US 

during 2009 in similar fashion to Vestas. All in all, this shows 

Vestas in terms of production facilities

                                                 
48 Interview with wind energy equity analyst at SEB, Daniel Patterson
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dd  ttuurrbbiinneess  mmaannuuffaaccttuurriinngg  

Within the business of wind turbines Gamesa is competing directly with Vestas for market 

urrently, Gamesa is taking on a market share of 6% and is the most dominant player 

Similar to Vestas, Gamesa has integrated many

in its production process. More specifically, around 60%

house compared to around 40%-50% for Vestas

Within the wind turbine business unit Gamesa has organized itself in a similar manner as 

Vestas with production units in various geographic regions, as it is represented in 

WTG production facilities worldwide 

 

Source: Gamesa website and own contribution 

As it can be seen Gamesa reinforces Vestas’ production facilities very well. The major 

difference is the high concentration in Spain, which is a natural consequence, as

tem from this region. As a key element of Gamesa’s strategy, the 

company has been expanding in growth markets with investments in China, India and the US 

during 2009 in similar fashion to Vestas. All in all, this shows large similarities towards 

terms of production facilities.  
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for Vestas48.  
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33..33..11..22  GGaammeessaa  EEnneerrggiiaa  --  WWiinndd  ffaarrmmss  ddeevveellooppmmeenntt  aanndd  ssaallee  

Apart from manufacturing wind turbines, Gamesa is also involved in the promotion, 

construction and sell of wind farms. The wind farms unit’s activities include all those related 

to projects of wind power generation, that is everything from the screening of sites, through 

drawing up projects, commissioning the installations, operating the wind farms, to the finale 

sale of the actual wind farm.  

As it is mentioned before, Gamesa entered into an agreement with the subsidiary Iberdrola 

Renewables of the large utilities company Iberdrola for the joint production, development and 

operation of wind farms in Spain and continental Europe. In brief, this agreement contains 

two major clauses. One being that Iberdrola acquires the wind power projects owned by 

Gamesa Energia in the UK, Mexico and the Dominican Republic with corresponding 

promotion, development and operation of the farms. The other one being the pooling of wind 

farm activities of Gamesa Energia and Iberdrola in Spain and certain European nations by 

implementing two or more joint ventures. The objective of this joint venture was to merge 

two leading firms within the wind farm promotions and development sector in order to 

enhance the value creation.  Another key advantage of this agreement for Gamesa is that its 

wind farm business unit now even more has been converted into a driving force of demand for 

the wind turbine unit.  

 

33..33..22  MMaannaaggeemmeenntt  &&  sshhaarreehhoollddeerr  ssttrruuccttuurree    

Overall management is taken care of Executive management and the Board of Directors49. 

Currently, the Board of Directors consists of ten members, where the chairman is also taking 

on the role as the CEO, Jorge Calvet Spinatsch. On a corporate governance level this is one 

aspect differentiating Gamesa from Vestas, as there is not a clear distinction between the 

controlling function of the Board of Directors and the day-to-day management of Gamesa.  

At the end of 2009 Gamesa’s share capital was comprised by 243,299,904 shares. In contrast 

to Vestas, the share base in Gamesa is not as equally distributed. The largest shareholder is 

Iberdrola with a share of 14.5%. Where Vestas is characterized by a 100% free-float, only 

85% of Gamesa’s entire share base is freely available.  An overview of the shareholder 

distribution is given in figure 16 below.  

 
                                                 
49 See appendix 7 for an overview of the board of directors. 
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Figure 16 Shareholder overview 2009 

 
Source: Gamesa Annual Report 2009  

 

33..33..33  CCoorrppoorraattee  ssttrraatteeggyy  aanndd  ggrroowwtthh  ccoonnssiiddeerraattiioonnss  

Back in 2006 Gamesa implemented the 2006-2008 Business Plan. Connected to this plan 

there were formulated three more specific targets in terms of growth, profitability and 

financial robustness; an annual EBITDA growth above 15%, a ROCE above 16% and a net 

debt/EBITDA ratio below 2.5. A part of achieving these targets was identifying Gamesa’s 

strengths and future opportunities. Key actions here included the sell-off of the solar division 

in 2008 and the agreement with Iberdrola Renewables. 

The year of 2008 is seen as a point of inflection by management, as the growth, profitability 

and financial strength objectives defined above were achieved. Following this path a new 

commercial strategy has been formulated in 2009 that shall leverage the initiatives put in 

place during the 2006-2008 Business Plan. For this five strategic pillars have been identified 

focusing on entering new markets, such as Eastern Europe, Canada, Turkey and North Africa, 

increasing asset productivity by improving the investment per MW ratio, continuing to 

develop the supply network, and finally to keep focusing on innovation and technology, but 

also human capital management. These five initiatives are mapped out for a time period of 

two years and aim at meeting targets of achieving a ROCE of above 25% and increasing the 

EBIT margin to 11% by 2011.  

Parallel to this commercial strategy stands the launch of an extensive cost improvement plan, 

named PMC 500, in early 2009. This plan has identified 130 cost saving measures over a time 

horizon of 18 months and successful implementation of this plan is expected to result in a 

total value of EUR 400mn. By the end of 2009 cost savings amounted to EUR 150mn, which 

implied a stronger EBIT margin of 7.2% within the wind turbine division. In general, this cost 

improvement plan is the response of the changing dynamics experienced in the wind industry 
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with lower access to financing, general lower activity and an imbalance between supply and 

demand.   

All in all, Gamesa has laid out its growth strategy as to focus on investments in growth 

markets, with the latest example being India, while reducing the cost of energy through cost 

improvement plans and technology investments. Compared to Vestas, Gamesa’s strategy for 

expansion thus seems rather compatible, as the focus is placed on similar key capabilities; that 

is, efficiency improvements and focus on growth regions.  

 

33..33..44  RReessoouurrcceess  aanndd  ccaappaabbiilliittiieess  aannaallyyssiiss    

33..33..44..11  TTaannggiibbllee  rreessoouurrcceess  

As it is the case for Vestas, wind turbine manufacturing assets represent Gamesa’s major 

tangible resource50. However, apart from production assets for wind turbines another 

considerable tangible asset is the wind farm division. 

Within the wind turbine division the strategic aim of becoming a larger global player is 

clearly observable when taking into account the expansion of the international wind turbine 

capacity during especially 2009 in three key markets – the US, China and India.  In the US 

Gamesa has manufactured the first G90-2MW turbines during the first quarter, which is a 

large step towards the goal of achieving 1,200MW of capacity in this region. Also, Gamesa 

put forward its industrial development plan for the G8x-2MW turbine in China, which is 

expected to be completed in 2010, and positioning Gamesa in China with a supply capacity of 

1,000MW. Lastly, India was entered by launching the first production facility, with a capacity 

of 200MW, which though has potential to be ramped up by additional 500MW. Apart from 

the efforts of expanding internationally, the Iberdrola Renewables agreement has had quite 

favorable impacts on Gamesa, as it is analyzed below. 

 

A leg of the agreement is a contract for the supply of 4,500MW of WTGs for delivery 

between 2010 and 2012. This contract resembles the largest turbine supply contract in the 

history of the wind industry and had a significant impact on Gamesa’s order portfolio. 

Coming from a total order portfolio of around 7,000MW in 2008 the agreement enlarges the 

total order portfolio to around 11,600MW, which gives Gamesa a significant position in the 

sector, if compared to Vestas’ current lower orderbook. 

                                                 
50 See appendix 8 for a complete overview of all WTGs with technical specifications. 
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In similar fashion to Vestas, Gamesa holds a broad product portfolio with various turbine 

classes. However it does not reach the same depth compared to Vestas’ portfolio.  

The trend towards increasing usage of offshore projects has also motivated Gamesa to make 

its entry into the offshore market. For this Gamesa has announced plans of developing a 

5MW offshore turbine to be launched by 2015, however the move towards offshore wind 

power has been clearly accelerated by signing a memorandum of understanding in February 

2010 with BARD Holding, a German WTG manufacturer specialized in offshore wind power 

technology51.  

 

33..33..44..22  CCaappaabbiilliittiieess  

Where Vestas has been showing a strong capability in streamlining and optimizing its value 

chain in order to achieve higher efficiency and low cost of energy, Gamesa has based on its 

strategy formulation during the past four years illustrated the ability to reposition itself into 

growth markets through divestments and strategic alliances. This has shown in reshaping the 

entire organization into a pure-play within wind generation and obtaining increased 

profitability in spite of lower activity levels. This is identified as Gamesa’s key capability – 

entering new growth markets and effective cost control.  

 

33..33..55  OOppeerraattiioonnaall  oovveerrvviieeww    

In similar fashion to Vestas, we start out by giving a brief overview of Gamesa’s topline 

growth and operational efficiency. As the wind farm business only contributes with a minor 

share to revenue, the following analysis will focus mostly on the WTG business. 

 

 

 

 

 

 

 

 

                                                 
51 www.metal-supply.dk, www.rechargenews.com & www.gamesacorp.com 
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Figure 17 Revenue and EBIT development 2005
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52 Global Wind Energy Council (GWEC), www.gwec.net
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Revenue and EBIT development 2005-2009 

Source: Gamesa Annual Reports  

Since 2004 Gamesa has experienced an average growth in revenue of 21 percent and 

been enjoying EBIT margins up to 14% during the last five years. Looking at the 

enue experienced a decline of 29% to EUR 2,933mn. The reason for this decline can 

be seen in the lower wind turbine activity, which in particular was affected by a one

in the largest sales market Spain. Here the creation of the Pre-Assignment Register in May 

2009, which sets a series of requirements that projects have to live up to, has delayed a 

number of projects for more than six months52. However, in spite of this lower activity, 

Gamesa achieved a profitability improvement through cost optimization leading to an EBIT 

in the wind turbine division versus a margin of 5.6% in 2008. 

development of Gamesa’s yearly warranty provisions with Vestas’, then these have been on 

average around 3 percentage points lower in terms of percentage of sales and ended at 3.5%

In the case of Gamesa however it is important to note the difference between what is booked 

tinued and continued operations. As it was mentioned before, 2008 was a year where 

has undergone an organizational shift by disposing its solar business and signing the 

with Iberdrola Renewables. Together these account

of the consolidated net profit of EUR 321mn in 2008. Following similar lines, the substantial 

back in 2006 of over 130% was more the result of the disposal of the 
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Figure 18 Revenue split (MEUR) and MW delivered
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33..44  MMaarrkkeett  sseennttiimmee

Tracking the evolution of the recommendations made by various equity analysts, it can be 

seen that the general sentiment towards Gamesa is 

Vestas.  

 

 

 

 

 

 

31%

33%

18%

7%

11%

Spain Rest of Europe

USA China

RoW

dating the global wind energy industry            Master Thesis, May 2010
Michael Nass Nielsen, MSc. in Applied Economics and Finance 

Revenue split (MEUR) and MW delivered 

Source: Gamesa Annual Reports  

In terms of the geographical revenue mix international markets accounted

turbine sales compared to 46% in 2008, which shows a greater degree of internationalization.

Interestingly to note is the decline by 23 percentage points in the contribution 

MW sold by the wind turbine division over last four years Gamesa ha

% with 3,145 MW sold in 2009, which is roughly 1,600 MW 

below Vestas’ current output level.  In short, management expects to deliver 2,700

by 2010 and to achieve an EBIT margin of 6-7%, which is equal to levels in 2008.
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Figure 19 Selected broker target prices
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Source: Factset  

looking at nine selected recent recommendations Gamesa is trading at a

March 25th 2010. The reason for this trend is found 

the fact that Gamesa signed the contract with Iberdrola Renewables 

MW between 2010 and 2012 is looked upon positively. Secondly, 

ties Gamesa to the largest utilities company in the world, which in

damaging effects of the financial crisis imposing smaller wind farm developers with financing 

is seen as favorably; mainly because larger utilities are considered to have easier 

access to financing due to their large asset base and moreover, they are also strongly 

motivated by the political agenda to fulfill the set energy targets.  
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33..55  SSuummmmaarryy  ooff  ppaarr

The following figure summarizes the main points ma

 

Figure 20 Summarizing the presentation of Vestas and Gamesa

 

This completes the analysis of the macro

Based on this we are now able to develop the transaction rationale for why Vestas potentially 

could acquire Gamesa.  
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The following figure summarizes the main points made in the analysis of part III.

Summarizing the presentation of Vestas and Gamesa

Source: Own contribution 

This completes the analysis of the macro-environment, the industry and the two companies. 

Based on this we are now able to develop the transaction rationale for why Vestas potentially 

oonn  rraattiioonnaallee  ffoorr  VVeessttaass    

aallee  

analysis has focused on the wind industry and on Vestas

us to identifying six areas in which Vestas is either 

difficulties or where we see potential for development. The six areas are divided into

specific and industry-specific, as it is illustrated below. 

objective of part IV is to demonstrate to what degree an acquisition of Gamesa is able to 

ake advantage of these six areas.  
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Figure 21 Strategic rationale overview

 

44..11..11  IInnccrreeaassiinngg  rriivvaallrryy

The rapid increase in American and Chinese WTG installations has meant a changing market 

share development among the WTG manufacturers. Especially the market leader, Vestas, has 

lost market shares since the early 2000’s, where they were responsible for every third 

installed MW. In 2009 Vestas’ market share was down to 14.5% in terms of installed MW

The reason is, as mentioned, partly because of the geographical redeployment in the industry.

  

Figure 22 Installed grid connected WTG capacity

 

The yearly growth rate in 2009 in Asia Pacific was striking 64%, whereas it was only

Europe. China accounted for 79% of the new installed Asia Pacific capacity in 2009 and in 

the same year Vestas’ market share in the country was 4.4%

                                                 
53 MAKE Consulting, WTM OEM Market Shares 2009 
54 MAKE Consulting, WTM OEM Market Shares 2009
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yy  iinn  tthhee  sseeccttoorr  

The rapid increase in American and Chinese WTG installations has meant a changing market 

among the WTG manufacturers. Especially the market leader, Vestas, has 

lost market shares since the early 2000’s, where they were responsible for every third 

installed MW. In 2009 Vestas’ market share was down to 14.5% in terms of installed MW

is, as mentioned, partly because of the geographical redeployment in the industry.

Installed grid connected WTG capacity 

Source: MAKE Market Outlook 2010 

The yearly growth rate in 2009 in Asia Pacific was striking 64%, whereas it was only
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decreasing global market share, but the big question is then whether it is a problem to be a 

relatively smaller actor.  

Despite the drop in market share, Vestas has managed to increase their revenue over the last 

five years i.e. some competitors must have experienced a steeper increase in revenue and new 

entrants have arrived to raise their market shares. But what is even more important is that 

Vestas also has experienced a rising EBIT-margin over the period. The market share loss has 

thus not meant loss of profitability. 

Vestas’ CEO is not frightened of the market share drop that the company has experienced: “It 

would be peculiar if we, in a fast growing industry, could maintain a sovereign first place. We 

have foreseen this…”55.  According to wind energy analyst Daniel Patterson56, the falling 

market share is not a problem as long as the overall market also grows and enables Vestas to 

continue on its path of earnings growth. The WTG manufacturer industry has gotten more 

fragmented in recent years, but as long as the sub supplying sector also is going in that 

direction, the proportion in size will not change. At the moment the largest WTG 

manufacturers are much bigger than their suppliers. The graph shows differences between 

Vestas, Gamesa and the two largest suppliers of blades and gearboxes. 

 

Figure 23 Financial figures 2008 

 
Source: Vestas, Gamesa, LM Glasfiber and Hansen Transmissions annual report 2008 

 

The size proportion of the sub suppliers could however start to change since some of these 

suppliers are starting to merge in order to get larger. LM Glasfiber and Svendborg Brakes, 

both sub suppliers to the WTG manufacturers and owned by the same capital fund, were 

                                                 
55 Interview with Vestas’ CEO Ditlev Engel, Berlingske Business 30.03.2010 
56 Interview with wind energy equity analyst at SEB, Daniel Patterson 

0

1000

2000

3000

4000

5000

6000

7000

Vestas Gamesa LM Glasfiber Hansen 

Transmissions

E
U

R
 m

io
.

Revenue EBIT



Consolidating the global wind energy industry            Master Thesis, May 2010 
Maxwell Veyhe & Michael Nass Nielsen, MSc. in Applied Economics and Finance 

51 | P a g e 
 

merged to one company back in august 200957. The talks in the industry are that similar 

consolidation could be seen in the future and maybe start to turn around the relationship 

between sub suppliers and WTG manufacturers. This view is supported by the Danish sub 

supplier Skykon. They believe that the sub suppliers are getting stronger and will act more 

professional in the future58. If the intense growth in the wind industry continues to create 

larger sub suppliers then it would absolutely be an advantage to grow larger as WTG 

manufacturer as well. This will give more secure bargaining power against sub suppliers. 

The WTG manufacturers stealing market share from Vestas are primarily Asian 

manufacturers and German Siemens. These are companies with access to a large amount of 

capital and financing. Especially Siemens, and also the other industrial giant General Electric, 

is ready to concentrate a lot of energy on the wind energy division in the coming years59. This 

harsh competition cannot be avoided by Vestas and will probably make the battle for 

customers even tougher.   

A takeover of Gamesa by Vestas will create a new strong market leader. According to the 

2009 market shares the unified company will get a market share of just about 20%. This 

creation is more suitable to compete against the strong competitors than as two independent 

entities. As in many other industries size does matter.  

An acquisition would give the new company even stronger bargaining power against 

relatively smaller suppliers. This could for example result in more influence in the location of 

new supplier facilities on prosperous markets such as Asia. In the other end of the value chain 

could an acquisition also mean more negotiation power towards customers. A larger player 

will have more capacity and maybe be able to deliver faster or better quality. 

Better market positions in different countries will furthermore be the consequence of a new 

larger entity. Gamesa has reasonable market positions in a number of Southern European 

countries. An acquisition will create an improved footprint in these countries. Although Asia 

will be the growth engine in the coming years, then is it after all expected that Europe still 

will construct a considerable number of WTGs. 

 

 

 

 

                                                 
57 www.svendborg-brakes.dk 
58 Interview with Stefan K. Madsen, assistant to the CEO at Skykon 
59 ”Siemens vil firedoble dansk vindsucces på få år”, Børsen, 21.09.2009 
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Figure 24 Expected installed grid connected WTG capacity 

 
Source: MAKE Market Outlook 2010 

 

Europe will still play an important role and Vestas will be strengthened in the geographic 

area. They will get a larger customer base. It will additionally make Vestas able to optimize 

production sites in Southern Europe through uniting with Gamesa. 

 

44..11..22  PPrroodduuccttiioonn  ffaacciilliittiieess  

Referring to our analysis conducted regarding Vestas’ and Gamesa’s organizational structure, 

we are able to see that both players have positioned themselves geographically in a similar 

manner. They are present in the major growth markets with local production facilities in the 

US, Europe and Asia Pacific, however with a particular high concentration in Europe, why 

this is focused on here. In order to gain a quick overview of the companies’ similarities, we 

have constructed table 4 showing the overlapping facilities within Europe.  
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Table 1 
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When looking at the grid connected capacity it can be seen that Southern Europe alone has 

taken up on average 56% of the grid connected WTG capacity in the whole of Europe during 

the past two years, as it is shown in figure 25. Hence, apart from taking advantage of the 

factors reasoned for above, Vestas would become a larger part of this WTG capacity. In 

general terms, the European wind power industry is dominated by countries such as Spain, 

Italy, Portugal, Germany and the UK, where the last two are main contributors for the strong 

development in the offshore market. When taking a more long-term perspective, then Europe 

is expected to experience a CAGR of 12% from 2010 to 2015 in terms of installed WTG 

capacity60.  

Focusing more on the Southern Europe part, that Vestas would become more part of, then 

figure 23 illustrates the expected installed grid connected WTG capacity for the five most 

dominating countries in Southern Europe in terms of expected WTG capacity – Spain, France, 

Italy, Portugal and Greece. 

  

 

 

 

 

                                                 
60 MAKE consulting, outlook 2010 

Figure 25 Europe and Southern Europe grid connected WTG capacity 

 
Source: MAKE Market Outlook 2010 
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As it can be clearly seen all countries are expected to show substantial growth with all 

countries together expected to have grown by 80% by 2015. Worthwhile to mention here is 

the development in the two largest countries Spain and France that due to delays in the 

implementation of legal frameworks concerning renewable energy schemes61, which are 

designed in order not to overshoot European energy targets, are expected to dip in the WTG 

capacity during the next year.   

All in all, this shows that Vestas through Gamesa is able to participate in these growth 

forecasts in Southern Europe more strongly and in general to become a larger European 

player in competition to powerful players in Asia and the US.  

 

44..11..33  CChhaannggiinngg  ccuussttoommeerr  ssttrruuccttuurree  

The changes in the customer structure are something Vestas has experienced in the last years. 

Vestas’ customers do not only get larger; they are also fewer. In 2007 Vestas had 272 

different customers, but this number has decreased to 201 customers in 2009 (and 228 in 

2008)62. This tendency is caused by the fact mentioned in our PESTEL-analysis; the 

customers get larger and in particular the utilities play a more important role. The planned 

pipeline of new installed WTGs is heavily dominated by the utilities. 

 

 

                                                 
61 In France the Grenelle 2nd law and in Spain the Decree Law 6/2007 of April 30th, 2009 
62 Vestas Annual Reports 2007-2009 

Figure 26 Expected installed grid connected WTG capacity 

 
Source: MAKE Market Outlook 2010 
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Figure 27 Top 15 utilities, IPP pipeline investment split 

 
Source: Wind Energy – The Facts 2009, page 286 

 

Vestas’ view has always been that they will not rely too much on single customers or markets 

and instead try to have a diversified customer portfolio. It has however been impossible for 

them to prevent the current movement in the wind industry. As the graph above implies, the 

trend will probably be strengthened in the years to come. Vestas is still one of the most 

geographical spread WTG manufacturers, but the utilities are also starting to act more global 

and there through start to compete against local wind developers. 

In contrast to many competitors does Vestas not have any framework agreements with some 

of the large utilities63. Siemens and Gamesa have for example made contracts with DONG 

and Iberdrola respectively. Even though Vestas does not want to commit them to single 

customers, it can be a risky decision not to enter into a contract with some large customers. 

We emphasize two factors to support this statement. First of all do many competitors have 

agreements or close relationships with larger utilities as stated above, which may create a 

more stable order inflow. Secondly, the financial crisis has meant that especially small 

customers have trouble, when it comes to finance their WTG projects. We will not argue for a 

very long financial crisis, but on the other hand will everything probably not ease up 

tomorrow. 

The downside when a WTG manufacturer makes a long-term agreement with a large 

customer is however the possibility of a too low price. It is an understandable request by the 

customer to get a discount if it promises to buy a large volume from a single manufacturer. 

The WTG manufacturers will therefore have to decide whether they want high order certainty 

and slightly lower prices or vice versa. We believe that the current market uncertainty speaks 

                                                 
63 As of March 2010. We will address this in the final conclusion of the thesis. 
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for an approach with higher order certainty than Vestas’ currently relatively low order 

backlog. 

A solution for Vestas would be to acquire Gamesa. In terms of customer relationships does 

Gamesa have close bonds with largest global utility, Iberdrola. Iberdrola currently holds a 

14.5% stake of the listed Gamesa shares64. The close relationship between the two Spanish 

companies has furthermore resulted in a number of strategic agreements. A look at Gamesa’s 

WTG deliveries shows that the WTG manufacturer has benefited a lot from the close 

connections. Gamesa’s 2009 installations in the US speak for itself. The Spanish WTG 

manufacturer delivered and installed 600 MW over there in 2009. 88% of these MW were 

ordered by the Iberdrola subsidiary, Iberdrola Renewables65. 

The chart below clearly illustrates the strong position Iberdrola has within renewable energy. 

The subsidiary, Iberdrola Renewables, is market leader within wind energy both when it 

comes to installed capacity and pipeline.  

 

Figure 28 Renewable energy capacity 

 
Source: Iberdrola Renewables 

Note: Acciona installed capacity and EDP pipeline were end Q3 2009, Acciona pipeline was not applicable and 

EDF was end Q2 2009 

 

It is worth mentioning that Iberdrola’s installed capacity includes 4% other renewable 

sources, but it does not change the picture that Iberdrola Renewables is by far the largest wind 

                                                 
64 www.gamesacorp.com 
65 AWEA Year End 2009 Market Report 
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energy developer in the World. The close relationship between Iberdrola and Gamesa could 

benefit Vestas if the proposed acquisition is made reality. 

A possible consequence of a marriage of Vestas and Gamesa could be that Iberdrola would 

leave the framework agreement with Gamesa and find new suppliers. The customers do not 

have any switching cost by choosing a new supplier. The history does however not support an 

Iberdrola runaway from Gamesa. According to Daniel Patterson customers rarely change 

suppliers. Although large customers often have more than one WTG supplier, there is a 

tendency for even the large customers to stick with current suppliers even in the wake of 

faulty WTGs. Hence customers display a somewhat surprising degree of loyalty towards 

individual suppliers. Rarely do customers switch to a supplier of lower quality WTGs. 

In order to follow up on the latter statement the table beneath indicates the quality of the 

different WTG manufacturers. These rankings are based on experience and customer 

interviews from analysts at SEB Enskilda. 

 

Table 2 WTG manufacturer quality rankings 

 

Tier 1 Vestas, GE, Siemens and Enercon 

Tier 2  Gamesa, Repower and Suzlon 

Tier 3 Sinovel, Goldwind, Dongfang, Nordex and Clipper 

 

Source: SEB Enskilda 

 

The ranking shows that Vestas is known as one of the top quality manufacturers, whereas 

Gamesa is situated at a spot just below the best. Iberdrola would from this ranking not 

compromise quality if they were to order Vestas WTGs in the years to come. Furthermore, 

would a takeover of Gamesa not mean a disposal of Gamesa’s current product portfolio and 

Iberdrola would in that way still be able to get the usual Gamesa WTGs delivered.  

The final remark regarding the changing customer base will be that Vestas has an opportunity 

to build a relationship with a very large customer by acquiring Gamesa. Iberdrola Renewables 

will also in the future be the absolute leader, when it comes to installations of WTGs. A close 

relationship to this company would help Vestas getting a more stable order flow - also during 

economic unstableness.  
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44..11..44  WWeeaakk  rreevveennuuee  oouuttllooookk  

The prior part described Vestas’ lack of large customers. A consequence of this reality is that 

Vestas has relatively low order and revenue visibility in comparison to some of their direct 

competitors. Neither the financial crisis has made it easier for Vestas to secure a stable and 

visible order book. The essence of it all is clearly illustrated below. 

 

Figure 29 Vestas order backlog (end of quarter) 

 
Source: Vestas quarterly reports 2007 - 2009 

 

Since the middle of 2008 has Vestas’ order backlog just been falling. The drop has actually 

been glaring 73% since the peak in terms of MWs. This is of course a tendency Vestas needs 

to turn around in order to avoid the problems in connection with an empty order backlog.  The 

current backlog corresponds to roughly four months of installed WTGs for Vestas, who 

installed 4,764 MW in 200966.  In comparison to some of the listed competitors is this order 

backlog relatively small. Indian Suzlon has orders in their backlog for slightly more than six 

months (1,500 MW versus 2,790 MW installed in 2009), while German Repower has orders 

that can last for around one year and four months (EUR 1,680mn versus revenue EUR 

1,209mn in 2009)67. 

The way out of the issue with a low order backlog is straight forward for Vestas. It is 

absolutely crucial for the WTG manufacturer to receive new orders. We have earlier in this 

thesis highlighted the financial crisis’ effect on Vestas’ order intake. The company’s 

                                                 
66 Vestas Annual Report 2009 
67 Suzlon and Repower Annual Report 2009 
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management is also fully aware of the importance of strong order intake, and at the recent 

annual report 2009 presentation the guidance for the 2010 order intake was very aggressive. 

 

Figure 30 Vestas’ order intake realized and expected 

 
Source: Vestas annual reports 2007 - 2009 

 

Vestas expects to almost triple its order intake in 2010 and reach the highest number of MW 

in the company’s history. In the current environment does this announcement seem fairly 

optimistic, but Vestas is confident about they can reach it. Vestas’ CEO has stated that the 

guidance is based on concrete knowledge from discussions with clients68. Vestas does 

however seem to stand alone with the expectation of the rapid growth in order intake. Many 

equity analysts following the Vestas stock are also focused on the importance of 

announcement of new orders to increase the low order backlog, but these analysts do also 

disagree with Vestas’ outlook for 2010 order intake. A small test sample indicates the 

sentiment among external analysts. The management is too optimistic when it comes to new 

orders.  

 

 

 

 

 

 

 

                                                 
68 Vestas conference call at Annual Report 2009 presentation 
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Figure 31 Expectation to Vestas 2010 order intake in February 2010 

 
Source: Vestas annual report 2009 and various analyst reports 

                                          Note: Expectations ultimo February 2010 after FY09 announcement 

 

In a comparison with the average of the order intake guidance, 8,500 MW, do the three banks 

fall short between 22-34%, i.e. far below company expectations. The analysis above shows 

that Vestas is in need of orders. It is of course always important, but the drop in the order 

backlog puts even more emphasis on this issue.  A solution to reach a more long-term order 

backlog could be to acquire Gamesa. 

Gamesa has, mainly through its close cooperation with Iberdrola, a very large order backlog 

in comparison with Vestas and many other industry players. The Spanish company is 

unfortunately not very keen on announcing their order backlog, but at the end of 2008 was the 

order backlog 11,700 MW69. Vestas’ order backlog was 4,806 back then. According to 

Deutsche Bank’s equity research does Gamesa have an order book ultimo 2009 equivalent to 

three years. In 2009 Gamesa sold 3,145 MW and the order backlog can then estimated to be 

around 9,500 MW.  

A combined order backlog from Vestas and Gamesa would theoretically be around 11,200 

MW ultimo 2009. This would be equivalent to a 1.5-year order book for the merged 

company. That is certainly quite an increase compared to Vestas’ current four months order 

backlog. An acquisition of Gamesa would give Vestas much more visibility for the future and 

maybe remove pressure of the employees’ shoulders to deliver new orders constantly. 

The other side of the coin is, as highlighted earlier, the considerations regarding lower prices, 

but more certainty, versus higher prices, but less security about the future. Vestas has chosen 

the latter for now, but we think this is risky. Especially in the shadow of the financial crisis 

                                                 
69 Gamesa Annual Report 2008 
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that can last for several more months. Then it could be better to have a more secure income 

stream. 

Having covered the Vestas-specific areas, we now turn our attention to the industry

areas.  

 

44..11..55  SSuuppppllyy  CChhaaiinn  MMaa
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Figure 32 Supply Chain in wind indus
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to 40-50% and 60% of components, respectively, in the WTG manufacturing process. Hence, 

by having taken over control of principal parts of a WTG, where both Vestas and Gamesa are 

known for strong focus on in-house blades manufacturing, control of delivery is hereby 

increased and the dependency on suppliers is decreased.  

However, Vestas and Gamesa stand in front of a potential start of a new era in the structure of 

the wind industry supply chain. Throughout the years an increasing professionalization along 

the entire wind industry supply chain has been observed and this trend is expected to continue 

in the long-term70. More specifically, the ownership of critical components, such as gearboxes 

and blades, is expected to become more concentrated among suppliers resulting in few large 

players bundled together in an oligopoly71. This would enable suppliers to position 

themselves more strongly towards WTG manufacturers in terms of size and pricing power, 

but also a new and more diverse supply chain structure in terms of one supplier offering for 

instance both gearboxes and blades would hereby be established. To the potential of increased 

concentration comes the fact that the low demand in the industry as a consequence of the 

financial crisis has enabled suppliers to build up capacity and once the industry settles into a 

new period of more steady growth again, suppliers may consider a new and more diverse 

supply chain, as argued for above. Facing this likelihood of a more consolidated supplier 

sector, it is therefore important to keep a strong bargaining power, which again underlines the 

rationale for an acquisition of Gamesa. Not only does this provide larger scale and thus 

bargaining power, but also the fact that both companies are characterized by strong in-house 

production gives additional leverage towards the suppliers.  

Apart from this, the scenario of the on-going supplier concentration can be considered 

doubtful, when considering the difficulty of one supplier developing two very different key 

capabilities, such as gearboxes and blades. These are based on different technologies and 

manufacturing processes, why it is questioned what it is that motivates a more concentrated 

supplier base, as synergies within R&D and manufacturing processes are seen as relatively 

limited72.  

All in all, this discussion of potential new evolving trends along the supply chain does not 

lead to a specific strategic rationale for Vestas as such, but it does give good grounds to take 

into consideration on an industry level. 

                                                 
70 Interview with Stefan K. Madsen, assistant to the CEO at Skykon 
71 www.social.windenergyupdate.com 
72 Interview with wind energy equity analyst at SEB, Daniel Patterson 
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44..11..66  TTeecchhnnoollooggiiccaall  ccoommppeettiittiioonn  

It is not our impression that Vestas lacks its competitors when it comes to technological 

knowledge. Vestas is one of the oldest WTG manufacturers and has an incredible track record 

with more than 40,000 WTGs installed worldwide. At an earlier point in our thesis, we have 

pointed out that Vestas is a Tier 1 manufacturer. This means that their WTGs are ranked best 

in terms of quality. The increased competition in the industry can however not be ignored by 

Vestas or any other for that matter. The rivalry will also mean more technological competition 

with capital strong competitors willing to invest a lot in gaining shares in the lucrative wind 

market. 

Vestas’ long presence on the WTG manufacturer market has resulted in one of the broadest 

product portfolios in the industry. The expected growth in offshore WTG erections has put 

pressure on every WTG manufacturer to develop larger WTGs suitable for conditions on sea. 

Below is an overview of the current product portfolio among the largest manufacturers and 

what they have under development in their pipeline. 

 

Figure 33 WTG manufacturers product portfolio (divided in capacity) 

 
Source: Various homepages from the respective WTG manufacturers 

 

The table shows that Vestas has a WTG in almost every size category (except 1-1.49 MW) 

and they are currently developing a 6 MW offshore WTG that is expected to be available 
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from 2014. The offshore industry is an area, where almost all the WTG manufacturers have 

expressed interest. Many of the large WTGs under development are focusing specifically on 

the offshore segment. It is a race against time regarding who is going to be the first and the 

best. Gamesa does not stand particular out in terms of their product portfolio, which is 

actually smaller compared to Vestas. Gamesa is also developing a new offshore WTG with 

4.5 MW capacity. 

At earlier stages in this thesis we have underlined the importance of bringing down cost of 

energy in order to compete internally in the sector and also against other energy sources. It 

will of course take a lot of research and development to find the most efficient solutions in 

every part of the value chain. An investment now can be very beneficial in the future. As it 

can be seen beneath Vestas is one of the leaders when it is about spending capital on R&D. 

 

Figure 34 R&D costs divided by sales 

 
Source: Various annual reports from the respective WTG manufacturers 

 

In the years where the numbers were applicable has Vestas been either number one or two 

among these five listed WTG manufacturers. In absolute terms has Vestas by far been the 

largest spender of research and development costs. Vestas’ commitment and focus on R&D 

was latest proven when they announced their 2009 results. At that time did the Danish 

company declare their intentions to appoint 500 further employees in their division Vestas 

Technology R&D during 2010. This is an increase of 33% compared to ultimo 2009. 

In the two previous graphs it seems to be the case that Vestas actually is further ahead of 

Gamesa in terms of technological development. Vestas has a broader product portfolio and 

spends more on R&D than Gamesa. At a more specific level, Gamesa’s product portfolio is 

probably not the perfect match for Vestas. Both companies only produce WTGs with 
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gearboxes, but rumors in the market indicate that Vestas’ new 6 MW WTG should be 

gearless.  

The obvious fit between Vestas and Gamesa does not appear to be present when it comes to 

technological benefits. Gamesa does not have a specific technology that Vestas is looking for. 

But a takeover of Gamesa could still also benefit Vestas in the technological sense. A 

combination of the companies will create a larger company and there through be able to have 

a larger R&D division. Vestas can make use of the technological knowledge from Gamesa 

and synergies can be realized through a takeover. More heads do without doubt have better 

chances of discovering a technological breakthrough.  

 

44..22  FFiinnaanncciiaall  rraattiioonnaallee  

This chapter and its sub-sections are directed to analyzing the financial rationale for Vestas to 

acquire Gamesa. In connection to the strategic rationale, the following can be seen as our 

attempt to narrow down the analysis conducted so far in numerical terms. With this in mind 

the overall objective is to arrive at a specific value for Gamesa’s operations in terms of 

present value by using various techniques, which were introduced in part I.  This also includes 

specifying the value creation, i.e. synergies, for Vestas in a take-over and moreover, creating 

sensitivity analyses of both Gamesa’s value and of the value created for Vestas’s 

shareholders.  

 

In order to accomplish the objective of this chapter we need to identify the most critical value 

drivers for Gamesa, which will build the basis for generating and projecting streams of FCF 

into the future. Referring to the work “Valuation - Measuring and managing the value of 

companies” by McKinsey & Company, Koller, Goedhart and Wessels the fundamental 

drivers of the value of a company are identified to be the return on invested capital (ROIC), 

the growth rate (g) and the weighted average cost of capital (WACC).  In particular, value is 

driven by firstly the company’s ability to earn a ROIC that is greater than the WACC and 

secondly by its ability to grow. This is due to the fact that high returns and growth lead to 

high cash flows, which again imply higher value. Hence, based on these three key value 

drivers we are able to compute forward-looking streams in terms of FCF and economic profit 

and finally derive Gamesa’s value of operations.  
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However, in order to compute these value drivers and to forecast Gamesa’s future, the first 

step in our valuation process is to obtain insight into the past performance. On a valuation 

basis annual accounts as such are not suitable, why these will have to be rearranged in order 

to reflect economic performance. By doing so the components of ROIC can be calculated and 

interpreted.  

The second step in our valuation process is to develop a set of financial forecasts that reflect 

our expectations to Gamesa’s expected performance. It is a crucial part of the valuation 

process, as the underlying assumptions behind the key value drivers have large impact on the 

outcome in the discounted cash flow analysis.  

Finally, the third and last step in the valuation process involves creating the basis for the 

DCF, which is projecting the FCF and economic profit streams into the future and discounting 

these by using the appropriate WACC.  

Altogether, these three steps will be content of the following sub-sections, where the 

following starts out with step one – the historical performance analysis of Gamesa. 

 

44..22..11  AAnnaallyyssiiss  ooff  hhiissttoorriiccaall  ppeerrffoorrmmaannccee  

As mentioned earlier on, the annual accounts are influenced considerably by accounting 

standards that distort the picture of real economic performance. Therefore we have rearranged 

the income statement and balance sheet73 in order to get to an analysis of economic 

performance expressed by ROIC, which is the return that the company earns on each unit 

invested in the business, or in other words: 

)�$� = ������
$������% �&!��&' 

 

44..22..11..11  RReeaarrrraannggeemmeenntt  ooff  iinnccoommee  ssttaatteemmeenntt  

NOPLAT is the company’s net operating profit less adjusted taxes and includes profits 

available to both debt and equity holders. We have calculated NOPLAT by firstly not 

subtracting interest from operating profit or EBIT, secondly by making sure to exclude any 

form of non-operating income or gains and thirdly by only subtracting the operating cash 

taxes related to Gamesa’s business. By doing so we ensure to obtain profits on a purely 

operational basis. We distinguish here between operating cash taxes and reported taxes, since 

the latter is calculated after deducting interest and non-operating income and therefore it is 

                                                 
73 See appendix 9 & 10 for a detailed overview of the rearrangements. 
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related to non-operating items. We have calculated the operating cash taxes by taking the 

reported taxes and then adding back the tax shield obtained due to interest expenses, 

subtracting taxes paid related to income from non-operating income, and finally by 

subtracting the increase in deferred tax liabilities. The last part is done, since reported taxes 

would overstate actual cash taxes with growing deferred tax liabilities, as it is the case for 

Gamesa. The just described method for obtaining NOPLAT can be seen in table 3 below.  

 

Table 3 Deriving NOPLAT 

 
Source: Gamesa Annual Reports and own calculations 

 

44..22..11..22  RReeaarrrraannggeemmeenntt  bbaallaannccee  sshheeeett  

In order to be persistent in our ROIC calculation we have rearranged the basic balance sheet 

equation74 in order to obtain Gamesa’s invested capital used for its core operations. As it was 

the case for NOPLAT it is here the aim to differentiate between operating and non-operating 

items. Invested capital is defined as the capital necessary to run a company’s core operations 

and it is represented by the difference between operating assets (OA) and operating liabilities 

(OL). Including non-operating assets (NOA) we are also able to compute the total invested 

capital.  

(�� − ��) + ��� = � �&' #1�%� �������% = (* + *�) + (� + ��) 

Of course, invested capital can be separated further into the various components that make up 

operating assets and liabilities, such as working capital and fixed assets. Table 4 gives an 

overall overview of how we derived invested capital. 

 

 

 

 

 

 

                                                 
74 Operating assets (OA) = Operating liabilities (OL) + Debt and its equivalents (D + DE) + equity and its 
equivalents (E + EE) 
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Table 4 Deriving invested capital 

 
Source: Gamesa Annual Reports and own calculations 

 

When undertaking the rearrangement it is important to note that we have split up Gamesa’s 

cash balance into working cash and excess cash. By definition excess cash is not needed for 

operating the core business, why it should be excluded when calculating invested capital 

while working cash is included. Surely, we are not able to obtain information about the 

amount of Gamesa’s cash that is put aside for operations via annual accounts, however Koller, 

Goedthart and Wessels’ research showed that non-financial companies with the smallest cash 

balances within the S&P 500 held cash just below two percent of sales, which is taken as a 

proxy for the amount of working cash. However, this might vary across industries. We have 

shown that WTG manufacturers operate in a very fast paced industry, yet sensitive towards 

where higher cash flow volatility can be expected. Therefore we have set the working cash 

amount to be fixed at five percent of sales, where any cash above the five percent mark is 

considered excess cash.   

After having rearranged both the income statement and balance sheet it is possible to compute 

and analyze the historical development of the first key value driver for Gamesa – ROIC.  

 

44..22..22  PPrrooffiittaabbiilliittyy  aannaallyyssiiss  

Having defined the numerator and denominator consistently we have calculated ROIC with 

and without goodwill (and other intangibles) for the period of 2006-2009. We make this 

distinction, since goodwill can distort the picture and thus result in a misleading 

interpretation. This can be seen when taking a look at figure 37.  
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Figure 35 ROIC incl. and excl. goodwill 

 
Source: Own calculations 

Note: ROIC is calculated based on primo invested capital 

 

The effect of goodwill on ROIC can be seen when comparing the average performance during 

the four years. ROIC excluding goodwill is at 26%, which is ten percentage-points higher 

when compared to the average including goodwill. Moreover, the difference is most apparent 

in 2009, where a relative strong increase in other intangibles, such as development 

expenditures, from 2008 to 2009 has resulted in a more than twenty percentage-points 

discrepancy between ROIC with and without goodwill. In general, companies that rely 

heavily on acquisitions with premium payments the inclusion of goodwill can reduce the 

ROIC figure considerably. In the case of Gamesa, goodwill is not a significant part of 

invested capital, however we still correct for goodwill in order to avoid misleading results and 

continue to perform analysis on ROIC without goodwill throughout this part of the thesis.  

 

The trend for the development in ROIC has been upwards during the past four years with an 

average growth rate of 50%. This growth is highly influenced by the past two years where 

ROIC has been growing by between 80-90% resulting in a 2009 ROIC figure of 47%, which 

is considerably higher, if compared to a ROIC of 14% back in 2007. It is interesting to see 

that profitability has been fluctuating considerably throughout the years and in order to gain 

an understanding of what factors that have driven Gamesa’s performance, we decompose 

ROIC using the following equation75: 

                                                 
75 Valuation – Measuring and managing the value of companies, McKinsey & Company, Fourth edition 
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)�$� = (1 − �&�� �&2 "&��
This equation shows that ROIC is driven by three factors 

efficiency and the tax rate. These can be decomposed further into several drivers, which have 

been organized in a tree diagram. 

 

Figure 36 ROIC decomposed

 

Each box in this diagram is a function of the subsequent boxes to the right meaning that by 

working through the tree from the right to the left, we are able to analyze the development of 

ROIC via its components. Referring back to 

characterized by profitability deviating strongly from the average and therefore it is 

interesting to have a deeper look into what occurred in those years. 

It is clear to see that the reason for the low ROIC in 2007 is found in the low 

where even the large negative cash tax rate was not able to push ROIC to higher levels. The 

reason for the negative cash tax rate is found in Gamesa having received tax credits in the 

amount of EUR 33mn due to expenditures and investments mad

and job creation76, which resulted in reported taxes affecting profits positively by EUR 25mn. 

In effect this was translated into a negative cash tax rate of 14%. Analyzing operations further 

back in the tree diagram it becomes 
                                                 
76 Gamesa Annual Report 2008, note 27
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This equation shows that ROIC is driven by three factors – the operating margin, capital 

efficiency and the tax rate. These can be decomposed further into several drivers, which have 

diagram.  

ROIC decomposed 

Source: Own calculations 

Each box in this diagram is a function of the subsequent boxes to the right meaning that by 

working through the tree from the right to the left, we are able to analyze the development of 

ROIC via its components. Referring back to figure 35 2007 and 2009 ha

characterized by profitability deviating strongly from the average and therefore it is 

interesting to have a deeper look into what occurred in those years.  

It is clear to see that the reason for the low ROIC in 2007 is found in the low 

where even the large negative cash tax rate was not able to push ROIC to higher levels. The 

reason for the negative cash tax rate is found in Gamesa having received tax credits in the 

amount of EUR 33mn due to expenditures and investments made in R&D, non

, which resulted in reported taxes affecting profits positively by EUR 25mn. 

In effect this was translated into a negative cash tax rate of 14%. Analyzing operations further 

back in the tree diagram it becomes apparent that the reason is two-fold. Firstly, the low gross 
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the operating margin, capital 

efficiency and the tax rate. These can be decomposed further into several drivers, which have 

 

Each box in this diagram is a function of the subsequent boxes to the right meaning that by 

working through the tree from the right to the left, we are able to analyze the development of 

2007 and 2009 have been years 

characterized by profitability deviating strongly from the average and therefore it is 

It is clear to see that the reason for the low ROIC in 2007 is found in the low pre-tax ROIC, 

where even the large negative cash tax rate was not able to push ROIC to higher levels. The 

reason for the negative cash tax rate is found in Gamesa having received tax credits in the 

e in R&D, non-current assets 

, which resulted in reported taxes affecting profits positively by EUR 25mn. 

In effect this was translated into a negative cash tax rate of 14%. Analyzing operations further 

fold. Firstly, the low gross 
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margin has translated into a low operating margin of 5% and secondly, capital efficiency was 

kept low due to a high operating working capital. The product of these two drivers then give a 

pre-tax ROIC of only 12%.  

In the beginning of 2009 Gamesa was characterized by a considerably lower operating 

working capital due to a large drop in trade receivables. In relation to total revenues operating 

working capital therefore only represented 4%, which implied a strong capital efficiency ratio. 

Hence, this combined with a healthy operating margin of 7% resulted in a very high 

profitability measure.  

Overall, even though ROIC has been fluctuating over the years, it has been increasing. The 

question however is whether Gamesa has been able to create value for investors? For this it is 

important to hold the development of ROIC together with the rate of return that investors 

expect to earn from investing in Gamesa (WACC) and with the growth rate in NOPLAT. In 

the case that ROIC is greater than WACC with growth in NOPLAT, value would have been 

created, since investors could not have invested their capital somewhere else earning a better 

return. In the case of Gamesa growing and creating returns equal to WACC no value would 

have been destroyed nor created, because investors would not be willing to pay a premium for 

extra growth, if the same return could have been earned elsewhere.  

 

44..22..33  FFoorreeccaassttiinngg  

Having the analysis of the historical performance in place, we are able to undertake financial 

forecasts that reflect our expectations to Gamesa’s performance for the coming six years. 

 

44..22..33..11  IInnccoommee  ssttaatteemmeenntt  

Revenue 

Gamesa’s tremendous revenue growth during the 2000’s was stopped effectively in 2009 with 

a revenue drop of nearly 30%. The setback for Gamesa was a mixture of the financial crisis 

and problems on the important domestic market. Furthermore, the divestiture of the solar 

division was also influencing the drop a bit in the negative direction. The negative 

development in Spain was caused by restrictions to access to government support77. 

Our forecast for Gamesa’s revenue growth is also influenced by the problems in their home 

market. Gamesa itself expects only to sell only 500 MW in Spain during 2010. This is not 

much compared to 1,400 MW in 2008 and 857 MW in 2009. We expect that Gamesa’s 
                                                 
77 “Gamesa slows domestic output to focus on Asia”, Recharge News, 05.03.2010 
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revenue will drop slightly in 2010 as the domestic fall almost will be balanced by the 

expected growth in the Asian countries. Gamesa’s largest markets are, as mentioned earlier, 

Spain, China and the US. The development in these countries will obviously affect Gamesa 

the most. 

In 2011 and 2012 we do expect the revenue growth rates to return for Gamesa with revenue 

growth of 20% and 15%, respectively. The growth is expected to return in Spain, and the 

Asian countries, especially China, will just continue their march ahead. Another important 

market is the American and in the US there is an expectation of strong years going forward to 

2012. The reason is the expiration of the PTC scheme at the end of 2012. Since the current 

scheme not has been extended yet, it is expected that many WTGs will be erected in the 

period to 2012.  

The last three years in our budget period, from 2013 to 2015, we expect an annual revenue 

growth rate of 5%. The growth on Gamesa’s European markets is expected to continue at a 

solid pace as long as the European Union keeps its strong focus on renewable energy. In 

China is a high level of yearly installations still expected, but the very steep growth rates are 

expected to flatten out. Lastly, the prediction for the American market is not easy, since it is 

difficult to predict the future of the PTC scheme. It is however likely that a drop in 

installations will occur after the 2012-expiratation of PTC. 

 

Table 5 Revenue growth predictions 

 
Source: Gamesa annual reports and own calculations 

 

Overall are we optimistic about the future growth for Gamesa and are confident that the 

current growth slowdown will fade out in 2010. Our projections are based on our own 

calculations combined with forecasts from the leading wind energy consultancy MAKE 

Consulting. The estimations are of course subject to uncertainty. Especially it is essential that 

the governments keep on supporting the wind industry - both through ambitious renewable 

energy targets and subsidies. A collapse of this support could clearly be an obstacle for these 

growth rates we suggest.  

 

EBITA margin 

EBITA is an important part of NOPLAT, which is central in the calculation of the FCF and 

the final equity value. Hence, EBITA will be our next highlighted value driver. To begin with 

2006 2007 2008 2009 Average 2010e 2011e 2012e 2013e 2014e 2015e

Revenue growth 49,8% 27,8% 37,2% -29,2% 21,4% -2% 20% 15% 5% 5% 5%
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we will have a look at the historical EBITA margin. In 2005 Gamesa could present an 

impressive EBITA margin of 15.1%, but the two following years resulted in a prompt plunge 

in the margin to 5.3%. The primary reason for the negative development was costs associated 

with Gamesa’s international expansion and delivery problems for some key components78. 

Since 2007 has Gamesa nevertheless managed to get on the right track again and recorded an 

EBITA margin of 7.2% in 2009. As mentioned earlier on in part III, this margin increase was 

the result of the introduced cost improvement measures in 2009.  

In the years to come is it our impression that Gamesa can continue to improve its profitability. 

2010 will be an exception though, where we estimate an EBITA margin of 7%. Although 

Gamesa is currently carrying through cost reductions, the drop in sales will still cause a minor 

decrease in the margin, which is also due to the operational gearing. Gamesa is also awaiting 

a small fall in the margin for 2010, but expects it to pick up again in 2011. 

From 2011 and to the end of our budget period we have forecasted a yearly growth in the 

EBITA margin. Our 2015 estimate ends at 11.6%. The expected growth in EBITA margin is 

partly due to the expected high revenue growth, which will be reflected directly in earnings. 

The large amount of money invested in fixed assets will mean that revenue growth will end 

up in higher margins. Furthermore, Gamesa has a specific focus on the cost side. For instance, 

Gamesa is adjusting capacity in Spain to reflect the market situation in that area during 2010. 

This means a closedown of a blade production plant and a temporary layoff of 362 production 

workers79.  

 

Table 6 Expected development in EBITA margin 

Source: Gamesa annual reports and own calculations 

 

It is our impression that Gamesa will manage to improve earnings margins in the years to 

come. This is because of sales growth and cost reductions. Gamesa does however still has a 

long way to go before reaching margin levels of the 2000’s.  

 

                                                 
78 Gamesa Annual Reports 2005 and 2006 
79 “Gamesa slows domestic output to focus on Asia”, Recharge News, 05.03.2010 

2005 2006 2007 2008 2009 Average 2010e 2011e 2012e 2013e 2014e 2015e

EBITA margin 15,1% 11,8% 5,3% 6,4% 7,2% 7,7% 7,0% 8,8% 10,0% 11,2% 11,4% 11,6%
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44..22..44  BBaallaannccee  sshheeeett  

44..22..44..11  WWoorrkkiinngg  ccaappiittaall  

The operating working capital at Gamesa does primarily consist of inventories, receivables 

and working cash on the asset side and payables on the liability side. Both Vestas and Gamesa 

have much focus on working capital. They are not interested in having too many invested 

funds tied up in inventories and receivables from customers. The capital could in theory earn 

a better return on other investments.  

2009 was also a weak year in terms of development in working capital for Gamesa. A rapid 

increase in trade receivables and a drop in trade payables had a negative effect on the year’s 

cash flow. Since 2005 Gamesa’s working capital has in contrary had a positive effect on the 

cash flow. This was especially due to a constant increase in trade payables. The positive 

development meant that operating working capital in 2008 only was 3% of revenue. This ratio 

increased to 30% in 2009. The increase was not unexpected for Gamesa as they had taken the 

revenue drop into account.  

We are confident that Gamesa will manage to get the working capital more under control in 

the coming years again. Gamesa is focusing heavily on decreasing inventory days. This is 

done through a strategy of better alignment between production and deliveries. Furthermore 

does Gamesa concentrate on lead-time management, which generally means to shorten the 

time between an order placement by a customer to the actual delivery. This should decrease 

both inventories and trade receivables. 

Our estimates are based on a relatively successful implementation of Gamesa’s initiatives 

regarding working capital control. Our estimates suggest that Gamesa will be able to half 

working capital as a percentage of revenue from 30% in 2009 to around 15% in 2015. This 

includes a combination of a shorter period of inventory days and a relatively lower share of 

trade receivables. In absolute terms we do however predict a relatively stable level of working 

capital. This is due to the fact that we on the one hand foresee a considerably growth in 

Gamesa’s revenue, but on the other hand that this growth will be offset by the relative 

improvements in working capital. 
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Table 7 Operating working capital predictions 

 
Source: Gamesa annual reports and own calculations 

 

The development scheduled above shows that working capital will not contribute much to the 

free cash flow. In spite of a period of growth, it is positive that the working capital is kept 

steady.  

 

44..22..44..22  PPrrooppeerrttyy,,  PPllaanntt  aanndd  EEqquuiippmmeenntt  ((PPPP&&EE))  

Many investments in new facilities or equipment can be a deciding factor for the direction of 

the FCF. Our estimates can thus certainly be of great importance in finding the final equity 

value of Gamesa. It is certainly difficult to predict the correct development within this area, 

but the historical levels and indications from Gamesa’s management can point us in the right 

direction. 

Capacity adjustments are almost impossible to carry through overnight. It takes time for 

instance to close down a factory or building a new one. Gamesa has experienced this reality 

since the asset item, PP&E, rose from 8% to 14.3% of revenue from 2008 to 2009. The 2008 

level of 8% was after all also the lowest point in many years. Since 2005 has the ratio actually 

been constantly falling towards the 8%. Gamesa has been focusing on adjusting their capacity 

in the last years. The plan has been to move capacity to long-term growth regions, which has 

meant that Gamesa has built production facilities in the US, China and India. 

Our expectation to a slight drop in the 2010 revenue means that we are also awaiting a minor 

drop in PP&E. We acknowledge the fact that Gamesa is closing down facilities in Spain, but 

on the other hand also is finishing a factory in India. In the years after the tough 2010 we still 

believe in a relatively stable development in PP&E. The newly constructed plants in the US 

and Asia still have enough capacity for the expected growth in the next couple of years, ie. 

Gamesa is not in a hurry of building new production facilities. In the last years of our budget 

period we though have the belief that Gamesa again will expand capacity where it is needed.  
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Table 8 Predicted development in property, plant and equipment 

 
Source: Gamesa annual reports and own calculations  

 

The expectations stated above do not have a large influence on the final calculation of the 

FCF, as the absolute change in PP&E is fairly limited.  

 

44..22..55  LLoonngg--tteerrmm  RROOIICC  aanndd  NNOOPPLLAATT  ggrroowwtthh    

The terminal value is often crucial for estimating the enterprise value of a firm. Therefore are 

our projections for the long-term growth rates very sensible and important for the final 

conclusion of this valuation part. In order to be able to calculate the continuing value of 

Gamesa, we need to estimate NOPLAT growth beyond the budget period, ROIC beyond the 

budget period and WACC. The WACC will be estimated later, so for now will we concentrate 

on the two other estimations. 

NOPLAT is very dependent on two income statement items; revenue and EBITA margin. In 

our budget period we have used a constant tax rate, 30%, which is Spain’s current corporate 

tax rate. For this reason does the tax issue not influence the NOPLAT development much. 

Gamesa’s ability to grow and increase margins is on the other hand important measures for 

future NOPLAT. As we have stated in our revenue analysis we do expect a slowdown in the 

growth rate at the end of our budget period. After the budget period it is our impression that 

the growth in the sector could slow even more down. Erections of WTGs will also reach a 

natural balance someday, since the World cannot let all electricity supply depend on wind. 

NOPLAT is furthermore dependent on the EBITA margin. After the budget period we do not 

expect Gamesa to raise their margins to even higher levels. The bottom line is an expectation 

of a long-term NOPLAT growth rate of 2%. In our last two budget years the growth rate is 

5%, but history shows that many industries’ growth levels someday will slow down. The 

WTG industry will not be an exception. Currently the industry is booming, but the future 

growth will be more likely to follow the pace of electricity demand. 

The other estimation part of the continuing value regards the endless ROIC. At the moment 

and in our budget interval Gamesa is able to demonstrate substantial ROIC levels. These are 

levels that are way above the WACC presented in the next section of the thesis. In the long 

run it requires extraordinary abilities to keep on outperforming the WACC level. It requires 

sustainable competitive advantages to keep earning an abnormal return. 

2006 2007 2008 2009 Average 2010e 2011e 2012e 2013e 2014e 2015e

P,P&E/Revenue 12,7% 9,2% 8,0% 14,3% 11,0% 14% 12% 11% 10% 10% 10%
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Our analysis of Gamesa does not give us the impression that the company has many 

competitive advantages. In terms of technology and brand Gamesa is not ahead of the others. 

Some industry analysts might even claim that Gamesa lags a bit behind some competitors 

within these specific areas. Gamesa does nevertheless have very close ties to the world largest 

renewable energy utility, Iberdrola, and does hold considerable market shares in particularly 

Southern Europe. On behalf of these reflections we have decided on a long-term ROIC of 

10%, which is slightly above the WACC (9.1%). We will elaborate on this further in the 

coming section. 

 

Figure 9 Expected NOPLAT and ROIC 

 
Source: Gamesa annual reports and own calculations  

 

In the previous we have outlined some of the most important parts in the valuation process. 

All our assumptions and analysis have made it possible to reach projections for the future 

FCF, which is the basis for the calculation the final enterprise value.  

 

Table 10 Projection of free cash flow 

 

Source: Gamesa annual reports and own calculations  

 

We have performed analysis of the historical performance and forecasted the future 

development for Gamesa. Hence, we are able to derive the FCF as seen above and 

furthermore the economic profit. However, in order to discount these streams, we need to 

arrive at the appropriate WACC.  

 

2006 2007 2008 2009 Average 2010e 2011e 2012e 2013e 2014e 2015e Terminal

NOPLAT growth 2,9% -27,7% 39,9% -15,4% -0,1% -30,7% 49,0% 29,2% 16,8% 4,9% 4,9% 2%

ROIC (Excl. goodwill) 17,9% 13,6% 25,9% 47,4% 26,2% 11,6% 18,3% 24,2% 27,7% 29,4% 31,1% 10%
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44..22..66  WWeeiigghhtteedd  AAvveerraaggee  CCoosstt  ooff  CCaappiittaall  ((WWAACCCC))  

The following section will consist of explanations for the different parts of the WACC 

formula. As in the previous section regarding the forecast, the WACC requires some well-

considered assumptions in order to reach the correct discount rate for Gamesa. 

���� = %
� ∗ 67 ∗ (1 − �) + �

� ∗ 68 

Our first derivation will be to estimate the target level of debt and equity. The next steps will 

be to calculate the cost of equity (ke) and the cost of debt (kd). These steps will lead us to the 

concluding estimate for WACC. 

The mixture of debt and equity is the first step towards WACC. In the calculation of the 

WACC one has to use target weights for debt and equity and not the current or historical 

weights. Gamesa has not issued any corporate bonds and does only have debt in the bank. In 

the last years Gamesa has not increased their bank loans significantly and this has resulted in 

a relatively high equity share. 

 

Figure 37 Debt and equity weights compared to enterprise value 

 
Source: Gamesa annual reports and own calculations 

 

The average of the last five years has been 91% equity and 9% debt. This is exactly the same 

distribution as in 2009. Gamesa has not expressed any intentions to alter this distribution. 

Furthermore there has not been any talks regarding any potential new share or bond issues 

that would change the debt/equity weight. Our calculations are therefore based on 90% equity 

and 10% debt as it approximately has been in the near past.  
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44..22..66..11  CCoosstt  ooff  eeqquuiittyy  

The path to estimating the cost of equity takes us through the capital asset pricing model 

(CAPM). This model calculates the equity holders’ required return on their investment and is 

therefore the cost of equity. In order to end up with cost of equity, we have to derive three 

numbers; the risk free rate (rf), the market risk premium (Rm) and Gamesa’s Beta (β). 

�()9:;8<:) = "= + >9:;8<: ∗ (�(); − "=) 

To start out we will have a closer look at the risk free rate. We have chosen it to be estimated 

on the basis of the Euro-area’s 10-year government bond. The bond is fairly liquid and is 

denominated in Euro, the same currency as Gamesa’s cash flows. In an ideal situation all cash 

flows should be discounted by a government bond with the same maturity. This procedure 

would require a lot of insights in Gamesa’s accounts and it would be almost impossible to 

predict all the future cash flows. For this reason it is generally accepted to use a bond with a 

single maturity to estimate the cost of debt and we have, like many other analysts, chosen the 

10-year bond. We have decided to use the average yield over the last 10 years in order to 

avoid outliers. The average in this period was 4.1%. 

Our next estimate concerns the market risk premium. It is obviously difficult to predict the 

future of stock returns. In the previous section the risk free rate was decided on by using a 10-

year bond. This means that, in order to find the market risk premium, the next step is to find 

the expected market return. We have chosen the broad European stock index Eurostoxx 600 

as a proxy for the market and will have a closer look at the historic performance of the index. 

There is data available from back in 1987 and that leaves us with 22 annual returns of the 

index. An average of these returns is 8.4% and seems to be a reasonable assumption for the 

future market return. To come up with the most correct estimate it is important to use a long 

historical time period in order to get rid of noise and volatility. Our 22 observations are not a 

very long time period, but the market risk premium of 4.3% (8.4%-4.1%) is by many financial 

books interpreted as an appropriate estimate80. 

Lastly, we have to find an appropriate value of beta. The estimation of beta requires a few 

steps. First of all, the Eurostoxx 600 is selected as the market portfolio, since it is well 

diversified and not too heavy weighted by few stocks. The frequency of used returns is 

monthly in order to prevent systematic biases that could be caused by use of shorter time 

periods81. Gamesa was listed in 2000 and since then we have recorded 113 monthly returns 

that will be used to regress on the market returns. The regression provides us with a raw beta 
                                                 
80 See for example Valuation – Measuring and managing the value of companies, page 306 
81 Valuation - Measuring and managing the value of companies, page 308 
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of 1.44. Historical studies suggest that beta should be “smoothed” in order to be more correct. 

Blume’s adjustment of the raw beta is based on data indicating that beta reverts to the mean82. 

After this correction our final estimate for beta will be 1.29. 

With the three estimations above we are now able to find the cost of equity. 

 �()9:;8<:) = 4.1% + 1.29 ∗ (8.4% − 4.1%) = 9.6% 

 

44..22..66..22  CCoosstt  ooff  ddeebbtt  

Gamesa’s debt consists only of bank borrowings. This means that the company’s debt is not 

rated by any of the rating agencies. The usual procedure, when finding Gamesa’s cost of debt, 

would be to find their credit rating and estimate the yield spread towards the risk free rate. 

Since this is not possible we will apply an alternative approach. Gamesa has only had bank 

borrowings in the last years and by dividing the financial costs with these borrowings a yearly 

interest rate can be estimated.  

The interest rate has on average been 6.9% over the last five years. We consider it reasonable 

that the interest rate on Gamesa’s bank debt will stay in that area. This leads us to a spread of 

2.9% and a pretax cost of debt equaling 7%. The cost of debt does however have to be 

adjusted for the tax shield on debt. In Spain the corporate tax rate is 30% and this ratio has to 

be deducted in order to get to the final cost of debt. The after-tax cost of debt for Gamesa is 

therefore 5.6% throughout our valuation.  

All of the assumptions above are basis for the final calculation of Gamesa’s WACC used in 

our valuation83. 

���� = 10% ∗ 7% ∗ (1 − 30%) + 90% ∗ 9.6% = 9.1% 

At this stage are we ready to calculate the enterprise value of Gamesa on a standalone basis. 

Before we make the final valuation approach, we first want to value the synergies of the 

proposed acquisition. These synergies will make Gamesa even more worth for Vestas than the 

calculated standalone value.  

 

44..22..77  SSyynneerrggyy  aannaallyyssiiss  

Referring back to part I, a strong motivational factor for undertaking acquisitions is the 

anticipated goal, among others, of achieving synergies, where the combined value of Vestas 

and Gamesa is expected to increase when compared to the two companies standing alone. The 

                                                 
82 Valuation - Measuring and managing the value of companies, page 314 
83 See appendix 11 for an overall summary of the WACC calculation. 



Consolidating the global wind energy industry            Master Thesis, May 2010 
Maxwell Veyhe & Michael Nass Nielsen, MSc. in Applied Economics and Finance 

82 | P a g e 
 

sources of synergies can be manifold. Broadly speaking these can stem from two main 

categories; revenues and/or costs. On the revenue side our analysis so far has shown that 

Gamesa is present in similar markets as Vestas meaning that Gamesa does not really provide 

access to new growth markets. Moreover, we have demonstrated that both companies’ 

product portfolios complement each other well, however Gamesa does not provide new 

groundbreaking technologies that expand Vestas’ current portfolio. Thus, with no access to 

new markets and no large opportunity for cross-selling opportunities, we only see limited 

potential for revenue synergies.  

However, on the cost side the picture is different. Our analysis in part IV regarding Vestas’ 

opportunity to get access to Gamesa’s production facilities in Spain has shown the potential 

for synergies within especially the production process. Potential synergies obtained here relate 

strongly to the concept behind economies of scale with the result of becoming more cost 

efficient and profitable by eliminating positions that we see as duplicate within the new entity.  

Currently Vestas is present in Spain with four facilities focused on Nacelles, Blades and 

Control Systems and is hereby neighboring Gamesa’s facilities, which focus on the same 

functions. Hence, the potential for cost synergies, by closing down four of these duplicating 

facilities within Gamesa’s organization, becomes obvious. Moreover, we see some potential 

for cost efficiencies within procurement and R&D. Altogether this sums up to cost savings 

within the following four areas that are illustrated below.  
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Figure 38 Synergy overview

 

Greatest potential for synergies we estimate to be savings in personal expenses within 

manufacturing and administration, while procurement and R&D do offer room for cost 

savings, however we estimate these to be limited. In order to see our synergy estimati

detail, we have computed Gamesa’s total cost structure excluding and including the effect of 

synergies in figure 39, which we estimate Vestas could realize.

 

Figure 39 Synergy effect on Gamesa cost structure
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Greatest potential for synergies we estimate to be savings in personal expenses within 

manufacturing and administration, while procurement and R&D do offer room for cost 

savings, however we estimate these to be limited. In order to see our synergy estimati

detail, we have computed Gamesa’s total cost structure excluding and including the effect of 

which we estimate Vestas could realize.  
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Greatest potential for synergies we estimate to be savings in personal expenses within 

manufacturing and administration, while procurement and R&D do offer room for cost 

savings, however we estimate these to be limited. In order to see our synergy estimations in 

detail, we have computed Gamesa’s total cost structure excluding and including the effect of 

 

Total cost

2,562
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We estimate that the closure of four manufacturing plants would result in personal expense 

savings in the magnitude of EUR 44mn, which is based on the lay-off of in total 911 

employees within manufacturing and administration. Moreover, savings in selling, general 

and administrative costs sum up to EUR 23mn. Together these two areas account for the 

majority of cost synergies, whereas procurement and R&D take up a smaller part. Even 

though procurement clearly is the single largest cost factor, Vestas already has the necessary 

size to negotiate favorable contracts, why we do not see the increase in scale through Gamesa 

will change the bargaining power considerably. Based on this savings in procurements are 

estimated at a mere 1.5 percent. As mentioned before, Vestas is characterized by being at the 

forefront of technology, where Gamesa with its product portfolio does not offer significant 

upside. However, combining Vestas and Gamesa does provide a more consolidated platform 

for new product development, which we could shorten the number of expected offerings and 

therefore we anticipate R&D reductions, which have been set at five percent. Thus, in total 

cost synergies sum up to an expected amount of EUR 89mn, which we see as fully realizable 

first after three years. This is due to the fact that it will require implementation costs in order 

to capture the synergies. These implementation costs can stem from various activities that 

need to be taken after the take-over, such as severance charges due to the lay-off of 

employees, integration costs of different technology platforms, or also the need to retrain 

groups of employees. Going more in detail we thus expect Vestas to realize 25% and 80% of 

the estimated synergies by 2010 and 2011, respectively.  

After having undertaken financial forecasts and having identified the sources of cost 

synergies, the following will focus on calculating the value of Gamesa’s operations via a DCF 

analysis.  

 

44..22..88  DDCCFF  vvaalluuaattiioonn  

Our valuation consists of two parts; a stand-alone value and the value of the synergies. Firstly, 

we will introduce our calculated equity value of Gamesa based on a stand-alone valuation. 

This value is preferred since it gives an estimation of Gamesa’s value based on our 

assumptions versus the current stock price. The comparison gives an indication of whether the 

stock is over- or undervalued from our perspective.  

As underlined in the financial framework presentation during Part I our valuation is based on 

a discounted cash flow (DCF) model and an economic profit calculation. Both approaches end 

with the same result, but demonstrate different roads to the correct estimation. In the coming 
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parts will both methods be presented and explained. In the following table it is outlined how 

the earlier calculated FCFs are discounted and end up as the equity value of Gamesa. 

 

Figure 40 Discounted cash flow model 
 

 
 

Source: Own calculations 

 

The cash flows consist of our six budget years and a continuing value. They are both 

discounted back to ultimo 2009. This gives us the sum of the cash flows, but the cash flows 

are then assumed to be placed at the end of the year. Therefore we adjust the sum by a half 

yearly WACC in order to distribute the cash flows equally over the year. Before the value of 

operations can be calculated, we move the value three months forward to our chosen 

estimation date ultimo March. Gamesa does however have an amount of excess cash that is 

not included in the operating activities. When this amount is added we get the enterprise 

value, which is EUR 3.9bn. 

Vestas is interested in buying the shares in Gamesa. The interesting value is thus the equity 

value. In order to come from enterprise value to equity value we will remove the debt and 

minorities. After this calculation we finally reach to an equity value of almost EUR 3.5bn. 

The equity value can also be calculated in another way. This is to focus on economic profits 

instead of FCF. 
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Figure 41 Economic profit model 
 

 
 

Source: Own calculations 

 

In this model the focus is on the spread between ROIC and WACC. As in the DCF model we 

found have present values of the economic profits in the budget period and the continuing 

value. To reach to the value of operations we have made two adjustments. Firstly, the present 

value of goodwill investments was deducted. Goodwill is interpreted as a non-operating asset 

and is therefore not part of the value of operations. The second adjustment is to add the 

invested capital from the beginning of the period. After these adjustments we arrive at the 

same value of operations as in the DCF valuation and finally get the same equity value, EUR 

3.5bn. Based on our assumptions and forecasts this is the correct value of Gamesa as an 

independent company. 

An acquisition of Gamesa will however also create synergies for Vestas. This is certainly also 

of great importance for Vestas when considering the value of Gamesa. It has been stated in 

the synergy analysis that yearly synergies will sum up to EUR 90mn. In 2010 and 2011 we 

believe that 25% and 80% will be generated, respectively. Furthermore, it is assumed that the 

synergies will go up 2% yearly due to inflation and salary increases. Our analysis of synergies 

leaves us with the possibility to calculate the influence of Gamesa’s value as a potential 

acquisition target. Below the calculation of the synergies’ present value can be found 

discounted with the earlier calculated WACC. 
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Figure 42 Value of synergies 
 

 
 

Source: Own calculations 

 

The synergies add another EUR 1bn to the equity value, which then is EUR 4.5bn. In order to 

make better final remarks we compare our estimated value with the current share price. At the 

end of March 2010 Gamesa’s share price was EUR 10.4 with 243.3mn outstanding shares. 

The number of outstanding shares can be divided with the calculated equity value in order to 

find the implied share price. Without synergies a share price of EUR 14.4 is estimated or 38% 

higher than the current share price. When the synergies are included an implied share price as 

high as EUR 18.5 (77% premium to current share price) is reached. 

It seems that our valuation is more optimistic than the market. Our considerably higher stand- 

alone value implies at least that the market expects a not as high profitability or growth in the 

years to come. However, referring back to the analyst sentiment towards the Gamesa share in 

part III, our calculated premium corresponds very well to an estimated share price of EUR 

14.1 (36% premium to current share price) of various brokers. It is though important to note 

that valuation models are subject to a large degree of uncertainty and a minor change in the 

model could affect the calculated value considerably. For that reason the next part of the 

thesis focuses on an analysis of how sensitive the calculations are to changes in the 

assumptions. 

 

44..22..99  SSeennssiittiivviittyy  aannaallyyssiiss  

The previous assumptions and calculations are certainly subject to much uncertainty, where it 

would be interesting to conduct sensitivity analysis of each single parameter. However, this 

procedure would require extensive analysis, which is beyond the scope of this thesis. 

Therefore only four specific parameters are selected.  

The first two parameters in focus are both important parts of the terminal value, which 

contributes with a large piece to the total equity value. The two parameters are the long-term 

NOPLAT growth and the long term ROIC. A lower ROIC will always influence the equity 

value in a negative direction and make Gamesa less worth. NOPLAT growth’s effect on the 



Consolidating the global wind energy industry            Master Thesis, May 2010 
Maxwell Veyhe & Michael Nass Nielsen, MSc. in Applied Economics and Finance 

88 | P a g e 
 

equity value is a bit more mixed. It depends on whether long term ROIC is above or below 

WACC. In the upper horizontal line it is illustrated that growth in NOPLAT is actually 

destroying value. 

 

Table 11 Sensitivity analysis of terminal value parameters 
 

 
 

Source: Own calculations 

 

The next parameters subject to changes are values from the WACC formula. Changes in the 

equity share of the enterprise value and the market risk premium will influence the WACC 

and thus, the discounting factor. The time value of money makes the discount factor 

important. Hence if the WACC rises the equity value will be lower. In the table below we 

have focused on the debt/equity mixture and forecasted market risk premiums.  

 

Table 12 Sensitivity analysis of WACC parameters 
 

 
 

Source: Own calculations 

 

The horizontal lines place focus on target mixtures of equity and debt in Gamesa. We chose 

90% equity and 10% debt when calculating the equity value. The table above states that an 

increasing share of equity would lead to a drop in equity value. This is due to the fact that our 

estimated cost of equity is higher than the cost of debt. Thus, the WACC will increase as 

equity weights heavier. The vertical direction shows, a larger market risk premium causes 

lower equity value. The reasoning is again that this will lead to a higher WACC. 
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The two illustrated tables reveal how sensitive a valuation is. Minor modifications mean 

many millions when valuing a potential take-over candidate. This reality underlines the 

importance of well-digested assumptions in the valuation model. Furthermore, it implies that 

one cannot be sure to find the exact price of a company, but instead uses the valuation in 

cooperation with a sensitivity analysis. Together these provide a realistic range of values for a 

specific company.   

 

44..22..1100  MMuullttiippllee  aannaallyyssiiss  

After our two valuation approaches, DCF and economic profit, we now turn to a third 

valuation possibility. Our target is to value Gamesa by using multiples from listed comparable 

companies. An often-heard opinion is that multiple analysis is quickly done and does not 

require much research. But the truth is that a thorough multiple analysis takes time and 

resources. It is important to look at the correct multiples and the correct comparable 

companies.  

Our initial step is to find the right comparable companies. The easy approach could be just to 

choose all other listed WTG manufacturers. It is however also crucial to take prospects for 

ROIC and growth into consideration. To create the most correct peer group for Gamesa, we 

will find WTG manufacturers with similar profitability and growth prospects. In the following 

table have we picked all the largest listed competitors of Gamesa. 

 

Table 13 Growth and profitability comparison to Gamesa 

Company Growth Profitability  Comments 
Vestas Lower earnings 

growth 
Higher profitability - 

Suzlon Higher earnings 
growth 

Similar profitability - 
Repower Similar earnings 

growth 
Lower profitablity Ca. 90% owned by 

Suzlon 
Nordex Similar earnings 

growth 
Lower profitablity - 

Clipper Strong earnings 
growth - volatile 

Very weak 
profitabilty 

Negative EPS expected 
until 2011 

Goldwind Much higher 
earnings growth 

Much higher 
profitability 

Only exposed to China 
Siemens Irrelevant Irrelevant Wind energy is only a 

small division 
General Electric Irrelevant Irrelevant Wind energy is only a 

small division 
 

Source: Datastream and own calculations and interpretations 
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In the table above our impression is that the four upper companies are the best comparables to 

Gamesa. In the following we will only use those four companies to conduct our multiple 

analysis. The table is constructed on the basis of analyst estimates from 2010 - 201484. It is 

important to notice that the companies included not have identical future prospects, but are 

fairly similar. They will therefore provide the best foundation for a true and fair analysis. 

The multiple analysis will make use of forward-looking estimates. Our DCF and economic 

profit valuation did also make use future projections. Forward-looking estimates are therefore 

in line with the principle of not focusing on the history. Empirical studies have also proved 

that forward-looking estimates are more accurate than historical85. 

In the selection of the right multiples we have picked the enterprise value multiples. It is 

sometimes seen that analysts base their analysis on Price/Earnings (P/E) ratios. This can lead 

to wrong conclusions as this ratio compares different capital structures. Furthermore, net 

income also includes non-operating incomes and losses. This can also lead to an incorrect 

interpretation of the future development86. Our calculations will thus be based on enterprise 

value to EBITDA (EV/EBITDA) and enterprise value to EBIT (EV/EBIT). 

 

Table 14 Multiples ultimo March 2010 

  
EV/EBITDA 

2010e 
EV/EBITDA 

2011e 
EV/EBIT 

2010e 
EV/EBIT 

2011e 
Vestas  8,47 6,60 11,34 8,45 
Suzlon 9,46 6,33 13,28 8,20 
Repower 9,58 7,82 11,61 9,29 
Nordex 7,89 5,79 11,50 7,78 

 

Source: JCF Factset 

 

The table above shows 2010 and 2011 multiples for the four comparable companies. These 

four multiples can now be multiplied to Gamesa’s expected earnings in 2010 and 2011 in 

order to find the enterprise value. Afterwards the anticipated net debt is deducted and we will 

end up with a possible range of equity values for Gamesa. In the DCF model we estimated 

Gamesa’s equity value to be EUR 3.5bn before synergies. 

                                                 
84 The tables can be studied in appendix 12  
85 Valuation - Measuring and managing the value of companies, page 368-369 
86 Valuation - Measuring and managing the value of companies, page 369 
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The graph below illustrates that the multiples analysis suggests a large range of possible 

equity values for Gamesa. The thick black line shows Gamesa’s market cap ultimo March 

2010. The different points are calculated on basis of the specific comparable company’s 

multiple at the end of March 2010. 

 

Figure 43 Gamesa’s indicated equity value (multiple analysis) 

 
Source: Datastream and own calculations 

 

The graph demonstrates a clear difference between usage of EBITDA or EBIT multiples. The 

reason for this is that the analysts expect relatively higher depreciations for Gamesa in the 

coming years than for any peer companies. It is our impression that this projection is a bit too 

high, why it seems to be most appropriate to make use of the EV/EBITDA multiples. 

The final comment to the multiples analysis is to decide the equity value by a weighted 

average of the points in the graphs above. The average will be weighted on basis of the 

market cap ie. Vestas will be the heaviest contributor to the average. This average indicates an 

equity value of Gamesa in the range of EUR 2.76 – 2.88bn measured on EV/EBITDA or EUR 

1.92 – 2.12bn, if EV/EBIT is used. 

 

44..22..1111  AAccccrreettiioonn  aanndd  DDiilluuttiioonn  aannaallyyssiiss  

Having determined a value for Gamesa’s operations using various methods we will in the 

following assess the impact of an acquisition on Vestas’ earnings per share (EPS). This is tied 

up in an accretion/dilution impact analysis. In particular, the impact of an acquisition on the 

combined EPS is projected for the following three years, where after we are able to compare 

how the new EPS compares to Vestas’ original EPS, if a transaction had not taken place. In 
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short, an acquisition is named accretive, if the combined EPS is greater than the acquirer’s 

EPS before the transaction and it is called dilutiv

the assumptions made for the accretion/dilution impact analysis. 

 

Figure 44 Accretion/dilution impact analysis
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Park (2007) found that over the last 20 years acquiring companies have paid on 

50% premium for target companies. 

relationship between premiums paid and shareholder’s return. The primary reason being that 

companies are unable to realize the potential synergies and furthermo

performance often deteriorates after the transaction is completed.

a more conservative standpoint 

Calculating with a stock price of EUR 10.4 this results in a

3,048mn for Gamesa. Secondly, we assume 

dating the global wind energy industry            Master Thesis, May 2010
Michael Nass Nielsen, MSc. in Applied Economics and Finance 

short, an acquisition is named accretive, if the combined EPS is greater than the acquirer’s 

EPS before the transaction and it is called dilutive if the opposite is the case. 

the assumptions made for the accretion/dilution impact analysis.  

Accretion/dilution impact analysis 

Source: Own calculations 

In order to arrive at a measure for the acquisition’s accretive or dilutive impacts on Vestas’s 

EPS, it is our overall aim to calculate an EPS of the new combined entity. 

to do so several basic assumptions need to be made.  

Firstly, we need to decide on an acquisition premium that Vestas is willing to pay. This

remium is based on the belief that the fundamental value of Gamesa including expected 

synergies is greater than the premium on top of the equity market price. 

Park (2007) found that over the last 20 years acquiring companies have paid on 

50% premium for target companies. Moreover, they conclude that there is a negative 

relationship between premiums paid and shareholder’s return. The primary reason being that 

companies are unable to realize the potential synergies and furthermo

performance often deteriorates after the transaction is completed. Having this in mind we take 

a more conservative standpoint by setting the acquisition premium at 20%

Calculating with a stock price of EUR 10.4 this results in an implied equity value of EUR 

3,048mn for Gamesa. Secondly, we assume a 80%/20% equity/debt financing structure and 
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short, an acquisition is named accretive, if the combined EPS is greater than the acquirer’s 

pposite is the case. Figure 44 lists 

impacts on Vestas’s 

. However, in order 

Firstly, we need to decide on an acquisition premium that Vestas is willing to pay. This 

that the fundamental value of Gamesa including expected 

synergies is greater than the premium on top of the equity market price. Krishan, Hitt and 

Park (2007) found that over the last 20 years acquiring companies have paid on average a 40-

Moreover, they conclude that there is a negative 

relationship between premiums paid and shareholder’s return. The primary reason being that 

companies are unable to realize the potential synergies and furthermore, operating 

Having this in mind we take 

the acquisition premium at 20% in this case. 

n implied equity value of EUR 

debt financing structure and 
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combined with the remaining input data, including the interest rate for additional financing 

debt, the corporate tax rate and our synergies from earlier on, we are able to calculate 

Gamesa’s expected net income for the following three years. Adding this to the projections 

for Vestas’ net income, the total new net income of the combined entity is computed. With an 

issuance of 60mn Vestas shares this results in a new EPS and based on this the take-over 

would be 3% and 8% accretive for 2011E and 2012E, respectively.   

Of course, the accretion/dilution impact analysis has in this case been restricted by a set of 

assumptions. However, in order to add some flexibility in our analysis we have created 

various scenarios by varying the financing structure and the anticipated acquisition price for 

2011E and 2012E. This is summarized in the following sensitivity table. 

 

Table 15 Sensitivity analysis – EPS accretion/dilution 

  Acquisition price  

 
2011E 

3,048 3,148 3,248 3,348 3,448 
2012E 

E
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%

) 
 0% 17.9% 17.3% 16.6% 16.0% 15.3% 

26.3% 25.8% 25.2% 24.6% 24.1% 

25% 12.6% 11.8% 11.0% 10.3% 9.5% 
19.7% 19.0% 18.2% 17.5% 16.8% 

50% 8.0% 7.2% 6.4% 5.6% 4.8% 
14.1% 13.2% 12.4% 11.6% 10.8% 

75% 4.1% 3.3% 2.4% 1.6% 0.8% 
9.2% 8.4% 7.5% 6.6% 5.8% 

100% 0.8% -0.1% -1.0% -1.8% -2.7% 
5.1% 4.2% 3.3% 2.4% 1.5% 

 

Source: Own calculations 

 

Having undertaken an accretion/dilution impact analysis, it can though be questioned to what 

degree this resembles actual creation of shareholder value. Throughout the financial rationale 

we have stressed the importance of that it is the key value drivers, which create shareholder 

value and not accounting terms, such as EPS. For instance, in the base scenario created here 

Vestas would need to issue 60mn new shares in order to pay a 20% premium. After the take-

over the EPS increases by 3% (2011E) triggered by the higher combined earnings of EUR 

860mn. Hence, the take-over is accretive, but one could argue that the new EPS is simply a 

result of mathematics and not real value creation. Related to this example Koller, Goedhart 
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and Wessels found in a study conducted in the US that 

transactions larger than USD 3bn during 1999 and 2000 resulted in a positive market reaction, 

regardless of whether the expected EPS of the acquirers was greater, equal or even smaller

two years after the deal87. 

However, in spite of the outlined limitations we use EPS accretion and/or dilution merely as a 

proxy for value creation and/or destruction. We do so following the rationale that if the EPS 

increases after a take-over, the price should

lean up to practitioners in the financial industry, where accretion/dilution analysis is an 

essential element within the world of M&A and also in relation to our problem formulation 

we see our impact analysis as an essential element for translating Vestas’ potential value 

creation in numerical terms.  

 

44..33  SSuummmmaarryy  ooff  ppaarr

In order to give a recap on what the main points of the transaction rationale 

gives a good overview of part IV

 

Figure 45 Transaction rationale at one glance

 
                                                 
87 Valuation – Measuring and Managing the values of companies
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ysis as an essential element for translating Vestas’ potential value 

recap on what the main points of the transaction rationale are, figure 45 
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To this point the main transaction rationale, both strategically and financially, has been 

developed. However, in the following it is our ambition to go beyond the transaction 

rationale. For this we would like to address topics concerning issues preventing the 

acquisition and alternative solutions that Vestas could pursue. Finally, we will also have a 

look at how to implement an acquisition in terms of financing and will discuss an appropriate 

post-merger integration process. 

 

PPaarrtt  VV::  GGooiinngg  bbeeyyoonndd  tthhee  ttrraannssaaccttiioonn  rraattiioonnaallee  

55..11  IIssssuueess  pprreevveennttiinngg  aaccqquuiissiittiioonn  

In the previous parts we have argued for various reasons why this acquisition could be a 

reality. An acquisition is however not uncomplicated. Although one can find all the right 

arguments, then potential barriers for carrying through the acquisition will always be present. 

These barriers can be caused by many different sources - both external and internal in the 

companies.  

In this particular Vestas acquiring Gamesa case, we have identified three main potential 

points that could obstruct a deal: 

1. Antitrust authorities 

2. Large shareholders objections 

3. Financing the takeover 

In the following the three points will be analyzed. The three issues might not be a totally 

exhaustive list, but it is our impression that these are the most important to deal with before 

an acquisition can be actual. The reasons for the inclusions of the three specific investigation 

areas will also be a part of the review below. 

 

55..11..11  AAnnttiittrruusstt  

Consolidation in an industry will often form the basis for speculation of whether individual 

companies get too much power. This question can hardly be avoided when Vestas, as a 

market leader, is considering an acquisition of a competitor. Vestas’ and Gamesa’s market 

shares differ of course in various countries and the acquisition of Vestas will give the new 

combined company considerable market shares on some specific markets.  
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Table 16 Market shares 2009 (MW) 

Vestas Gamesa Summarized Largest competitor 

Spain 33.9% 37.1% 71.0% Suzlon (10.4%) 

Italy 31.6% 12.8% 44.4% Enercon (19.8%) 

France 15.2% 12.5% 27.7% Enercon (30.1%) 

Portugal 15.1% 6.1% 21.2% Enercon (39.6%) 

USA 15.0% 6.0% 21.0% GE (40.3%) 

Global 14.5% 6.0% 20.5% GE (12.6%) 

 

Source: MAKE WTG OEM Market Shares 2009 

 

The table above shows that in especially Spain and Italy a Vestas/Gamesa combination will 

mean a very high market share. The combined company will become a clear market leader far 

ahead of the second largest manufacturer. In these countries could an acquisition possibly be 

blocked by the local antitrust authorities.  

Before one makes final conclusions, it is important to define the geographical market Vestas 

and Gamesa are operating on. On single Southern European markets the market shares will be 

high, but on a global scale the newly combined company will not be that far ahead of the 

competitors. The internationalization means that the antitrust authorities have a less 

mechanical view on concentration tests in different industries88. This will certainly also apply 

for the wind energy market, where many WTG manufacturers are acting in numerous 

countries. Both Vestas and Gamesa are becoming more and more global and generate less 

revenue in their respective home country. 

 

Figure 46 Geographic sales segmentation 2009 (MW) 

 
Source: Gamesa and Vestas annual reports 2009 

 

The joined company would have installed a fifth of their MW in Spain during 2009. Although 

                                                 
88 Takeover, Restructuring and Corporate Governance, page 42 
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Spain was both companies’ largest single market in 2009, they still install the last 80% in 

many different areas around the World. The conclusion of the discussion above is that the 

WTG manufacturer market should be considered as one global market, since many 

manufacturers are acting on a global basis and the customers do have many possibilities of 

shifting between the different WTG manufacturers. This is backed up by wind energy analyst 

Daniel Patterson89, who has the perception that the WTG manufacturer sector today should be 

considered as a global market with regional differences. 

With the information that the market should be anticipated as one global market, the analysis 

of whether Vestas/Gamesa will obtain a too dominant position can begin. To decide if the 

WTG manufacturer market will be too dominated by the new large player, we have used the 

Herfindahl index. In figure 49 it is visible that Vestas/Gamesa will get an aggregated market 

share of 20.5% in 2009. This is almost eight percentage points more than the second largest 

manufacturer General Electric. The Herfindahl index in 2009 without an acquisition of 

Gamesa by Vestas provides a number of ca. 770. If Vestas acquires Gamesa the number will 

rise to about 940, which is equal to a growth of 170 points. A Herfindahl index below 1,000 is 

usually regarded as fairly non-concentrated. In the US the guidelines, when it comes to 

antitrust regulation, are as shown in the table below. 

 

Table 17 Critical concentration levels in the USA 

 

Postmerger Herfindahl index (HHI) Antitrust Challen ge to a take-over? 

Less than 1,000 

Between 1,000 and 1,800 

More than 1,800 

No challenge – industry is non-concentrated 

If HHI increased by 100 => Investigate 

If HHI increased by 50 => challenge 

 

Source: Takeovers, Restructuring, and Corporate Governance, page 43 

 

The table indicates that a Vestas acquisition of Gamesa is possible without interruption from 

the antitrust authorities. The history has also proved the possibility of a major acquisition in 

the industry, when Vestas bought their large competitor back in 2003. 

All in all, we do believe that our analysis shows that an acquisition is doable even though 

Vestas/Gamesa will become a distant market leader. A last argument could be that other 

energy sources also should be considered as an alternative to wind energy. In this case would 

                                                 
89 Interview with wind energy equity analyst at SEB, Daniel Patterson 
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the energy sector be even more fragmented and the proposed acquisition will be even more 

possible. 

 

55..11..22  LLaarrggee  sshhaarreehhoollddeerrss  

The current owners of the two WTG manufacturers could be an obstacle on the road towards 

an acquisition by Vestas of Gamesa. Both companies are publicly listed and the shares are 

tradable on the stock exchange. The owners on both sides are forced to accept the acquisition 

before it can be a reality. It is especially important that the owners of Gamesa accept the offer 

from Vestas.  

 

Table 18 Largest shareholders (March 2009) 

  Vestas Gamesa 
Iberdrola - 14.5% 
Blackrock 5.0% 9.0% 
Lolland - 5.0% 
ATP 4.5% - 

 

Source: Vestas and Gamesa 

 

The shareholder distribution reveals that Vestas does not have any very large shareholders. 

The two largest shareholders are floating around a 5% stake and both investors are 

institutional speculating in the company. It is our opinion that these two investors will not try 

to prevent an acquisition. If they are very much against an acquisition, they can choose to vote 

with their feet and sell Vestas shares.  

On the Gamesa side it is much more interesting, since they have larger shareholders and one 

particular with special interest in the company. The investment fund Blackrock does also own 

a large stake in Gamesa and the third largest investor, Lolland, is a Spanish investment fund. 

The largest investor in Gamesa is the utility, Iberdrola. The fact that they have such a large 

ownership chunk can be a potential obstacle, if they are not willing to negotiate. Iberdrola is 

not only the largest shareholder, but they are also Gamesa’s largest customer through the 

subsidiary, Iberdrola Renewables. This specific position is likely to be a wish from 

Iberdrola’s side in order to control a part of their supplier. 

Iberdrola holds 14.5% of the shares in Gamesa. This means that Iberdrola has to be persuaded 

of that the Vestas acquisition is an acceptable solution. Otherwise Vestas cannot make a 

compulsory redemption of Gamesa’s shares. The bidder in an acquisition has to own more 
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than 90% of the target’s capital carrying voting rights before the bidder can force the last 

stake to be sold90.  

A key decider for the acquisition is therefore that Iberdrola gets convinced that a take-over of 

Gamesa is the right decision. Vestas does therefore have to go into negotiations with Iberdrola 

before taking too many steps in the acquisition process. It is obvious that Vestas has to 

highlight all the positive consequences of a takeover for Iberdrola. The takeover price will 

probably be an important negotiation point in the persuasion. 

A possible way to convince Iberdrola and other Gamesa shareholders about the acquisition is 

to carry through a stock merger. Thus, instead of paying cash to the Gamesa shareholders for 

the acquisition can Vestas pay the shareholders with Vestas shares. This will give Iberdrola an 

opportunity to stay a major shareholder in a WTG manufacturing firm. They will though be 

shareholders in Vestas instead of Gamesa. 

The summary of this issue is difficult to construct. It is complicated for Iberdrola to take a 

stand on this question, when they are not actually facing the decision. But history has often 

shown that everything is for sale. It just requires the right price and conditions. 

 

55..11..33  FFiinnaanncciinngg  iissssuueess  

In order to acquire a competitor the buyer needs to have funds available to complete the 

takeover if the acquisition is set to be a cash offer. Vestas does in other words have to find the 

money to buy Gamesa. At a later stage in the thesis our proposed financing plan will be 

described, but at this time we will only analyze, why it can be a potential issue to finance the 

acquisition. The initial point is to get a closer look at the size proportions of the two WTG 

manufacturers.  

 

Table 19 Financial figures 

  Vestas Gamesa 
Market cap March ’10 (EURbn) 8,314 2,540 
Net debt ’09 (EURmn) -137 283 
Revenue ’09 (EURbn) 6,636 2,933 

 

Source: JCF Factset, Vestas and Gamesa 

 

 

Vestas is of course larger than Gamesa, which is not a big surprise since its significantly 

                                                 
90 EU directive 2004/25/EC, www.europa.eu 
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larger market share on the wind energy market. It is worth noticing that Vestas actually ended 

2009 with a negative net debt position i.e. their liquid reserve was higher than their interest 

bearing debt. Although Vestas’ market cap is more than three times higher than Gamesa the 

potential acquisition is still not small money. Vestas does potentially have to raise around 

EUR 3-4 bn. in order to satisfy the shareholders in Gamesa as our valuation showed. 

Ultimo 2009 Vestas had liquid reserves of EUR 488mn, so it will be necessary to raise capital 

from investors. Vestas has actually raised capital recently and that is both on the bond and 

equity market. In April 2009 Vestas carried through a share capital increased, which gave a 

net proceed of nearly EUR 800mn. Moreover, in March 2010 Vestas succeeded in raising 

EUR 600mn through a bond issue. Both issues were fully subscribed and show that Vestas 

does have investors ready to invest even more in the company91. 

The two successful placements over the last year gives Vestas hope for carrying through 

further emissions to for example financing an acquisition. Although an acquisition of Gamesa 

is a larger chunk than the EUR 1.4 bn that Vestas got from their last two placements.  

Vestas has to convince their investors that this acquisition is the right way to go. A large 

acquisition like this will probably also affect Vestas’ situation in the coming years. This 

means that Vestas has to act thoughtfully, since they cannot ask investors for large amounts of 

money every year. If part of the possible acquisition is financed with debt, then Vestas has to 

pay off this debt burden in the following years and rely on generating a strong cash flow. This 

could force Vestas to hold back other investments. 

We are after all confident that Vestas will be able to raise capital for the acquisition. We see 

this as the slightest issue compared to possible problems with antitrust authorities and large 

shareholders. Vestas can alternatively decide to carry through the acquisition, partly or fully, 

with payment of Vestas shares. Such an arrangement will mean that Vestas not has to ask 

investors for capital or maybe not as much. 

 

55..11..44  AAsssseessssmmeenntt  ooff  ootthheerr  ppootteennttiiaall  bbiiddddeerrss    

In the case of not considering a take-over, Vestas also faces the threat of other companies 

seeing the value enhancing opportunity of establishing a larger footprint in the Europe area by 

acquiring Gamesa, instead of Vestas. This is a threat and scenario that Vestas has to consider, 

why it is analyzed here. In order to obtain a full overview of which potential other bidders 

could occur, we have identified four main groups containing players that could have the 

                                                 
91 Vestas website 
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strategic appetite for a potential acquisition; other WTG manufacturers, main Asian players, 

utilities and private equity firms. The players within each category have been picked based 

upon their strategic interest and the overall threat of actually pursuing a potential acquisition.  

 

Figure 47 Interloper analysis overview 

 

 
 

Source: Own contribution 

 

55..11..44..11  OOtthheerr  WWTTGG  mmaannuuffaaccttuurreerrss  

Within the category of other potential players active within the wind industry we have 

identified GE Energy, Siemens and Alstom. In general what these players have in common is 

that they all are diversified large industrial players backed up with strong financial power and 

relatively high appetite for moving more aggressively into the wind industry.  

 

GE Energy is with its product category wind turbines the largest WTG player in the US 

followed by Vestas and Siemens and is planning to invest around EUR 340mn in Europe’s 
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wind energy industry, mainly in offshore projects, over the next ten years92. Overall, GE sees 

Europe as a big opportunity for growth also motivated by the European Union’s pledge of 

relying on renewable resources accounting for 20% of its total energy by 2020. The focus on 

Europe is also seen in its acquisition of Sweden’s ScanWind, which enabled GE Energy to 

expand its offshore portfolio with turbines having direct-drive technology. Even though 

having a market cap of EUR 128,197mn. and thus being at least 50 times larger in size 

compared to Gamesa93, financing the acquisition would not be seen as a major obstacle, we 

question how likely it would be for GE Energy to focus on a player mainly active in onshore 

projects. This is due to the fact that GE Energy’s strategy is more laid out for offshore 

expansion.   

 

In similar fashion Alstom and Siemens also have shown great interest in expanding further 

into the wind industry. Alstom has entered the wind industry by acquiring the Spanish WTG 

player Ecotecnia for EUR 350mn back in June 2007 and sees the Spanish market as a strong 

base for further expansion in fast growing markets in the US and Asia94. Thus, on the one 

hand we see Gamesa as a pure-play WTG manufacturer that is able to offer Alstom additional 

upside for expanding in the wind industry due to the high number of manufacturing facilities 

located in Spain. However, on the other hand we question whether Alstom’s current portfolio, 

which with the entree into the wind industry is now considered as one of the broadest ones 

existing within power generation, would be able to cope with an acquisition of the largest 

WTG player in Spain. The reason for this being that it would demand an entire new strategic 

focus of Alstom shifting the company away from its current core business and following a 

new path without the necessary experience.  

 

Being a more established player compared to Alstom, we see Siemens as another potential 

interloper that has increased its share in the wind industry significantly throughout the years, 

while at the same time having greater financing power than Vestas. This is confirmed by 

industry experts that do see potential for Siemens moving forward via acquisitions. However 

it is argued for to be more likely that Siemens would integrate backwards instead or undertake 

smaller acquisitions in order to get access to strong offshore technologies95. This does not 

speak in favor for Gamesa, however, given Siemens’ M&A track record in the renewables 

                                                 
92 “Windfall for Europe as GE invests USD 450 mn in offshore turbines”, Fast company, March 25th, 2010 
93 Factset, as of March 3rd, 2010 
94 Alstom Press Release June 26th, 2007 
95 “Siemens may use small M&A to power windmills”, Reuters, February 18th, 2010 
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sector and its ambitious growth strategy we still see a takeover of Gamesa as a possible 

scenario in order to establish a stronger footprint in a consolidation sector.  

 

55..11..44..22  MMaaiinn  AAssiiaann  ppllaayyeerrss  

Moving to the next category of the main players in the Asia Pacific region we have identified 

Suzlon Energy, Sinovel and Goldwind. Firstly, Suzlon Energy has proven its willingness to 

expand into new geographic regions and to increase scale exemplified by completing its take-

over of German Repower in June 2009. Hence, an additional bolt-on through Gamesa would 

not be too far from Suzlon Energy’s strategy. It is however interesting to look at the other two 

Chinese players that have demonstrated remarkably growth catapulting themselves into the 

top five in competing for global market share. Sinovel and Goldwind both follow an 

aggressive long-term global marketing strategy96. Goldwin has announced plans to start 

production in Europe and the US97 and Sinovel is filing for an IPO in the value of USD 

500mn set to be launched in October 2010 in order to fund its expansion plans. The company 

is aiming at obtaining overseas sales to account for 30-40% of total revenue98. Following 

these ambitious targets and greater access to capital an aggressive move to Europe via 

Gamesa is not fully unrealistic.  

Overall, even though there is strategic interest to become a more established player globally, 

there is one obstacle that reduces the threat of a take-over considerably. This concerns the 

cultural difference in designing growth strategies between the Western and Eastern world. 

This is pointed out by equity analyst Daniel Patterson to be a significant factor when 

analyzing other potential candidates in the East to acquire Gamesa. Generally speaking, in the 

US and Europe M&A growth strategies are popular and have thus been pursued strongly right 

along with organic growth strategies99. During the past three years the US and Europe have 

been experiencing deal values up to USD 520bn and EUR 450bn, whereas the Asia Pacific 

region reached highs of USD 170bn100. According to Daniel Patterson part of this difference 

is due to the fact that in the Asia Pacific region companies have directed their focus mostly on 

organic growth to steadily obtain technology and skill-set transfer to domestic companies and 

workers in Asia, instead of M&A activities most prominent in the Western World. The reason 

for this is that for instance Chinese companies face a large capacity, a very strong labour force 

                                                 
96 “Sinovel plans USD 500m IPO in Shanghai”, Recharge news, March 29th, 2010 
97 Energy Supply, March 15th, 2010 
98 “Sinovel to seek IPO to fund expansion plans”, Wind Power monthly, March 3rd, 2010 
99 Moschieri, Campa & Jose Manuel (2009) 
100 Mergermarket monthly, www.mergermarket.com 
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and a considerable growth possibility. Hence, great market shares are the result and due to the 

large capacity competition is met based on volume. In the case of pursuing M&A growth 

strategies anyway, Chinese WTG manufacturers could see the interest in acquiring Gamesa’s 

production facilities only, which would result in layoffs in labor at these sites, according to 

Daniel Patterson. All in all, we are able to identify potential bidders in the Asia Pacific region, 

however we find the threat of an actual take-over unlikely.  

 

55..11..44..33  UUttiilliittiieess  

Within the category of utilities we find the five largest utilities on a global basis. It can be 

seen that utilities represent the final stage transferring the electricity generated by the wind 

turbines as a final product via the grid to the end-consumer. Moreover, not only do they 

represent the important intermediary between the WTG manufacturer and the end-consumer, 

they are also taking on an increasing share in the customer base of WTG manufacturers. 

Following this thought process, it thus could be seen as advantageous, if there was established 

a direct connection between the WTG manufacturer and the end-consumer. This could be 

done by integrating the WTG manufacturer via an acquisition, which would circumvent 

transaction costs between these two players. However, this strategic move has not been seen 

so far, except from Iberdrola Renewables signing a strategic agreement with Gamesa. In our 

opinion, we do see value creation by establishing a direct link between WTG manufacturers 

and utilities, why this is considered as another important category for Vestas to be aware of.  

 

55..11..44..44  PPrriivvaattee  eeqquuiittyy  

The last category taken into consideration here is the one of private equity investments. We 

see here increased potential for private equity firms getting more involved in the wind 

industry and taking on larger stakes. The wind industry has matured a lot since its beginning 

in the 1980’s and 1990’s and investors have gained more knowledge. Moreover, the effect of 

the credit crunch has resulted in private equity firms piling up funds, while having lower 

valuation expectations combined with the constant positive outlook for renewable energy 

simultaneously promising strong growth rates. Altogether, this could, in our opinion, imply a 

deeper involvement by investors in the development process of renewable energy and trigger 

the development of strategic partnerships between investors and WTG manufacturers. Among 

the private equity firms listed in figure 47, Doughty Hanson already has shown the interest in 

the wind industry with its investments in LM Glasfieber and Svendborg brakes, now known 
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as LM windpower. In spite of the fact that this concerns the components sector, it still shows 

the opportunity given for further investments of other private equity houses, such as CVC 

Capital Partners, Carlyle/Riverstone’s and TPG. Especially the last two have shown interest 

in acquiring stakes of large WTG manufacturers, such as Suzlon Energy in the beginning of 

2009101.  

After having addressed potential issues regarding an acquisition, the following focuses on 

possible alternative strategic paths that Vestas could take advantage of.  

 

55..22  AAlltteerrnnaattiivvee  ssoolluuttiioonnss  

Discussing the opportunities for eventual alternative solutions provides the reader with a 

fuller picture in relation to the problem formulation. However, this section is also motivated 

by our analysis showing that Gamesa as a target does not offer obvious revenue synergies due 

to its very similar manufacturing locations and product portfolio to Vestas. Therefore we have 

primarily identified and estimated synergies on the cost side. However, even though Vestas 

already is at the forefront of technology in the wind industry, there is an increasing 

technological competition going on, why a buy-in into edge cutting technologies would be a 

great advantage and would also provide large revenue synergies. Alternatively getting access 

to new growth markets would also be in favor of realizing revenue synergies. Finally, another 

strategic move could be to integrate backwards in the wind industry value chain in order to 

obtain higher efficiency by circumventing transaction costs that currently exist between the 

sub-suppliers and WTG manufacturers. Following this thought process figure 48 below 

summarizes potential alternative options that we have identified with some description and 

key facts. 

 

 

 

 

 

 

 

 

 

                                                 
101 “Carlyle, TPG eye stake in India’s Suzlon”, Reuters, December 22nd, 2008 
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Figure 48 Alternative options 

Source: Own contribution 

 

Broadly speaking our research has identified two major strategic paths that could be 

interesting for Vestas to follow. The first one concerns to look at take-over opportunities of 

other WTG manufacturers instead of Gamesa and the second one focuses on the already 

mentioned rationale of undertaking a vertical acquisition instead of a horizontal one, as it is 

the case with Gamesa.  

Within the first category we see the German WTG manufacturer Enercon as a potentially 

interesting purchase for Vestas. The rationale for this is based on two main reasons.  

Firstly, Enercon is a tier one supplier of wind turbines, which are characterized by direct-drive 

technology and with this technology wind turbines are manufactured gearbox free. In contrast 

to most conventional wind turbines, direct-drive implies an almost friction free process with 

lower operating and maintenance costs, which can, as we demonstrated earlier on, have a 

damaging effect on operational performance. Enercon has been dominating the direct-drive 

segment since 1992 and is self-sufficient – all generator demand is manufactured in-house102. 

Hence, getting access to Enercon’s know-how within direct-drive technology would 

                                                 
102 www.renewableenergyworld.com 

Acquisition of other WTGs1

Vertical integration2

Alternative options Description & Key facts

• Market leader in Germany & pioneer within direct WTGs since 1992

• Private company, owned and managed by founder Aloys Wobben

• Present in Germany, Sweden, Turkey, Portugal and Brazil

• Only WTG manufacturer with local production in Brazil via subsidiary

Wobben Windpower

• Installed capacity of 340MW in Brazil

LM Windpower

• Leading supplier of blades, c. 30% market share, PE ownership

• Revenue EUR 885mn (2008), c. 6,241 employees

• Supplier of all major WTG manufacturers, strong geographical fit with Vestas

Hansen Transmissions

• Leading supplier of gearboxes, public company, 26% owned by Suzlon Energy

• Revenue EUR 609mn (2009), c. 2,500 employees, presence in Belgium, India, China

• Long-standing relationship with Vestas & Gamesa, Siemens & Suzlon added in 2006

Winergy

• Private company, presence in Germany, US, India, China

• Focus on gearboxes for >2.0MW WTGs – the same counts for Hansen Transmissions

Moventas

• PE ownership & presence in Finland, Sweden, Germany, China, Brazil, US, Canada

• Revenue EUR 382mn (2008), 1,434 employees

• Focus on gearboxes for 1.0MW-2.0MW WTGs – dominates market together with

Hansen Transmissions and Winergy
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supplement Vestas’ current portfolio, which is marked by WTGs with gearboxes, 

significantly and in turn generate revenue synergies.  

Secondly, Enercon operates manufacturing facilities in Germany, Sweden, Turkey, Portugal 

and Brazil. Based on this we see Enercon as an interesting bolt-on for expanding Vestas’ 

international presence into new areas. In particular we highlight the opportunity in Brazil, 

where Enercon drives operations through its subsidiary Wobben Windpower. Being the only 

WTG manufacturer with local production facilities and 1,700 domestic sub-suppliers Wobben 

Windpower has so far installed more than 500 WTGs summing up to an installed capacity of 

340MW. Currently there are 16 wind farms in operation and through the 2002 established 

PROFINA programme103 more capacity is expected to be added to the grid in future104. 

Moreover, MAKE consulting estimates that by 2015 the yearly installed capacity will have 

reached 1GW, which corresponds to a CAGR 10-15 of 44% from current levels. Hence, 

through Enercon/Wobben Windpower Vestas could take on an existing client base and get 

access to a new promising growth market. 

 

Moving to the second alternative solution for Vestas, we see potential upside by undertaking a 

vertical integration in the supply chain. Referring back to part IV regarding supply chain 

management, each WTG manufacturer faces the decision of how much in-house production is 

optimal. Where 2008 was earmarked by bottlenecks in the supplier segment, it is vital for 

WTG manufacturers to secure a steady supply of components. This is exemplified by Vestas 

having bought up several hundred hectares of land surrounding their manufacturing facilities 

in the US in the hope of hereby attracting suppliers and bringing its supply chain close to 

manufacturing105. Another strong motivational factor for integrating suppliers is the 

avoidance of transaction costs that pressure the WTG manufacturers’ margins.  

For integrating the supply chain in-house, we have identified four potential targets that 

operate in the supplier segment; LM Windpower, Hansen Transmissions, Winergy and 

Moventas.  Where LM Windpower focuses on the supply of rotor blades and brakes, the 

remaining three specialize in gearboxes. Referring back to the estimated cost split of a WTG 

in part IV, these components also account for in total 35% of the total cost base of a WTG, 

why we focus on suppliers of these more critical components.  

                                                 
103 PROFINA is the Incentive Programme for Alternative Sources of Energy in Brazil 
104 www.gwec.net 
105 www.investindk.com 
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Owned by the private equity firm Doughty Hanson LM Windpower is the leading supplier of 

wind turbines blades to all major WTG manufacturers, including Vestas and Gamesa. Having 

extended its portfolio to also providing brakes LM Windpower is enjoying an approximately 

30% market share of newly installed MWs and has a strong geographical fit with Vestas. 

Vestas is already known for high quality blades manufacturing, however integrating the 

current market leader in the supplier segment would provide a greater combined R&D 

platform, the avoidance of transaction costs and optimized supply security.  

In similar fashion to LM Windpower we see Hansen Transmissions, Winergy and Moventas 

as strong alternative options for vertical integration.  All companies are focused on the supply 

of gearboxes. Hansen Transmission with headquarters in Belgium is a public listed entity that 

was acquired by Suzlon Energy via its subsidiary AE-Rotor Holding taking on a stake of 26% 

and has manufacturing facilities in Belgium, India and China and a total employee base of 

around 2,500. The company has long-standing relationships with Vestas and Gamesa and 

added Siemens and Suzlon Energy to its client portfolio in 2006106. Winergy and Moventas 

are privately held and offer similar geographical opportunities as Hansen Transmissions. On a 

competitive landscape Hansen Transmissions and Winergy are clearly dominating the market 

for gearboxes for 2.0MW WTGs, whereas Moventas is a major industrial backed player 

within the 1.0MW-2.0MW107. Comparing this to Vestas’ most dominant turbines sizes in 

terms of quantity and MW delivered, we see especially Hansen Transmissions and Winergy 

as strategic good fits, as it is illustrated in figure 49.  

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
106 Hansen Transmission IR presentation, March 2010 
107 Hansen Transmission IR presentation, March 2010 
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Figure 49 Competitive landscape 

 
 

Source: Own contribution 

 

Surely, the above-presented options do give alternative options for Vestas to move 

strategically forward. However, it is important to keep in mind the overall objective of our 

problem formulation. In relation to an acquisition of Enercon it would give access to a new 

technology, a new geographical area and hereby a new client base. But two main factors make 

further analysis of this option difficult. Firstly, on a practical basis undertaking in-depth 

research of a privately held company would make it difficult to build up a strong financial 

rationale. Secondly, Enercon is owned and controlled by Chairman and Managing Director 

Aloys Wobben. There is no indication of the interest of selling a stake in the company, which 

could present a major barrier for realizing a take-over of the company.  

Considering the other option of integrating backwards into the supply chain the focus would 

be shifted of optimizing internal processes by avoiding transaction costs and achieving 

optimal supply security from creating value-enhancing opportunities for Vestas in relation to 

our problem formulation. In particular, we do not see that backward integration would be able 

to solve the main strategic issues identified in part IV. Although we are able to identify other 

strategic options for Vestas, we find these either difficult to implement in practice or out of 

scope in relation to the problem formulation. However, the point taken from this is that we 

have considered alternative strategic options, but that we see more potential in the identified 

strategic and financial value enhancing opportunities by acquiring Gamesa. 
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55..33  IImmpplleemmeennttaattiioonn  ppllaannnniinngg  aanndd  nneexxtt  sstteeppss  

The following is directed on implementing the acquisition in terms of financing it and the 

post-merger integration stage, where we will touch upon topics within corporate governance 

and organizational change. As our methodology describes, it is our ambition here to go 

beyond the transaction rationale and to take into account topics that often are neglected when 

M&A is analyzed. 

 

55..33..11  FFiinnaanncciinngg  tthhee  aaccqquuiissiittiioonn  

An acquisition of Gamesa is a relatively expensive affair for Vestas. Vestas therefore has to 

consider thoroughly how to finance a possible acquisition of Gamesa. This includes the 

shareholders’ view and furthermore the anticipated future debt level. The different 

possibilities of financing of a takeover are many. The history of M&A has proven that some 

are more or less creative. Our main discussion will however place focus on whether Vestas 

uses stocks or cash as a payment tool. We see these two payment possibilities as the most 

relevant and realistic.  

It is difficult to decide the stand that the Vestas’ shareholders take. A dilution of their shares 

is obviously a consequence of some of the possible payment possibilities. Empirical studies 

regarding stock returns in an acquisition process have however shown that cash payment 

gives a better stock return than deals with stock payment108. It still is an unanswered question 

what the shareholders prefer, but as shown earlier on it does not seem to be a huge problem to 

issue equity or bonds to finance the acquisition. With this in mind we will in the following 

conduct an analysis of cash payment and stock payment acquisition. 

 

55..33..11..11  AAccqquuiissiittiioonn  ffiinnaanncceedd  wwiitthh  ccaasshh  

Vestas has three possibilities for raising enough capital to buy Gamesa. They can either issue 

new equity, issue new corporate bonds or get a bank loan. The choice depends on different 

concerns. There is especially one difference between an equity issue and a bond issue or bank 

loan. Equity holders do not have a legal claim on a specific return or dividends, whereas bond 

holders or a bank requires a certain coupon at an agreed point in time. Thus, Vestas is forced 

to deliver a certain cash flow in order to meet the terms of the debt.  

It is of great importance for Vestas to decide the desired level of equity and debt in future. 

                                                 
108 Den kapitalmarkedsstyrede virksomhed, page 114-115 
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Historically Vestas has only had a small level of debt. Since 2006 Vestas has actually had a 

negative net debt position. Hence, the company has been totally equity financed. It is our 

impression that Vestas does not suddenly want to raise its debt level significantly. A sharp 

increase could push the management to deliver even higher cash flow and maybe turn focus 

away from investments in for example R&D. A manageable solution for Vestas could be to 

finance the acquisition with 20% debt and 80% equity. In the former part of the thesis, we 

suggested a 20% premium to the current Gamesa share price. This would be an equity value 

of approximately EUR 3bn. Thus, Vestas has to raise EUR 600mn from a bond issue (or a 

bank loan) and EUR 2.4 bn from an equity issue. 

We have earlier on mentioned Vestas’ successful issues on the bond and equity market. 

Regarding a bond issue does EUR 600mn not seem to be a problem. In March 2010 Vestas 

also raised EUR 600mn through a bond offering and the issue was three times oversubscribed. 

An equity issue of EUR 2.4bn is another more complicated story. This is around 29% of 

Vestas’ current market cap and three times the amount of Vestas’ last equity issue back in 

2009. It is however worth noticing that more equity issues among the largest Danish 

companies have been successfully subscribed in the last years. In the largest Danish 

acquisition ever did Carlsberg manage to raise EUR 4bn through an equity issue to buy 

Scottish and Newcastle109. In other words we expect that Vestas is able to get the needed 

capital. 

From Gamesa’s stockowners perspective a cash payment may also preferred. These investors 

will get cash instead of stocks in Vestas. The cash paid can be used directly and the investors 

are not forced to sell Vestas shares if they need cash. Furthermore, they avoid transaction 

costs in connection with share trades.  

 

55..33..11..22  AAccqquuiissiittiioonn  ffiinnaanncceedd  wwiitthh  ssttoocckkss  

Our next investigation area is whether to pay the Gamesa shareholders with Vestas stocks. 

Stock financing gives another perspective in comparison to the previous payment tools. In 

this situation it is the shareholders of Gamesa that are given the right to acquire Vestas shares. 

Vestas shareholders will get their share of voice reduced as Gamesa shareholders also will get 

a stake in Vestas. The Vestas shareholders do of course have the opportunity to buy rights 

from Gamesa shareholders if they are willing to sell.  

Vestas has to find the correct way to stock finance the acquisition. As in the previous part we 

                                                 
109 www.carlsberggroup.com 
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use an equity value of around EUR 3bn. It is however important to bear in mind that 

shareholders typically prefer cash instead of stocks as a payment tool. The reason is that cash 

obviously is more liquid than stocks. Another influencing factor is the rule of diversification. 

The shareholders are not necessarily interested in having stocks from a Danish wind energy 

company in their portfolio. Under these conditions the shareholders can better decide on their 

own what to do if they are paid in cash. The outcome of these considerations is that Vestas 

perhaps has to pay a slightly higher premium, if stocks are used as payment. 

A possible setup for Vestas could be to grant one Vestas share for every three Gamesa shares 

owned. At the end of March 2010 the number of outstanding Gamesa shares was 243.3 

millions. If our suggested construction becomes reality the Gamesa shareholders have the 

right to buy 81.1 million Vestas shares. By usage Vestas’ share price ultimo March 2010 we 

thus reach an estimated equity value of Gamesa of EUR 3.3bn, which is equivalent to a 

premium of 30% over Gamesa’s share price at the end of March 2010.  

Despite the mentioned disadvantages above a stock payment could be the chosen solution for 

Vestas. Some shareholders might have an interest in being Vestas shareholders now that 

Gamesa is taken off the stock exchange. As described earlier large shareholders, for instance 

Iberdrola, possibly have the interest in staying shareholders in a large WTG manufacturer.  

 

Whether Vestas chooses stocks or cash as payment is complicated to foresee. This will highly 

depend on the talks Vestas will conduct with both current and potential investors. A 

combination of cash, stocks and maybe derivatives could also be a solution to satisfy the 

Gamesa shareholders. In the following a short wrap up of the two different payment 

possibilities is illustrated. 

 

 

 

 

 

 

 

 

 

 



Consolidating the global wind energy industry
Maxwell Veyhe & Michael Nass Nielsen, 

 

Figure 50 Cash payment versus stock payment

 

Financing the acquisition is not the only issue Vestas has to deal with. An acquisition also 

demands much focus on how to i

section is it our intension to focus on corporate governance of the unified company.

 

55..33..22  CCoorrppoorraattee  GGoovveerr

Apart from assessing the financing structure of an acquisition it is

upon topics that concern the managerial aspect of the new combined entity. Here corporate 

governance takes on a central role, which in its essence concerns the establishment of certain 

mechanisms with which the principal

management and ownership is key here. In corporate life issues surrounding corporate 

governance have gained a lot in importance, especially in the US, after a series of several 

corporate scandals during the past d

corporate governance reforms, which for instance resulted in the implementation of the 

Sarbanes-Oxley Act of 2002110

of lots of research. In relation to our problem formulation we underline the empirical study by 

Masulis, Wang and Xie (2007) focusing on the relation between corporate governance 

mechanisms and profitability of firm acquisitions. In brief, one of the main conclusions in the 

study is that acquirers operating in more competitive industries or that have a clear separation 

between the CEO position and the chairman of the board yield higher abnormal returns. 

Hence, the constellation of the board of directors does seem to influence man

                                                 
110 Takeovers, Restructuring, and Corporate Governance, p.28
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Cash payment versus stock payment 
 

 

Source: Own construction 

Financing the acquisition is not the only issue Vestas has to deal with. An acquisition also 

focus on how to implement the new entity in the company. In the subsequent 

is it our intension to focus on corporate governance of the unified company.
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Apart from assessing the financing structure of an acquisition it is important to us to touch 

upon topics that concern the managerial aspect of the new combined entity. Here corporate 

governance takes on a central role, which in its essence concerns the establishment of certain 

mechanisms with which the principal-agent problem is reduced. Hence, separation between 

management and ownership is key here. In corporate life issues surrounding corporate 

governance have gained a lot in importance, especially in the US, after a series of several 

corporate scandals during the past decade. This motivated legislators and regulators to enact 
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performance in M&A situations. In relation to this an earlier study by Weisbach (1988)

concluded furthermore that outside

more sensitive to company performance. In other words, 

by independent directors make business decisions in the best interest of shareholders. Of 

course, these conclusions are based on statistically significant findings, which often can be far 

from being economical significance. Nevertheles

point for assessing a potential governance structure for the new combined entity. 

The primarily responsibility of the board of directors is to represent the interest of 

shareholders and with this tasks range from appointing executive management, designing 

compensation schemes to advising and evaluating major corporate decisions, such as

Referring back to part III, Vestas’ and Gamesa’s board of directors consist of twelve and ten 

members, respectively. Table 2

 

Table 20 Board of directors constellation

 

In terms of age and seniority both companies compare quite well, whereas Vestas has a more 

equal split between internal and external directors on the board. Comparing business 

experience both boards seem to be equally well diversified with members having h

positions in various industries and having backgrounds everything from engineering, law, 

finance to strategy. The major difference we though would like to point out is that Vestas has 

a clear distinction between management and control, whereas Gamesa’s

as the chairman of the board of directors. Not only based on the empirical results from above, 

we do question to what degree Gamesa’s current governance form is advantageous for the 

shareholder’s interests, as this can distort the contr

have in its purest form. Moreover, this governance form is also very predominant in the US, 

which has been under strong critique since the increasing amount of larger scandals. 
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performance in M&A situations. In relation to this an earlier study by Weisbach (1988)

concluded furthermore that outside-dominated boards have a tendency to make CEO turnover 

more sensitive to company performance. In other words, it was found that boards dominated 

by independent directors make business decisions in the best interest of shareholders. Of 

course, these conclusions are based on statistically significant findings, which often can be far 

from being economical significance. Nevertheless, we see these studies as a good starting 

point for assessing a potential governance structure for the new combined entity. 

The primarily responsibility of the board of directors is to represent the interest of 

shareholders and with this tasks range from appointing executive management, designing 

compensation schemes to advising and evaluating major corporate decisions, such as

, Vestas’ and Gamesa’s board of directors consist of twelve and ten 

members, respectively. Table 20 summarizes the main characteristics. 

Board of directors constellation 
 

Source: Own construction 

In terms of age and seniority both companies compare quite well, whereas Vestas has a more 

equal split between internal and external directors on the board. Comparing business 

experience both boards seem to be equally well diversified with members having h

positions in various industries and having backgrounds everything from engineering, law, 

finance to strategy. The major difference we though would like to point out is that Vestas has 

a clear distinction between management and control, whereas Gamesa’s CEO also functions 

as the chairman of the board of directors. Not only based on the empirical results from above, 

we do question to what degree Gamesa’s current governance form is advantageous for the 

shareholder’s interests, as this can distort the control function of the board, which it should 

have in its purest form. Moreover, this governance form is also very predominant in the US, 

which has been under strong critique since the increasing amount of larger scandals. 
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ol function of the board, which it should 

have in its purest form. Moreover, this governance form is also very predominant in the US, 

which has been under strong critique since the increasing amount of larger scandals.  
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When designing a new governance structure we therefore focus on aligning management of 

the company with shareholder interests, why we favor a clear distinction between ownership 

and control. In terms of seniority and average age we would continue with the current levels, 

however in terms of diversification we do see upside potential. While competencies should be 

continued to stem from various educational and professional areas, there is a need for greater 

internationalization; Vestas has already expressed the interest of creating a more international 

shareholder base, as it is mentioned in part III, and with this an adjustment within the board of 

directors to reflect this desire for greater diversity we see as advantageous. Finally, in order to 

preserve objectivism in the controlling body at least half of the board of directors should be 

independent, as it is the case with Vestas now.  

 

55..33..33  OOrrggaanniizzaattiioonnaall  cchhaannggee  

In order to round off the implementation part of the take-over, the following focuses on 

discussing a possible design for coping with the organizational changes, which would be a 

natural cause of the take-over. Apart from the corporate governance discussion, we see this as 

another important step in the post-merger integration stage.   

 

In the case of Vestas and Gamesa, we have a larger company swallowing a smaller one. This 

fact alone motivates to design the entire integration process such that Vestas is preserved the 

majority of organizational control. This is especially the case when considering the location of 

the headquarters from where strategies are formulated and communicated. Switching the base 

for operations would seem irrational in this case, as it is Vestas that is most dominant and 

why it should remain in Denmark. However, when addressing topics such as the brand 

recognition and the new expanded WTG product portfolio, a different approach is necessary. 

Vestas and Gamesa are two nationally recognized brands and diminishing the target’s brand 

status after the acquisition is not the objective. Rather a more long-term strategy should be 

followed where in the short-term the two entities are operated under one umbrella, but still 

perceived as two individual brands. However, in the long term a more consolidated approach 

must be taken in order to secure the understanding of one global player.  

Taking a more long-term integrative approach also accounts when combining the product 

portfolios and in general this is an area, where special focus is to be placed. Firstly, referring 

back to part IV regarding the technological competition, Gamesa’s product portfolio would be 
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a good bolt-on for Vestas. It is though critical to take a long-term perspective, as it will be a 

timely matter to coordinate and unify two existing and large R&D platforms. Secondly and 

most importantly, focus should be placed on realizing the identified synergies in part IV, 

which in our case are predominantly found in the manufacturing facilities in Spain. Related to 

this, research has shown that in a majority of acquisitions the anticipated synergies were left 

untapped112 and also, a recent McKinsey study has shown that there is a direct correlation 

between the speed of execution and the company’s ability to capture the anticipated 

synergies113. Based on these findings it is therefore critical to have mechanisms in place that 

ensure a successful synergy realization. Without going into details here Vestas should firstly 

start the integration process early; meaning parallel to the valuation and negotiation process. 

Secondly, an experienced integration team is put together that takes control of the process of 

realizing the synergies. Lastly, benchmarks, which for instance could include the headcount 

targets in the various manufacturing facilities, must be put in place with which the success of 

the integration team can be tracked.  

 

On the one hand it is important to structure an implementation plan for achieving the 

anticipated synergies, however on the other hand another important factor to have in mind is 

the organizational fit between the two companies. This is based on research conducted by 

Larsson and Finkelstein (1999), which demonstrated that the degree of organizational fit 

between the acquirer and the target is the “single most important predictor of synergy 

realization”114. Building the necessary organizational fit is surely a complex task and can 

range from coordinating business units, which share common resources to centralizing 

support activities that apply to multiple units. Another important part that defines the 

organizational fit is corporate culture, which hereby also can have a large impact on 

synergies.  

When combining a Nordic management style with a South European one, organizational 

cultures can differ in many ways. Related to this, a study undertaken by Hoetzel (2005) found 

that acquisitions’ failures in general were related to differences in national cultural 

differences. Other researchers in academia115 confirm the finding that national cultural 

                                                 
112 See studies of King, Dalton, Daily and Covin (2004) 
113  Valuation – Measuring and managing the value of companies, p. 461 
114 Barkema and Schijven (2008) 
115 See Marks and Mirvis (1998), Norbum and Schoenberg (1982) and Liu, Shu and  Sinclair (2009) in Tanure, 
Cancado, Duarte & de Muylder (2009) 
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differences affect the negotiation and due diligence process, which again has an effect on the 

process of the post-integration stage and hereby synergies.

The effects of the “cultural clash”, which is most likely to be present in the case of Vestas and 

Gamesa, are especially important to notice, when considering the potential lay

900 employees, which account

have a large damaging effect on the organizational culture. Thus, even though management 

might have implemented preventive mechanisms for obtaining a smooth acculturation 

process, this effort might be resisted by employees that take on individualist roles and wish to 

remain independent due to lower job security, satisfaction or just negative reactions to new 

management. The result of this could be lower commitment, reduced co

lower operating performance. These negative employee reactions have also been confirmed 

by Nemanich and Keller (2007). In order to circumvent these potential pitfalls for a smooth 

post-integration process, Creasy, Stull and Peck (2009) have developed a mod

importance of employee-dynamics during M&A. More specifically, five core managerial 

actions have been identified in the endeavor of circumventing the effects of “cultural clash”. 

These are listed below.  

 

Figure 51  

 

All in all, we have given recommendations and a more specific tool

research of how to ensure a smooth post
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Source: Creasy, Stull and Peck (2009) 
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research of how to ensure a smooth post-integration process and to circumvent strong 
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“cultural clashes”; all this in order to obtain the anticipated synerg

performance in the new combined entity. 

 

55..44  SSuummmmaarryy  ooff  ppaarr

We have considered potential issues for an acquisition, set the stage for an implementation 

plan and for the post-merger integration process, where the main points are

figure 56 below. 

 

Figure 52 Summarizing the analysis

 

Part VI is the final part of this thesis and it concludes on all analysis undertaken from part I

V. Moreover, it will give a specific answer to the problem 

account recent event that have occurred after the thesis’ cut
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We have considered potential issues for an acquisition, set the stage for an implementation 

merger integration process, where the main points are

Summarizing the analysis 
 

 

Source: Own construction 

Part VI is the final part of this thesis and it concludes on all analysis undertaken from part I

V. Moreover, it will give a specific answer to the problem formulation and also take into 

account recent event that have occurred after the thesis’ cut-off date, March 25
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ies and strong operating 

We have considered potential issues for an acquisition, set the stage for an implementation 

merger integration process, where the main points are summarized in 

 

Part VI is the final part of this thesis and it concludes on all analysis undertaken from part I-

formulation and also take into 

off date, March 25th 2010. 
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PPaarrtt  VVII::  CCoonncclluussiioonn  

Throughout the thesis it has been our endeavor to find an answer to our problem formulation; 

“What value enhancing opportunities can be identified for Vestas Wind Systems in an 

acquisition of the Spanish wind turbine manufacturer Gamesa?”  

In order to answer this question an overall transaction rationale consisting of a strategic and 

financial part has been formulated. The analysis leading up to defining the transaction 

rationale showed that on a macro-environmental level the wind industry is strongly dependent 

on key drivers such as political renewable energy targets, governmental subsidies and 

technological competition. Moreover, on an industry level WTG manufacturers are facing an 

ever increasing rivalry and a switch to larger customers that own numerous wind farms.  

Vestas is characterized by being represented in all major growth markets, Europe, the US and 

Asia Pacific, with local production. The shareholder base is very equally distributed and 

management has put forward the ambitious 2010 target to receive orders with a capacity of 

8,000-9,000MW. Gamesa has shown to have a similar geographical representation as Vestas, 

however with a strong dominance in its home market Spain. The shareholder base is 

dominated by the utilities company Iberdrola with whom Gamesa also has signed a favorable 

contract (4,500MW) for the supply of WTGs.  

 

The strategic rationale identified six areas, where Vestas is facing difficulties or where we see 

potential for development - four of these are specifically directed to Vestas, where the 

remaining two are industry specific. The Vestas-specific areas include; increasing rivalry, 

production facilities, changing customer structure and weak revenue outlook. The industry-

specific areas relate to supply chain management and technological competition. An 

acquisition of Gamesa will cope with these areas and moreover, create value enhancing 

opportunities, which in short consist of the following. 

� Increasing rivalry – there is an increasing rivalry in the sector, which is mainly due to 

the geographical redeployment in the wind industry. Vestas has been feeling the 

pressure from the Asia Pacific region resulting in a falling market share to only 14.5% 

in 2009 (19.3% in 2008). An acquisition of Gamesa would create a larger global 

player with a combined share of 20.5%, which could resist the increased rivalry and a 

strong global player is formed. 

� Production facilities – we identified great cost synergy potential due to the similarities 

between Vestas’ and Gamesa’s manufacturing facilities in Southern Europe. Our 
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financials show that Vestas would be able to realize cost synergies in the amount of 

EUR 90mn by reorganizing especially the production facilities in Southern Europe. 

� Changing customer structure – the customer base is changing to larger and fewer 

customers, where utilities play a dominant role. In contrast to Gamesa, Vestas has no 

ties to one larger customer. This means lower order inflow security especially in the 

current financial crisis. A larger customer and hereby more stable order inflow would 

be the result in an acquisition of Gamesa.  

� Weak revenue outlook – Vestas’ order backlog has been rapidly decreasing during 

2009 and the backlog corresponds to roughly four months of installed WTGs. Vestas 

is therefore in the need of a strong order intake. A combination with Gamesa would 

here catapult the order backlog to 11,200MW equivalent to a 1.5-year order book. 

� Supply chain management – there is the consensus that the WTG supplier segment is 

facing an increasing consolidation with suppliers joining forces and increasing their 

bargaining power towards the WTG manufacturers. An acquisition of Gamesa, which 

in similar fashion to Vestas has in-sourced up to 60% of manufacturing, would  resist 

this movement along the supply chain through increased bargaining power and strong 

in-house competency. 

� Technological competition – Vestas is at the forefront of technology in the wind 

industry in terms of product portfolio mix and R&D efforts. Acquiring Gamesa 

however would provide a more consolidated R&D platform, which could shorten the 

number of expected offerings and thus another area for synergy creation. 

 

The financial rationale brings down the strategic part in numerical terms, where we here 

calculated Gamesa’s stand-alone equity value to be EUR 3.5bn, where synergies add another 

EUR 1bn to the equity value. The acquisition is accretive in terms of EPS and we anticipate a 

realistic stand-alone price range of EUR 2.8-3.2bn based on our various valuation techniques. 

The price range is 12-28% above the current market cap. 

 

There are no obvious issues that could prevent an acquisition of Gamesa; neither antitrust 

regulations, shareholder objections and financing issues, nor other potential bidders that could 

interfere with the take-over process. Moreover, there exist many alternative solutions to an 

acquisition of Gamesa and here we highlighted two main strategic paths, which could be 

pursued alternatively. However none of those two seem compelling enough to justify a more 

serious consideration. Finally, a clear distinction between management and control should be 
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aspired, while at the same time management must prioritize a smooth acculturation process in 

order to obtain an optimal effect for synergy realization.  

 

In conclusion to the problem formulation, there are value-enhancing opportunities for Vestas 

to acquire Gamesa formulated and measured in our transaction rationale. The question 

whether this is an edge-cutting path that cannot be obtained otherwise is risky to state. We 

have shown that the wind industry is under rapid expansion, where new dynamics and shifts 

are likely to occur. However, facing the current driving forces in the market, we see this 

acquisition scenario as a viable strategy for ensuring a competitive edge based on the 

transaction rationale argued for in this thesis. 

 

66..11  RReecceenntt  eevveennttss  

In the thesis’ limitation March 25th 2010 was defined as the cut-off date. During the writing 

process certain incidents have though occurred. The wind industry is a fast changing business 

and the highlighted points below demonstrate the truth of this statement. 

� We have underlined the importance of new orders for Vestas throughout the thesis. 

Vestas has high expectations to the order intake in 2010. Since March 2010 Vestas has 

demonstrated the will to reach their high expectations. Not only did Vestas receive its 

largest order ever, a contract to deliver 1,500MW, but also got a sequence of orders 

from the important Chinese market116. 

� Large debt problems in Greece and other Southern European countries in the 

beginning of May 2010 are furthermore potentially starting a second credit crisis. This 

period has lead to extreme high interest rates on Greek governmental bonds and the 

EU is trying to solve the problems. 

� Spain is also facing a huge budget deficit in 2010. This has caused Spain´s 

government to consider a significant cut in subsidies to renewable energy. Spain is 

Gamesa´s most important market and Gamesa did already in 2009 experience a drop 

on its domestic market due to a less friendly wind energy policy by the government. 

These recent happenings are certainly influencing the findings in our thesis, but are not 

changing the main conclusions fundamentally. Vestas does still have a long way to go before 

they are able to show an order backlog on Gamesa’s level. The concerns in Southern Europe 

are maybe even a further reason to secure a large order backlog.   

                                                 
116 Vestas website 
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Appendix 1 Vestas history at a glance
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Appendix 3 Vestas Board of Directors overview
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Appendix 4 Vestas WTGs technical specifications 

 

 
 

Source: Vestas website 

 

 

 

 

 

 

 

 

 

WTG type Operational data Rotor Electricity

V52-850 kW
Cut-in wind speed: 4 m/s Diameter: 52m

Frequency: 50 Hz
Cut-out wind speed: 25 m/s Swept area: 2,124 m2

V60-850 kW
Cut-in wind speed: 3.5 m/s Diameter: 60m

Frequency: 50 Hz
Cut-out wind speed: <20 m/s Swept area: 2,827 m2

V82-1.65 MW
Cut-in wind speed: 3.5 m/s Diameter: 82m

Frequency: 50/60 Hz
Cut-out wind speed: 20 m/s Swept area: 5,281 m2

V80 – 2.0 MW
Cut-in wind speed: 4 m/s Diameter: 80m

Frequency: 50/60 Hz
Cut-out wind speed: 25 m/s Swept area: 5,027 m2

V90 – 1.8/2.0 MW
Cut-in wind speed: 4 m/s Diameter: 90m

Frequency: 60 Hz
Cut-out wind speed: 25 m/s Swept area: 6,362 m2

V100 – 1.8 MW
Cut-in wind speed: 3 m/s Diameter: 100m

Frequency: 50/60 Hz
Cut-out wind speed: 20 m/s Swept area: 7,850 m2

V90 – 3.0 MW
Cut-in wind speed: 3.5 m/s Diameter: 90m

Frequency: 50/60 Hz
Cut-out wind speed: 25 m/s Swept area: 6,362 m2

V90 – 3.0 MW 

offshore

Cut-in wind speed: 3.5 m/s Diameter: 90m
Frequency: 50/60 Hz

Cut-out wind speed: 25 m/s Swept area: 6,362 m2

V112 – 3.0 MW
Cut-in wind speed: 3 m/s Diameter: 112m

Frequency: 50/60 Hz
Cut-out wind speed: 25 m/s Swept area: 9,852 m2

V112 – 3.0 MW 

offshore

Cut-in wind speed: 4 m/s Diameter: 112m
Frequency: 50 Hz

Cut-out wind speed: 25 m/s Swept area: 9,852 m2
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Appendix 5 Gamesa 

Source: Gamesa website 
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Appendix 6 Gamesa new organizational formation after strategic shift
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Source: Gamesa website and own contribution 

Gamesa new organizational formation after strategic shift

 

Source: Gamesa Annual Report 2008  
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Some specifics about the Iberdrola agreement:

The initial plan was to establish one 

the European activities. In these joint ventures Gamesa holds a 23 percent stake and IBR a 77 

percent stake in the Spanish venture, whilst Gamesa accounts for 24 percent and IBR for 76 

percent in the European venture. Both parties have committed not to sell their respective 

stakes by 31 December 2010, where after Gamesa and IBR are granted two put options and 

two call options, respectively, with an exercise period running until 31 December 2011.
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Appendix 7 Gamesa Board of Directors overview
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Appendix 8 Gamesa WTGs technical specifications 

 

 
 

Source: Gamesa website 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

WTG type Operational data Rotor Electricity

G52-850 kW
Cut-in wind speed: 4 m/s Diameter: 52m

Frequency: 50/60 Hz
Cut-out wind speed: 28 m/s Swept area: 2,124 m2

G58-850 kW
Cut-in wind speed: 3 m/s Diameter: 58m

Frequency: 50/60 Hz
Cut-out wind speed: 23 m/s Swept area: 2,642 m2

G80-2.0 MW
Cut-in wind speed: 4 m/s Diameter: 80m

Frequency: 50/60 Hz
Cut-out wind speed: 25 m/s Swept area: 5,027 m2

G87 – 2.0 MW
Cut-in wind speed: 4 m/s Diameter: 87m

Frequency: 50/60 Hz
Cut-out wind speed: 25 m/s Swept area: 5,945 m2

G90 – 2.0 MW
Cut-in wind speed: 3 m/s Diameter: 90m

Frequency: 50/60 Hz
Cut-out wind speed: 25 m/s Swept area: 6,362 m2

G128 – 4.5 MW
Cut-in wind speed:     na Diameter: 128m

Frequency: 50/60 Hz
Cut-out wind speed:  na Swept area: 12,868 m2
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Appendix 9 Rearrangement of income statement 

 

EURmn 2005 2006 2007 2008 2009

Revenue 1579 2365 3022 4145 2933

COGS -1059 -1602 -2276 -3055 -2072

Gross profit 520 763 746 1090 861

SGA and other costs -247 -438 -536 -764 -584

EBITDA 273 325 210 326 277

Depreciations -34 -46 -51 -60 -67

EBITA 239 279 159 266 210

Amortisations -12 -17 -26 -34 -32

EBIT 227 262 133 232 178

Finance costs -30 -52 -67 -51 -54

Gain on disposal of non-current assets -2 17 29 -3 -2

Net impairment losses on assets 0 0 0 0 -2

Results of companies accounted for using the equity method 0 0 1 2 2

PBT (continuing operations) 195 227 96 180 122

Tax -15 -29 25 -2 -7

Net profit (continuing operations) 180 198 121 178 115

Profit from discontinued operations -46 113 101 143 0

Net profit 134 311 222 321 115

Minority interest 2 -2 3 2 0

Net profit to shareholders 132 313 219 319 115

Tax shield on interests -10 -11 -11 -16 -17

NOPLAT calculation

EBITA 239 279 159 266 210

Initial tax -15 -29 25 -2 -7

Tax shield -10 -11 -11 -16 -17

Change in deferred taxes 30 12 9 6 29

NOPLAT 244 252 182 254 215

 

Source: Own calculations 
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Appendix 10 Rearrangement of balance sheet 

 

EURmn 2005 2006 2007 2008 2009

Operating assets (OA) 2258 2960 3140 2855 3384

Property, Plant & Equipment (PP&E) 246 301 279 331 418

Operating current assets 2012 2659 2861 2524 2966

Inventories 353 521 702 828 784

Trade and other receivables 1448 1855 1936 1456 1866

Tax receivables 132 165 72 33 169

Working cash 79 118 151 207 147

Non-operating assets (NOA) 1209 743 1225 1918 1529

Goodwill 387 387 387 387 387

Other intanglibles 100 120 132 136 153

Investments accounted for using the equity method 0 0 48 50 52

Non-current financial assets 5 27 20 65 79

Defered tax assets 38 35 111 157 193

Current financial assets 3 29 50 75 11

Excess cash 69 144 477 323 654

Non-current assets held for sale 232 0 0 13 0

Current assets held for sale 375 1 0 712 0

Total assets 3467 3703 4365 4773 4913

Operating liabilities (OL) 855 1621 2159 2401 2098

Operating current liabilities 855 1621 2159 2401 2098

Provisions 70 121 203 253 223

Trade and other payables 785 1500 1956 2148 1875

Debt and its equivalents (D+DE) 1782 953 895 810 1152

Bank borrowings 1204 904 833 466 1084

Derivatives 18 3 7 25 16

Other non-current liabilties 41 44 55 56 52

Non-current liabilities held for sale 212 0 0 150 0

Current liabilities held for sale 307 2 0 113 0

Equity and its equivalents (E+EE) 826 1126 1307 1563 1662

Deferred tax liabilities 30 42 51 57 86

Share capital 41 41 41 41 41

Share premium 155 155 155 155 155

Other reserves and translation differences 490 599 862 1015 1292

Treasury shares -24 -24 -23 -31 -32

Retained earnings 132 313 219 319 115

Non-controlling interests 2 0 2 7 5

Total liabilities and equity 3463 3700 4361 4774 4912

Invested capital (excl. Goodwill) 1403 1339 981 454 1286

Invested capital (incl. Goodwill) 1890 1846 1500 977 1826

Total funds invested 2612 2082 2206 2372 2815

Total funds invested 2608 2079 2202 2373 2814  
 

Source: Own calculations 
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Appendix 11 Derivation of WACC 

 
Source: Own calculations 
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Appendix 12 Analyst estimates 2010e-2014e as input for multiple analysis 

 
 

 

Source: Datastream 

 

 

Revenue growth

2010e 2011e 2012e 2013e 2014e Average

Gamesa (Us) -2,0% 20,0% 15,0% 5,0% 5,0% 8,6%

Gamesa -3,3% 20,5% 9,6% 23,9% 1,5% 10,4%

Vestas 3,2% 19,0% 13,0% 12,8% 12,6% 12,1%

Suzlon -14,6% 12,6% 21,7% 2,5% 13,4% 7,1%

Repower 11,9% 17,7% 18,0% 15,9%

Nordex 14,0% 26,3% 23,2% 5,6% -2,5% 13,3%

Clipper -2,1% -1,6% 32,5% -27,3% 120,4% 24,4%

Goldwind 37,1% 36,1% 31,0% 10,3% 17,6% 26,4%

EBITDA growth

2010e 2011e 2012e 2013e 2014e Average

Gamesa (Us) -1,4% 38,9% 25,5% 13,8% 5,0% 16,3%

Gamesa 33,1% 30,0% 9,4% 22,6% 1,2% 19,3%

Vestas -8,6% 25,7% 5,8% 23,8% 0,3% 9,4%

Suzlon -33,7% 56,8% 36,6% 38,3% 20,2% 23,6%

Repower 8,5% 23,9% 22,4% na na 18,2%

Nordex 3,1% 48,5% 23,2% 22,6% -0,7% 19,3%

Clipper 32,3% 110,2% 245,3% 18,2% na 101,5%

Goldwind 123,6% 21,4% 27,4% 33,1% 22,6% 45,6%

EBITDA margin

2010e 2011e 2012e 2013e 2014e Average

Gamesa (Us) 9,5% 11,0% 12,0% 13,0% 13,0% 11,7%

Gamesa 11,8% 12,7% 12,7% 12,5% 12,5% 12,4%

Vestas 14,3% 15,1% 14,2% 15,6% 13,9% 14,6%

Suzlon 6,5% 9,0% 10,1% 13,7% 14,5% 10,8%

Repower 7,3% 7,7% 8,0% na na 7,7%

Nordex 6,0% 7,1% 7,1% 8,2% 8,4% 7,4%

Clipper -21,4% 2,2% 5,8% 9,4% na -1,0%

Goldwind 19,3% 17,2% 16,7% 20,2% 21,0% 18,9%


