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Abstract 

The purpose of this thesis, is to evaluate whether DONG Energy’s initial public offering in June 2016 

was sold at an attractive price. The world’s biggest offshore wind-park operator sold 17.4 percent of its 

shares at 235 kroner a piece, corresponding to an equity value of DKK 98.2 billion.  

  

The valuation is based on a strategic analysis of DONG Energy as well as an analysis of the historical 

financial performance. The strategic analysis is based on well-known theoretical models such as 

PESTEL, Porter´s Five Forces and the value creating activities are highlighted. The analysis is 

summarized in a SWOT analysis which gives an overview of DONG Energy's strengths, weaknesses, 

opportunities and threats.  

  

The strategic analysis shows that DONG Energy, through its global leadership in the offshore wind 

market, is well advanced in the renewable energy transformation. The significant first-mover advantage 

combined with the integrated business model bodes for strong growth within offshore wind power. In 

addition, it is found that DONG Energy through sale of non-core activities and a unique partnership 

model in Wind Power, has managed to improve the capital structure.   

  

The analysis of the historical financial performance shows that especially 2012, 2013 and 2015 have 

been difficult years for DONG Energy. However, it is noticed that heavy investments have been made 

in new technology. Thus, the outlook for the cash generation are solid, and DONG Energy are well 

positioned to take advantage of the structural change within the utility sector, which going forward will 

result in positive cash flows.  

 

The valuation is executed through the DCF-model which is made from the combined analysis of the 

strategic and financial performance. The estimated equity value of DONG Energy is calculated to be 

DKK 129,5 billion based on numbers available at the end of fiscal year 2015. Compared with the 

offered IPO-price of DKK 98,2 it is concluded that DONG Energy was offered an attractive price with 

a discount of around 30% to the fair value concluded in this thesis.  
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1. Introduction 

Denmark is a center for green energy. If not the main green energy center of the world it is one of the 

centers. Among the leading players of the industry is DONG Energy, whose majority owner is the 

Danish state. If you have followed Danish media over the last years you would know that DONG 

Energy is a company, which has attracted the attention of almost all Danes. The story about DONG 

Energy goes back to the year 2004, where the sitting government agreed upon selling a total share of 

49% of DONG Energy in an initial public offering (IPO). However, for different reasons, the sale was 

never effectuated and nothing happened before October 2013. At that time, it was released that the 

American investment bank Goldman Sachs had won the right to buy a share of the company in terms of 

a capital extension1.  

 

The final deal was settled in the beginning of 2014 and speculations amid the valuation of DONG 

Energy resulted in a media storm, where the involved politicians was investigated thoroughly. Due to 

the media debate about DONG Energy and its involvement with Goldman Sachs, I find it an interesting 

case together with DONG Energy being the most recent IPO on the Danish equity market. I find it 

especially interesting how the valuation of the company has increased as significant as it has in such a 

short time after Goldman Sachs entered. As a student having both finance and strategy I believe a 

valuation is a good fit for my thesis as it is necessary to combine both strategic and financial aspects to 

be able to perform a high-quality valuation. At the same time, it is a great opportunity to strengthen my 

skills within the valuation theories, which has not been touched very deep through my studies. Thus, I 

hope to achieve a stronger knowledge about the accounting area. 

2. Problem Statement 

The objective of this thesis is to determine the fair price of DONG Energy shares at the time of the IPO 

June 2016. The fair price will be determined per relevant theoretical frameworks. At the end, I aim to 

create a solid foundation for an investment decision and to uncover whether the share was accurately 

valued at the time of the IPO.  

                                                 
1 http://www.dongenergy.com/en/about-us/dong-energy-in-brief/history 
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Hence the research objective is to determine:   

 

“What was the fair IPO price of Dong Energy June 2016?” 

 

To answer the research objective, we must first gain insight into the industry, its value drivers, DONG 

Energy’s capability to compete in the market, and the financial performance.   

 

To gain comprehension about these topics and to structure the thesis I will seek to answer the following 

questions: 

  

Industry 

 What characterizes the energy industry? 

 How has the industry developed?  

 

The company 

 What characterizes Dong Energy? 

 How is Dong Energy organized?  

 

Drivers 

 What are the main value drivers of the industry?  

 What macro environmental factors affect Dong Energy? 

 How is DONG Energy’s competitive environment? 

 

Competitive capability 

 How capable is DONG Energy to compete in the market?  

 What are DONG Energy competitive capabilities?  

 How is DONG Energy’s excess value created?  
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Performance 

 How has DONG Energy performed financially? 

 Is DONG Energy financially solid? 

 

Forecasting  

 How will Dong Energys cash flow develop?  

 How will the main value drivers develop? 

 What is Dong Energys future cost of capital?   

 

Valuation 

 What is DONG Energys value according to theory?  

 What share price do the present value models suggest?  

 How do changes in our projections affect the share price?  

3. Methodology 

This section explains the models used in the thesis. The thesis follows the principles of valuation by 

analyzing the company strategic, financial and future estimations to be able to answer the problem 

statement. This overall structure can be seen in the figure below.  

Figure 1: Structure of the thesis (own construction) 
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3.1 Strategic Analysis 

The purpose of the strategic analysis is to identify and assess DONG Energy’s strengths and 

weaknesses as a company compared to its peers, and to assess opportunities and threats on the market 

to be able to assess the future ability to create value for the stockholders of the company. The ability to 

create excess return is a conclusive factor in establishing the final value of DONG Energy. Therefore, a 

strategic analysis is a valuable tool to examine the prerequisites for the budgets. 

 

The most common strategic analysis is the SWOT analysis, where the company’s internal and external 

environment is summed up. However, it is necessary to conduct a deeper analysis of those factors to 

conduct a satisfying SWOT analysis in the end.  

 

In regards to the analysis of the society I find the PESTEL analysis to be the most suitable. The 

PESTEL analysis is assessing the outside worlds influence on DONG Energy’s ability to create excess 

return by focusing on the political, economic, social, technological, environmental and legal conditions 

in the society. The PESTEL model is not without weaknesses, and the most eye catching is the fact that 

the model is backward-looking and thus not used to forecast the future2. Despite this weakness of the 

PESTEL analysis I find it strong enough as a tool to give an overview of the current situation and to 

use it to identify a list of important factors, og which it will be discussed how they will develop in the 

future. Other models to analyze the outside world exists, for example STEP or STEEPLE. Those 

models take starting point in many of the same factors at PESTEL, but are distinguished by a bigger 

weight on social and technological conditions. For a company like DONG Energy, where political 

factors play such an important role, PESTEL it is therefore the best choice. 

 

Besides an analysis of the outside world and the society’s influence on DONG Energy, it is also 

necessary to conduct an analysis of the company’s peers and its industry. For the purpose, I will use 

Porters Five Forces, which assesses five different factors; threat of substitutes, bargaining power of 

suppliers, threat of new entrants, bargaining power of buyers, rivalry of existing competitors3. Again, 

each of the factors will be analyzed on their influence on DONG Energy’s ability to create excess 

                                                 
2 http://pestleanalysis.com/limitations-of-the-pest-analysis/ 
3 Petersen & Plenborg (2012) 
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return. Like the PESTEL analysis Porters Five Forces has been criticized for some weaknesses, and 

when it comes to the Five Forces those are especially the fact, that it does not take any countermoves 

from the competitors into account. Moreover, Porters Five Forces is also criticized to give a very static 

picture of a very dynamic world. I agree that this is a potential problem, but since I am also doing a 

PESTEL model, where potential changes in the business environment is analyzed this problem is 

becoming less important. 

 

After conducting the external part of the company analysis, it is also necessary to do the equivalent of 

the internal factors of DONG Energy. For the purpose, I have chosen to ta take starting point in Porters 

Value Chain model, which is a model that helps to analyze specific activities through which firms can 

create value and competitive advantage. However, this analysis will mainly focus on DONG Energy’s 

biggest value creating activities and resources, while less important stuff will be ignored.  

 

3.2 Financial analysis 

To conduct a precise valuation the quality of the budget is essential. The budget makes the basis for the 

estimated value of the company, and the quality of the valuation is therefore strongly dependent on the 

quality of the budgeting. Accordingly, knowledge obtained from the strategic analysis will be used 

together with historical accounting data, when preparing the budget. For the budget, there will also be 

compiled a profitability analysis, in which relevant figures will be included. The profitability analysis 

will be conducted with starting point in the DuPont-Analysis. The DuPont analysis is a way of 

decomposing and examining the financial ratio return on invested capital (ROIC). ROIC is the overall 

profitability measure for operations. The ratio expresses the return on capital invested in a firm’s net 

operating assets4.  

 

Because of both the strategic analysis and the beginning of the financial analysis and budgeting I will 

have obtained enough information to make a qualified estimate of the valuation of DONG Energy. 

There exist several different valuation models, of which the capital based DCF-model is the most 

common. The DCF-model expresses the present value of the business as a function of its future cash 

                                                 
4 Petersen & Plenborg (2012) 
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earnings capacity. This methodology works on the premise that the value of a business is measured in 

terms of future cash flow streams, discounted to the present time at an appropriate discount rate. The 

appropriate discount rate is found as the Weighted Average cost of capital (WACC), which is the 

weighted average of the costs of all external funding sources for DONG Energy. 

 

However, one could argue that given DONG Energy’s highly complex business model and diverse 

exposure to key business drivers a sum-of-the-parts model would serve as the most relevant guideline 

for assessing the fair value of DONG Energy, since this comprises different valuation methods. While 

NPV-methods might be the best suit for some of the units it might be relevant to apply other models as 

well. Based on the size of this paper I chose not to do so, and hold on to determining the value of 

DONG Energy based on the traditional DCF-method, which is easy understandable. 

 

3.3 Evalutation of sources 

As this thesis is written from an external perspective only public available information is included. The 

sources include reports written by respected professors, industry experts, annual reports and 

information from DONG Energy itself on the company’s webpage. At last it includes several articles 

typically from respected sources such as Bloomberg New Energy Finance. Even though it is possible 

that these sources contain faults and biases I find it unlikely that errors with character to change the 

conclusion could appear.  

 

At last it is important to acknowledge that information written from DONG Energy might be biased as 

DONG Energy has self-interest in presenting data or other information in a fashion favorable to the 

company. For that reason, I find it especially important to read the company’s strategy og income 

targets with a critical eye.  

 

The theories used in this thesis is well known theories in the art of valuation. Those theories are 

considered valid as each one of them are written by acknowledged authors who have been approved 

repeatedly by all major universities and other influential person within the area. 
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 3.4 Assumptions and limitations 

The purpose of this thesis is to answer the research objective, which is to determine the fair value of 

DONG Energy at the time of the IPO. Answering this is an extensive process thus some assumptions 

and limitations are necessary to allow focus on issues related to valuation as well as staying within the 

formal limitations of this master thesis. 

 

 I assume the reader of this thesis has a general understanding of economic and financial theory 

in addition to knowledge of strategic concepts. Therefore, I will only briefly describe models 

and theory applied 

 The thesis has the research objective to determine whether the IPO of DONG Energy was at a 

fair price. Therefore, data available after the IPO is not considered 

 The historical analysis takes a period of 5 years into account. For the valuation reports numbers 

from the year 2011-2015 is considered.  

 DONG Energy is a mix of several business units. Even though the units will be looked at 

separately the valuation in the end will look at DONG Energy as one company without looking 

at the valuation of each of the business areas 

4. Dong Energy at a glance 

The history of the company DONG Energy goes back to the 27th march 1972, where the Danish state 

founded the company under the name Dansk Naturgas A/S. The name was later changed to Dansk Plie 

og Naturgas A/S in 1973 and at last to DONG A/S in 2002. The company was created to be the leader 

for energy related activities in Denmark. Since then, the company has expanded massively through 

organic growth as well as mergers and acquisitions. DONG Energy as we know it today was 

established through six Danish energy companies: DONG, Elsam, Energi E2, Nesa, Københavns 

Energi and Frederiksberg Forsyning. Since then DONG Energy has grown into one of the leading 

energy utility groups in Northern Europe with around 6,500 employees and a strong presence in 

renewable energy thanks to its offshore wind projects. DONG Energy’s key business areas include 

production of power and heat generation from offshore wind farms and power stations, both fossil and 

biomass, distribution and sales to residential and business customers and markets operation, which is 
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the road to the market. In addition, DONG Energy produces oil and natural gas from fields in the 

United Kingdom, Denmark and Norway. Everything summed up DONG Energy ends up with four 

business units: Wind Power, Bioenergy & Thermal Power, Distribution & Customer Solutions and Oil 

& Gas. 

 

4.1 Financial overview 

To get an understanding of the how different business units contributes to the overall financial health of 

DONG Energy it is interesting to look at both the turnover as well as the EBITDA for the different 

business units.  

 

  

Figure 2: Revenue for business units, Source: Company Data 

 

The figure shows that around 70% of the total group revenue comes from Distribution & Customer 

Solutions, while the three remaining business units contributes with smaller revenues. However, it is 

interesting to discover how Wind Power has had a remarkable growth of almost 300% between the 

years 2011 and 2015. This has led to the division growing from being the smallest division in 2011 to 

the second largest division in 2015. For comparison, the revenue in Thermal Power has fallen to less 

than the half in the same period, while Oil & Gas has grown 22%. The movements have also had a 

positive effect on the company where the revenue has grown 25% in the period. All together the 

movements are a clear picture of a change in electrical power generation from thermal power to 

renewable energy and in the case of DONG Energy wind power. 
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After looking at the revenue numbers it is relevant to see how each division contributes to the earnings 

of the company and how it has developed.  

 

 

Figure 3: EBITDA for business units, Source: Company Data 

 

Despite the considerable share of the revenue is placed in Distribution & Customer Solutions it is seen 

that the income in DONG Energy was primarily earned within Wind Power and Oil & Gas in 2015. 

This tendency is relatively new as Customers and Markets just a few years ago accounted for a much 

larger share of the EBITDA. The change is primarily due to decreasing energy prices. Once again the 

movements show that the development is going towards renewable energy and away from thermal 

power. On top of that you can read the strategy of DONG Energy through the numbers, as the company 

seeks to lift income within Oil & Gas to finance the growth of Wind Power. This strategy will be 

discussed more thoroughly in the following paragraph. 

 

4.2 DONG Energy’s strategy 

DONG Energy is like any other company within the energy sector challenged by CO2-emmisions from 

traditional energy production. DONG Energy is committed to transferring the business to a more 

renewable solution, while they want to produce more energy at the same time. DONG Energy has 

defined a 2020 strategy to address the current paradigm shift in the global energy sector. Based on 
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specific objectives, management will ensure the generation of shareholder value while maintaining safe 

and sustainable business development and tackling the global need for green energy supply. 

The company seeks to create profitable growth and taking a leading position in the industry’s green 

transformation. While DONG Energy reported Return on Capital Employed (ROCE) of 10,1% in 2015, 

the outlook for higher income and solid cash flow generation should ensure increased ROCE for the 

future reaching the company target of 12% to 14% in the period from 2017 through 2020 (including 

ROCE for Wind Power of 13% to 15%)5. 

 

DONG Energy is targeting a reduction in the cost of energy by 35-40% from 2012-2020 to develop 

economically viable energy systems. Larger wind turbines as well as the expansion and development of 

the supplier base are essential to reducing costs. Through offshore construction and converting thermal 

power stations to biomass, DONG Energy aims to achieve the greatest reduction in carbon emissions 

among European peers by 2020. 

 

For Distribution & Costumer Solutions, customer satisfactory is an important business driver, which 

DONG Energy is recurrently seeking to lift to promote customer loyalty. DONG Energy aims to 

improve customer perception by focusing on the best customer solutions and customer experience in its 

distribution and sales activities, as well as reducing their total electricity bill. 

 

By constant focus on safety DONG Energy has not had any fatal accidents since 2012, and the 

company aims to continue developing a safe environment and ensuring a good place to work to 

maintain a low shift in employees and avoiding large bills from accidents. 

 

4.3 Ownership Structure 

Before the IPO the Danish state was a majority owner holding 58,76% of the company. Other large 

stockholders holding above 10% are NEI, SEAS-NVE Holding while ATP has just below 5%. After 

the IPO, the Danish state is still a majority owner holder around 50,5% of the stocks. 

 

                                                 
5 http://www.dongenergy.com/en/investors/targets-outlook/financial-targets-and-policies 
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Figure 4: Ownership structure before IPO (Source: Own construction/Company Data) 

 

The fact that DONG Energy is the majority owner of DONG Energy should be positive from investors 

point of view as it gives certain securities in terms of stability as well as control over the home market, 

where it seems unlikely that the state will not have its own company in mind when it comes to 

changing laws in an unfavorable way for DONG Energy.  

 

4.4 The Business Units 

Wind Power 

Wind Power develops, builds and operates wind farms in Northern Europe. It is responsible for one 

quarter of the total offshore wind capacity, and five million Europeans receive clean electricity from 

DONG Energy’s offshore wind farms. Offshore wind is DONG Energy’s most important and largest 

growth machine within DONG Energy. The business unit has been a pioneer for green energy since it 

was introduced during the 1990s in Denmark and has now established a position as global market 

leader6. Together with the experiences from building 22 offshore wind farms, which by the end of 2015 

was equal to 26% of the worlds installed capacity, DONG Energy Wind Power has obtained a unique 

in-house expertise. 

                                                 
6 http://www.dongenergy.com/en/our-business/wind-power 
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Figure 5: Market overview in Wind Power, Source: Company Data 

 

The Wind Power unit consisted of 2,351 full-time employees at the end of 2015, making it the largest 

offshore wind organization in the market and almost four times the size of the second-largest offshore 

wind organization, which is Vattenfall, with just above 600 full-time employees7. While DONG Energy 

has a full set of in-house skills in each part of the value chain, most of the competitors either lack some 

skills or have these outside their own organization. This leaves others companies dependent on 

decisions taken by other companies when they execute a project.  

 

The primary strategic target for the Wind Power division is to reduce productions costs. A cost 

reduction in wind power is crucial to make wind power less dependent on governmental support and 

make it profitable as a long-term energy technology.  

 

Bioenergy & Thermal Power 

Bioenergy & Thermal Power is a part of the Danish utility business. The unit is the largest producer of 

both heat and electricity in Denmark and is employing around 800 people full-time. The main activity 

is production and sale of district heating, electricity and systemic services in the Danish and North 

European market. While the legacy of the Bioenergy and Thermal Power division is in it classic fossil 

power and heat production, DONG Energy is currently transforming and converting the conventional 

                                                 
7 http://www.windpowerengineering.com/featured/business-news-projects/growth-wind-power-creates-130-new-jobs-

vattenfall/ 
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utilities into biomass facing worsened market conditions on the conventional electricity markets. The 

worsening market conditions is especially due to the growth of green energy supply, which has put 

pressure on electricity prices. To meet the new conditions several non-core activities have been sold, 

and as mentioned above a transformation program where fossil energy is replaced with sustainable 

biomass, is ongoing. The transformation will lower DONG Energy’s exposure to the volatile 

commodity prices and thus create a more regulated and resilient business model, where income from 

district heating grows while electricity is becoming less important. The bioconversion program also 

causes Bioenergy & Thermal Power to be one of the primary contributors to reach Denmark’s C02-

emmision goals for 20208. 

 

Distribution & Customer Solutions 

Distribution & Customer Solution conducts of the following activities:  

 

Distribution owns, runs and maintains DONG Energy’s entire electric and gas distribution network in 

Denmark as well as the oil pipeline from the North Sea to Fredericia. Recently DONG Energy agreed 

to sell all gas activities to Energinet.dk9. Even after the sale Distribution is the key activity within the 

business unit from a financial perspective. The Distribution business generates around three quarters of 

the income in the entire Distribution & Customer Solution unit. This is even though the business only 

represents customers around Greater Copenhagen Area, however it still serves around 30% of the 

Danish population10. 

 

Sales is the direct link between Dong Energy and the customers. Sales serves customers in Denmark, 

Sweden, Germany and the United Kingdom with sale of DONG Energy’s entire product portfolio. The 

primary task for Sales is to maintain satisfied customers and to reduce costs related to everything else 

than production and distribution of energy.  

 

                                                 
8 http://www.dongenergy.com/da/vores-forretning/bioenergy-thermal-power 
9 http://www.dongenergy.com/da/presse/nyhedsrum/koncernmeddelelser-detaljer?omxid=1305024 
10 www.energinet.dk 
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Markets executes group hedging and sells produced energy to the market, for DONG Energy as well 

as third parties. Besides in-house trading, origination and portfolio management competencies, Markets 

manages a diversified portfolio across commodities and markets. Overall risks are a natural part of 

dealing with energy but Markets role is to minimize this factor through effective risk management. 

Therefore, DONG Energy’s board mandates a minimum hedging requirement, which Markets must 

operate under, which is 75% hedging in one year, 50% in year two and 25% in year three. However, 

the actual hedging levels can be even higher.  

 

Oil & Gas 

Oil & Gas deals with production, expansion and investigation in Denmark, Norway and the United 

Kingdom. Now DONG Energy, has partly ownership in 66 licenses of which 13 is in production and 

additional 4 is under development. The remaining is in different states of investigation of data. Now Oil 

& Gas is undergoing changes after the last year’s dramatic decline in oil prices. DONG Energy’s 

reviewed strategy announced on January 26 this year, indicates that Oil & Gas in the future will be 

focusing on meeting the global energy demand. Thus, the key focus will be on developing its green 

activities and renewable energy supply. With the robust portfolio in hand DONG Energy intends to 

utilize its exposure to fossil energy production to finance the expansion in green energy, particularly 

the offshore wind power segment. Hence an action plan has been launched to adjust the Oil & Gas 

business to increased focus on cash generation, and the company will be taking a conservative 

approach to new investments and exploration activities, with the outcome that the cash flows from Oil 

& Gas shall support the expansion and investments in green energy to further reinforce DONG 

Energy’s position as a global leader in renewables. The outline of the Oil & Gas business is, according 

to the company, not dependent on the future development in oil and gas prices, and cash generation in 

and monetizing of the current asset base will be the absolute focus11.  

 

As Oil & Gas is not a part of the long-term strategy of the company the business should not be 

expected to be part of DONG Energy in the long term. Most of DONG Energy’s assets in Oil & Gas 

                                                 
11 http://www.dongenergy.com/en/our-business/oil-gas 
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have around 15 years of remaining lifespan per the industry experts’ estimates12, and with no further re-

investments this is likely to be the end of Oil & Gas in Dong Energy.  

5. Industry description – a green future 

In recent years, the overall international consensus regarding climate changes caused by emissions 

from greenhouse gases has contributed to promote the development of renewable energy technologies. 

The growing environmental consciousness among governments and populations overall has led to 

international and national policies, which supports the conversion to low emission production 

techniques of electricity. 

 

5.1 International politics 

On international level the transformation really begun with the Kyoto protocol13 in 2005, which set 

international frames for emissions of greenhouse gases. The Kyoto-protocol gave binding targets for 37 

countries as well as the European Union. In a five-year period running from 2008-2012 the target for 

those countries was to reduce the emissions of greenhouse gases with 5% for non EU-countries and 8% 

for EU-countries.  

 

More recently UN’s climate convention in Paris 2015 (COP21)14 resulted in 195 countries signing a 

global climate agreement, which sets a new action plan for fighting climate changes. The Paris-

agreement, which is set to take effect in 2020, has the following targets: 

 

 Keep the average temperature increase down. The target is 2 degrees Celsius from now, but 

countries are encouraged to keep the increase down to 1,5 degrees Celsius 

 Sets binding obligations for every party of the deal to set national targets for their contributions 

in the fight against climate changes at follow national targets 

 Every party shall continuously report their progress in regards to the national contributions and 

have it evaluated on an international level 

                                                 
12 http://www.danskebank.fi/PDF/Joukkolainat/XS0943371194.pdf 
13 http://unfccc.int/kyoto_protocol/items/2830.php 
14 http://www.cop21.gouv.fr/en/ 
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 All parties shall report new national targets for their contribution every five years. Those 

contributions are expected to make a progress compared to the contribution of previous years. 

 

5.2 European politics 

Besides being a part of the agreements, which was described above, the European Union is also doing 

its own initiatives to improve the environmental friendliness of energy production. After the Kyoto-

protocol in 2005 the European United adopted the 2020-energy strategy15 in 2010. This strategy is also 

known as the 20-20-20-plan, which appoints EU’s energy priorities from the making of the plan up till 

2020. The stated targets are not later than 2020 to: 

 

 Reduce greenhouse gases by 20% compared with the levels of 1990 

 Increase the share of renewable energy in the composition of the energy production to at least 

20% of the total consumption 

 Improve energy effectivity by at least 20% compared with the levels of 2005 

 

To meet the target EU’s member states has implemented a list of national policies and laws to increase 

the share of renewable energy, hereunder Wind Power, which we already know is of large interest for 

DONG Energy.  

 

Later the EU-countries agreed on the 2030-frame for climate and energy. The deal was settled in 2014 

and contains targets with regards to the climate changes for the period 2020 to 2030. The purpose with 

the guidelines is to achieve a sustainable energy system, which fulfils EU’s long term target of 

reducing emissions of greenhouse gases by 80-95% compared with the levels of 1990. The 2030-

targets includes the emissions of greenhouse gases are to be reduced by 40% compared to the levels of 

1990 and that renewable energy should constitute 27% of the final energy consumption. However, it is 

worth noticing that the 2030-plan is guidelines, which contrasts with the binding 2020-plan. 

 

                                                 
15 http://ec.europa.eu/clima/policies/strategies/2020/index_en.htm 
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5.3 Country specific targets 

To implement the 20-20-20-plan and to live up to the binding national targets for renewable energy the 

member states of the European Union has begun to adopt policies, which promote development and 

construction of production capacity for renewable energy. With regards to DONG Energy it will be 

interesting to look at some of the countries where the Wind Power division has its largest activities.  

 

Denmark 

The most interesting thing in Denmark looking from DONG Energy’s point of view is the 2012-energy 

agreement16. The agreement contains a target of installing another 1.000 MW of wind power in 

Denmark from 2012 to 2021, which also means that around half of Denmark’s energy production 

should come from renewable energy by 2020. At the same time an energy commission is working with 

the goals for the period 2020 to 2030. The results have not been published jet, but the fact that a 

commission is working on it shows that Denmark is very serious about its front position within 

renewable energy. 

 

Great Britain 

Great Britain is among the pioneers in renewable energy. To show it Promotion of the Use of Energy 

from Renewable Sources Regulations17 (PUERSR) was promulgated in 2011. PUERSR dictates that 

15% of the energy consumption in Great Britain should come from renewable energy in 2020. By the 

end of 2015 it was decided that further 10 GW of wind power capacity should be installed after 2020. 

The intention was confirmed by March, where the finance law for 2016 was released. For the year GBP 

730 million has been allocated to wind power. With a price of around DKK 1,5 million/MW this 

corresponds to around 4 GW. 

 

With regards to Great Britain it is worth noticing the recent development with BREXIT as well as a 

new government. The government did close the Department of Energy & Climate Change and 

                                                 
16 http://www.efkm.dk/sites/kebmin.dk/files/klima-energi-bygningspolitik/dansk-klima-energi-

bygningspolitik/energiaftale/Aftale%2022-03-2012%20FINAL.doc.pdf 
17 http://ec.europa.eu/eurostat/statistics-explained/index.php/Energy_from_renewable_sources 
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reshuffled it to a new department with focus in several other things as well. However, this happened 

after the IPO was settled and is therefore not considered in this thesis.  

 

Germany 

Germanys most interesting policy from a wind power perspective is the policy named 

Ausbaukorridor18, which can be translated as the development corridor. More interesting it consist of 

capacity volumes, which sets the targets for the expansion of wind power. No later than 2020 the 

expansion of wind power should be of 7,7 GW and 15 GW by 2030. Every year capacity volumes, 

which corresponds to this target will be offered. Besides that, Germany has the following official 

targets: 

 

 18% of the gross energy* consumption should origin from renewable energy 

 37% of the final energy* consumption should origin from renewable energy 

 

* Gross energy consumption is the total energy demand of a country or region. It represents the 

quantity of energy necessary to satisfy consumption of the geographical entity under consideration. 

Final energy consumption is the total energy consumed by end users, such as households, industry and 

agriculture. It is the energy which reaches the final consumer's door and excludes that which is used by 

the energy sector itself to produce the energy19. 

 

United States 

United States has for several years acted as a pioneer within wind energy, and hereby acts as one of the 

closest allied with the Danish state within this area. Even though DONG Energy until now have had no 

activity in the United States the financial center of the world must be considered as a market driver 

with power, which cannot be compared with any other country.  

 

                                                 
18 http://www.derenergieblog.de/tag/ausbaukorridor/ 
19 http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:Gross_inland_energy_consumption 
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The most recent plan is the Climate Action Plan20, which was introduced in 2013. The plan is to install 

10GW of renewable energy on public property as well as another 3GW on military property. On top of 

that a revised plan is currently undergoing judicial review. The revised plan contains expanded targets 

and reductions of the electric sectors emission limits.   

 

In recognition of the common interest of Denmark and the United States with regards to the 

development of wind power as a clean and sustainable energy source the countries has signed an intent 

regarding offshore energy projects. The American Bureau of Ocean Energy Management will 

collaborate with Danish authorities in sharing of knowledge in the development of wind power. This 

might increase a Danish company’s odds for being chosen as a partner on a project.  

 

Asia 

Among Asian countries green energy has also made its presence. Among the leaders is China, Japan 

and Taiwan, which all has introduced plans for improving renewable energy and for both countries it 

has been adopted to install large numbers of GW in both wind capacity and other sources of renewable 

energy21. 

 

5.4 Advantages of wind power 

Scale is a key success factor in developing offshore wind projects, as a learning curve and experience, 

which are important when delivering projects on time and on budget, but also scalable technology is an 

important cost element.  

 

Offshore wind has the benefit of scalable build-out. Unlike other renewable technologies, it is easier to 

find offshore wind sites for large projects. This is a clear advantage, as many of the traditional nuclear 

and coal power plants, which are expected to retire in Europe over the next decade are typically large 

scale production sites. This makes offshore wind an attractive technology.  

                                                 
20 https://www.whitehouse.gov/the-press-office/2013/06/25/fact-sheet-president-obama-s-climate-action-plan 
21 Bloomberg New Energy Finance (2016) 
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While the typical size of an installation for wind parks on land or solar power plants is between 10-20 

MW, we have seen technological improvements, which has led to the approval of wind power plants 

with capacity as large as 1.200 MW. For example, DONG Energy’s own project Hornsea 1, which will 

have a capacity of exactly 1.200 MW.  

 

Furthermore, Wind Power has on average larger load factor (less exploited capacity) than electricity 

production from windmills on land and solar power plants. The load factor is the proportion between 

the realized production of electricity in each period and the potential capacity which is possible22. 

 

 

Figure 6: Load Factors for different energy sources. Source: Bloomberg New Energy Finance 

 

As the figure shows wind power is an effective way of creating energy. That is because in production 

there will always be a loss on energy compared to the mathematical maximum capacity. 

 

Potential for new markets 

Offshore wind power until now is primary concentrated on the market of Northwestern Europe, where 

advantageous conditions for wind and the seabed are present. This supports a significant growth within 

the industry. Parallel and as a natural consequence of the successful markets in the above-mentioned 

area the industry has started to look for new possibilities, i.e. new markets in other parts of the world, 

where conditions might be equally attractive. According to market experts23 there are significant 

potential in both United States and Asia, particular in China, Japan in Taiwan.  

                                                 
22 https://www.worldenergy.org/wp-

content/uploads/2013/09/WEC_J1143_CostofTECHNOLOGIES_021013_WEB_Final.pdf 
23 Bloomberg New Energy Finance (2016) 
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Potential cost reductions 

Production costs of power from wind is normally defined as Levelized Cost of Electricity (LCoE)24. 

LCoE makes it possible to follow the evolution of price and effectiveness within different productions 

technologies.  

 

As illustrated below LCoE measures the costs at different production methods over the assets lifetime 

including costs of development, construction, operation and dismantling. 

 

 

Figure 7: Levelized Cost of Electricity, Source: Own production  

 

In recent years LCoE for offshore wind power has been significantly higher than LCoE for the most 

competing technologies. It has led to ongoing public debate about the profitability of wind power. This 

has caused the developers of wind power plants to focus on cost reductions to secure the technology’s 

competitiveness in the long run.  

 

Because of the scalability it can be assumed that wind power has a significant potential for cost 

reductions. The assumption is based on the fact that costs associated with power generation will 

decrease because of the installed capacity.  

 

Thus, there are several reasons to believe cost reductions over time will happen faster than the 

competing more mature technologies. Offshore wind is at the start of the learning curve and should 

have great potential to reduce its LCoE. This industry has only existed in something like 25 years and 

is still in its infancy. Based on around 12.5 GW in operation on the market, the total installed offshore 

                                                 
24 http://energy.gov/sites/prod/files/2015/08/f25/LCOE.pdf 
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wind power capacity is tiny with what has been installed for fossil fuels, which is around 3.500 GW 

according to market estimates25. It is understandable why the accumulated experience in the offshore 

wind industry cannot yet match the experiences gained in the fossil industries.   

 

The cost reductions are expected from larger installations (size of the plants as well as increasing size 

of the wind mills), better wind conditions on the chosen sites as well as the classic learning by doing. 

As previously mentioned, increased production from larger installations offers the largest opportunity 

to improve LCoE. A larger rotor size increases production significantly, and looking at the 

development those are expected so see major growth going forward.  

 

This is among others based on DONG Energy’s most recent framework agreement with Siemens for 

the supply of 300 offshore wind turbines each with a capacity of 6 MW, providing a total capacity of 

1,800 MW. Each unit produces more electricity than other offshore wind turbines. These offshore wind 

turbines will be capable of supplying electricity to meet the annual consumption of more than 1.5 

million households and they are an important step towards growing the industry and making wind 

energy from offshore wind turbines more competitive26. Accordingly, the improvements have already 

led to a significant drop in productions costs of wind power but the absolute cost from this technology 

is still higher than the traditional technologies on land.  

 

However, the wind industry has successfully driven down costs in onshore wind. Data from Bloomberg 

New Energy finance proves that the cost of energy from onshore wind has come down by more than 

40% since the beginning of the technology, and as mentioned above it has happened while the installed 

capacity has increased27.  

 

Limited visual influence 

While land based sources of renewable energy are facing growing resistance due to the visual and 

noise-related influence, wind power plants are characterized by having limited influence on population 

                                                 
25 https://www.worldenergy.org/wp-content/uploads/2016/10/WECJ4713_Resources_ShortReport_.pdf 
26 http://www.dongenergy.com/en/our-business/wind-power/what-we-do 
27 https://about.bnef.com/landing-pages/future-cost-onshore-wind/ 
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or landscape. In the future, where the distance to the coastline is expected to grow the visual impact 

from land will be even less.  

6. Strategic Analysis   

To make sound forecasts one must first gain insight into what factors influence the energy industry. For 

that reason, it is important to gain comprehension about the underlying drivers of these factors to 

forecasts the development in the supply, demand, price, and costs. For this purpose, I will as previously 

stated apply the PESTEL-framework to map macro environmental factors and Porter´s Five Forces to 

map competitive environment forces. Everything is done to assess the future income of DONG Energy 

and to secure a high validity of the budgeting. 

 

6.1 PESTEL-analysis 

As an energy utility company, DONG Energy is exposed to global economic growth and market 

conditions, including interest rates. Furthermore, regulations and policies – for example renewable 

subsidies – will play a central role in fueling the paradigm shift towards the green energy supply that 

DONG Energy is well positioned to grasp. As the company develops, constructs, owns and operates 

facilities for the production and sale of oil, gas, power and heat, it is exposed to developments in 

energy prices, such as electricity and oil prices.  

 

Politics 

DONG Energy is highly complex organization with exposure to several markets both geographically 

and divided by sectors. As discussed in the previous section there are multiple factors behind the 

ongoing paradigm shift in the utilities and power supply industries. Here it was also stated how 

political pressure on the decarbonization of the power mix has been a key driver thanks to attractive 

subsidies. The broad political support for reducing emissions and driving the development of 

sustainable energy is underpinned by the outcomes of the political conferences such as COP21 in Paris 

as well as all the EU-member’s action plans to meet the targets for energy in 2020. 
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Apart from its Wind Power and Oil & Gas activities, DONG Energy operates as a classic utility 

business, from heat production and power distribution to sales and markets activities. The utility 

activities enjoy a market-leading position on the Danish market, where DONG Energy was founded 

and still enjoys the benefits of being state owned.  

 

The distribution activities, which are the key part of the division from a financial perspective are highly 

regulated. The market is regulated by Elforsyningsloven28, which has the purpose to secure that the 

utility supply lives up to a high security, the economy of the society, environment and protection of the 

consumers. The law regulates the production, transport, trading and delivery of electricity, which is 

exactly what DONG Energy is working within. Danish utility companies are responsible for, within the 

area they operate, transporting electricity and to measure the consumption. The distribution companies 

are also responsible for insuring that the consumers obtain a certain amount of energy savings every 

year. According to the law everyone has also the right to, against payment, obtain access to the 

distribution network, where the payments are regulated and has to be fair and average.  

 

On the sales side the Danish utility market was fully liberated in 2003, where all customers obtained 

the right to independently choose provider of electricity. The provider bills the customer and will 

normally be the customers possible contact if anything happens. The regulation also applies for the 

earnings related to utility production.  

 

Economic factors 

Given the company’s scale and global presence, the general global economic development, especially 

in Europe, affects its underlying financial performance. DONG Energy is exposed to the development 

in energy prices, as well as the impact from currency movements and interest rate levels. Fluctuations 

could affect the performance of all four business units. However, it is worth noticing that DONG 

Energy’s board of director’s mandates hedging of 75% and 50% respectively in one and two years’ 

time for the exposure of DONG Energy’s power production and Oil & Gas production. Anyway, it is 

important to understand the features of hedging. It can be used to mitigate the consequences of short 

                                                 
28 http://www.energianke.dk/EnergiankeSilo/Hvad-siger-

loven/Elforsyningslov?tc=5708C1887560474EA09AC93C83479058 
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term fluctuations on for example commodity prices but when reissuing the hedging contracts those will 

take starting points in new price levels, which can be either more or less advantageous for the hedger. 

Summing every economic factor, which affects DONG Energy, we end up having an unmanageable 

long list but cutting it to the bone will leave us with the most important factors besides the general 

economic development: the commodities oil, gas and electricity, interest rates and GBP/DKK. 

 

Energy Prices 

In the past five to six years, the European utility sector’s financial performance has been hurt by 

macroeconomic issues caused by the economic recession and low growth in Europe and weak 

commodity prices. As DONG Energy develops, constructs, owns and operates facilities for the 

production and sale of oil, gas, power and heat the company is no different. It is exposed to the 

development in energy prices, ie electricity and oil prices in particular.  

 

Oil is still among the world’s most important energy sources, and still represents the greatest share of 

the global demand of energy. Oil is traded in the open market and the price is determined according to 

supply and demand. The two most important types of oil, which are traded on the market, are Western 

Texas Intemediate (WTI) and Brent. WTI originates from the United States while Brent originates from 

the North Sea, and those two types of oil are typically used as benchmark for oil prices. 

 

 

 

Figure 8: Oil Price, Source: FactSet  
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As seen on the figure above the price on oil is volatile and major fluctuations has been recorded over 

time. The price is naturally determined by supply and demand, but those factors are strongly influenced 

by geopolitical factors such as wars and other unrest. The background for the high levels until year 

2008 was growing demand from emerging markets such as Brazil, China and India, which all 

experienced tremendous growth in the years before. The same period was influenced by repeatedly 

wars and geopolitical problems among oil producing countries, which made the price skyrocket due to 

less supply as well as the fear from even lesser supply. In late 2008 the oil price suffered together with 

the financial crisis which hit broadly among industrialized countries putting pressure on the entire 

production activity and led to lower demand for energy sources, hereunder oil. In the period after the 

financial crisis the oil price recorded new price hikes helped by continuously geopolitical issues and 

strong supply control from the oil producing countries in the middle east.  

 

The last year the price on oil has decreased significant, and the average price in 2015 was around half 

of the average price just one year before. The significant decline has mainly happened due to four 

circumstances:  

 

 The demand for oil is not as strong as it used to be, due to the large economies (especially 

China) slowing growth 

 Geopolitical problems in the middle east has surprisingly not led to lower oil production 

 United States and other countries outside OPEC has produced an increased amount of oil, 

which among others had led United States importing significantly less oil than before the 

production hike 

 Stronger Dollar which has put pressure on the oil prices, which are listed in USD 

 

Those facts have led to an oversupply of oil. And opposite previous years OPEC has chosen to take up 

the fight against for example United States by not decreasing the production. At the current levels, 

there is reason to believe we have seen the bottom of the cycle. We have seen spot prices rebounding 

from the lows at USD 28 per barrel in January to around USD 50 per barrel now, while we have seen 

some more positive sentiment on the market, driven by expectations of a production deal.  
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While I acknowledge the various swing factors, I argue that the current market balance is more 

favorable for oil producers, ie oil prices. Looking at the oil futures for 2020 trading slightly below USD 

55 per barrel there is reason to believe a limited pick up in prices and more stable oil price development 

looking ahead.  

 

Electricity 

The expansion in renewable energy production has brought oversupply for and low prices for fossil 

energy production such as electricity. Low oil and gas prices are also putting pressure on the industry. 

To illustrate the disrupted market situation for the traditional utility companies in Europe there were 20 

days when German power producers actually paid customers to receive electricity in 2015. From EUR 

65 per MWH in 2008 the average in 2015 was EUR 23 per MWH. However, for most DONG Energy 

Wind Power’s operational assets the power price has been secured by long-term subsidy schemes. This 

means that their exposure to market prices on power is limited compared to peers. 

 

In North Western Europe climate changes also influence the demand for electricity. The summer 

months from April to September are typically smaller and year-over-year differences in the hardness 

and length of the winter influences the demand for electricity. The low prices on electricity underpins 

the importance of improving costs efficiency for the future supply. 

 

Gas 

In line with other energy commodity prices, particularly Brent, there has been a negative trend in gas 

prices in Europe. From a peak of close to EUR 65 per MWH the current spot rates is hovering around 

EUR 12 per MWH and with gas futures for 2017-18 trading around EUR 16 per MWH29. Like 

electricity prices gas prices are also influenced by weather conditions in Northern Europe. However, it 

is worth noticing that the prices in Denmark are regulated. 

 

                                                 
29 Data from Bloomberg 
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Currencies 

Given DONG Energy’s international activities, there is financial risk related to exchange rate 

fluctuations. Its significant investment in offshore wind farms in the United Kingdom mean 

fluctuations in the GBP against DKK/EUR constitute a strategic risk for DONG Energy with most 

DONG Energy’s growth story linked to the before mentioned wind farms. This risk was underpinned at 

the EU Referendum on 23 June, which resulted in BREXIT.   

 

Sociocultural Factors 

The sociocultural factors have less influence on DONG Energy than the factors discussed above, 

despite the society’s approach to environmental impact and consumer’s lifestyle, might impact DONG 

Energy’s business and future earnings potential. 

 

Even though there is a large focus on energy savings throughout the world, people will need electricity, 

heat and power regardless of their best intentions. Energy is something necessary for almost everybody 

in the modern society. Energy is needed in computers, smartphones, cars, heating of houses and the list 

continues. Thus, the trend of people depending more and more of energy will still hold the 

consumption running and the demand for energy will always be there, why focus will be on the 

environmental friendliness of the consumed energy. 

 

The increasing focus on environmental friendly energy in society is also a major focus point in DONG 

Energy. This is clearly visible in the 2020-strategy, where the company has emission reductions on the 

top of the priority list by increasing production of energy from wind, using biomass instead of coal on 

the power plants and to secure energy savings for the Danish customers. Furthermore, DONG Energy 

has launched several projects to counter these tendencies and to help the Danish customers with 

obtaining savings on the energy account. For private customers DONG Energy has for example 

introduced the possibility to have an energy check of the home and electronic management of the 

heating consumption. On the company side DONG Energy is, as previously mentioned, on an 

increasing frequency entering climate partnerships with clients, where DONG Energy assists in 

reducing energy consumption and strengthening the CSR-profile of the clients. 
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It is natural that the focus on green energy is important for DONG Energy, which has set all sails in to 

meet exactly that demand in the future. However, it is not considered as a risk as it is reasonable to 

assume that the strong focus on environmental friendly energy will continue throughout the world, and 

especially in the developed world where DONG Energy has its activities. With DONG Energy being a 

pioneer within renewable energy the company is well positioned to capture the paradigm shift. DONG 

Energy has already transformed itself from a coal-intensive utility provider to a leader in the 

development of renewable energy.  

 

Another important factor for DONG Energy is the ability to attract the necessary employees. DONG 

Energy is a knowledge heavy company, which covers a broad line of activities. To obtain better 

execution of the projects and better exploitation of the energy the company will need some of the best 

engineers, mathematicians, physicians and other highly educated people to maintain a technological 

leadership. DONG Energy will also need strong economic educated people both to keep track on costs, 

execution of project as well as hedging and trading in the markets division. The latter is important to 

mitigate some of the macroeconomic risks such as interest, currencies and oil price risk.  

 

Technological factors 

The technological development is a major factor in most industries today. The utility sector is no 

exception and therefore technology is also an important factor for DONG Energy. The technology is 

important compared to other players on the market and is a substantial economic post, while 

investments in technological development is crucial to maintain the competitiveness to other companies 

in the market. However, DONG Energy is not only meeting continuous competition from other 

companies but also from other energy sources, which still are cheaper than renewable energy. 

 

As mentioned several times the utility sector is seeing a paradigm shift towards renewable energy, 

supported by subsidies and other advantageous arrangements supporting the expansion of green energy 

sources. However, costs for wind power has been significantly higher than for the most competing 

technologies. To address this issue utility companies are forced to focus on cost reductions to secure 

the technology’s competitiveness in the long run. DONG Energy aims to reduce the cost of wind power 

generated by offshore to EUR 100 per MWH, which as mentioned would imply a reduction of 35-40% 
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of 2012 levels. The target can only be reached with large investment in technology, which allows larger 

wind rotor sizes and well as power plants, which has previously been stated as necessary. Other 

potential improvements are the ability to build on deeper water where winds are stronger and to 

improve the utilization of the wind. The other energy sources are no different with for example the 

change from thermal power to biomass. In the end, it all comes to together to technology being an 

essential factor in ensuring the future competitiveness for DONG Energy. 

 

Environmental factors 

As previously mentioned there is large will to increase the share of renewable energy among 

governments in Denmark and the rest of the world. In chapter 5 it was discussed how the countries of 

the western world has obliged to reduce emission continuously over the coming years. To give a brief 

summarize og the main points of the targets one can mention the Kyoto agreement in 2005, which 

started the shift towards renewable energy. After the Kyoto-protocol in 2005 the European United 

adopted the 2020-energy strategy in 2010. Later the EU-countries agreed on the 2030-frame for climate 

and energy. The deal was settled in 2014 and contains targets with regards to the climate changes for 

the period 2020 to 2030. The purpose with the guidelines is to achieve a sustainable energy system, 

which fulfils EU’s long term target of reducing emissions of greenhouse gases by 80-95% compared 

with the levels of 1990. 

  

DONG Energy has a central role in the transformation towards a greener society. As an energy 

provider, DONG Energy carries responsibility for reducing CO2 emissions and DONG Energy has 

already addresses the demand by implementing the 2020-strategy focusing on renewable energy 

through investments in offshore wind power and the shift from thermal power towards fossil fuels. In 

general, the environment and society are top priorities in the way DONG Energy is doing business. On 

top of that DONG Energy provides advisory service on how corporate clients can improve energy 

consumption to strengthen the CSR profiles of the companies. This not only benefits the environment 

but could also leads to lower energy costs and possibilities of investing in greener energy solutions in 

the future.  
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Another environmental factor is the fact that the world reserves of fossil fuels are decreasing. To secure 

a stable energy supply in the future it is necessary to find new solutions when the reserves of fossil 

fuels are no longer sufficient. The Danish government are targeting to be independent of fossil fuels in 

2050. The target is based on alternatives and rationalizations on the energy consumptions. The 

rationalizations are necessary since the production of oil and gas from the North Sea will decrease 

parallel with the emptying of reserves. Accordingly, the importance of having solutions to the problem 

arise. DONG Energy is currently transforming and converting the conventional utilities into biomass. 

Besides having a strong record of converting coal and gas power plants into biomass, it has also built 

up its capability to develop innovative bioenergy technologies with REnescience as a strong example. 

The REnescience technology is based on enzymatic separation of organic and recyclable waste 

fractions, and DONG Energy is constructing the first commercial-scale plant in the UK with a capacity 

of 5 MW supported through subsidies. While the sector is facing a challenging transformation and 

closure of fossil based energy production, including the end of nuclear production in 2025, DONG 

Energy is already strong positioned as a first mover in focusing on bioenergy solutions and 

technologies. The bio conversion program causes DONG Energy to be among the key contributors to 

fulfill Denmark’s 2020-target for CO2-emissions by delivering district heating and electricity produced 

with biomass to Danish households and companies.  

 

Legal factors 

As closely correlated with the political factors previously discussed, the legal factors affect DONG 

Energy’s ability to create future income largely. EU and Denmark have taken steps towards a more 

liberalized energy market. Since 2003, the European energy market has been considered a free market, 

as consumers was given free supplier choice. This has caused the utility sector, which previously had a 

retracted existence due to lack of competitive incitements, to compete for customers. However, the 

utility sector is still imprinted by natural monopolies and thus are subject to laws of competition.  

 

The activities in all four business divisions are regulated by comprehensive legislation and other 

regulations from both EU and the national lawmakers. However, the limitations of this thesis do not 

allow enough room to discuss all laws, which DONG Energy is working under. Accordingly, the 

following section will briefly discuss the most important factors of legal environment. 
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Wind Power 

Wind Power is largely affected by the politics of EU. The EU commission has published guidelines for 

state aid to environmental protection and energy30, which contains general conditions for investments 

and subsidies for renewable energy. Here it is worth noticing that existing renewable energy sources 

are expected to be competitive between 2020 and 2030, which implies subsidies should be phased out 

on an ongoing basis with the purpose of securing the transition to a cost-effective result. This underpins 

the importance of technological development as well and rationalizations within the industry on the 

long run.  

 

Bioenergy & Thermal Power 

The division is subject to the legislation of heat and electricity supply, which in Denmark is controlled 

by department within the ministry of climate. The department is named Energistyrelsen. The law 

regulates various things, but to mention some of the most important it is prices and emissions limits on 

both heat and electricity. The law on one hand secures a very stable income but on the other hand also 

puts boundaries on the upper level of income. The department is a necessary factor on the market 

where DONG Energy as owned by the stated previously enjoyed monopoly and still has a very big 

position on the market.  

 

Distribution & Customer Solutions 

Dong Energy’s activities in Denmark are regulated by the Electricity Supply Act, which aims to ensure 

that the country's electricity supply is planned and implemented in accordance with the interests of the 

population. Specific factors mentioned are security, economy, environment, and consumer protection. 

Thus, prices and customer services are considered as important competitive parameters in the energy 

market. DONG Energy is also selling gas in Germany and the UK, and the applicable laws in those 

countries are like the Danish law.  

 

                                                 
30 https://www.energy-

community.org/portal/page/portal/ENC_HOME/DOCS/3892325/256E628805F56763E053C92FA8C01FA5.PDF 
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Oil & Gas 

The activities regarding oil production in Denmark are subject to the underground law and has among 

others the purpose of allotting permits for research. In Oil & Gas the labor inspectorate is also an 

important authority setting guidelines for the security of the employees on platforms. At last Oil & Gas 

are also subject to requirements for removal of plants and environmental laws.  

 

Conclusion on PESTEL 

The PESTEL analysis of DONG Energy has shown that DONG Energy is a company of great 

importance to the outside world and the outside world is of great importance to DONG Energy 

possibilities and future income. The most important macro-environmental factor is the global focus on 

renewable energy. The focus on new technologies will contribute to make clean energy both 

competitive and economic viable at some point in the future. This means it will make the world a 

cleaner place. However, political subsidies and regulations are of great importance to finance the 

development of renewable energy towards that point. Particularly offshore wind is dependent on being 

subsidized, but also the shift from thermal power to biomass benefits from it.  

 

Looking away from the political and legal factors DONG Energy are also affected by macroeconomic 

factors such a commodity prices, which historically has shown large volatility. This contributes to 

insecurity about the future income of DONG Energy. Thus, DONG Energy needs a to be strong within 

risk management strategy to manage these cash flows. However, it is worth noticing the shift towards 

wind energy and other renewable energy sources. Those are typically supported by subsidies and other 

income schemes, which helps to secure at more stable income and less dependence on commodity 

prices. 

 

6.2 Porters Five Forces 

Porter’s Five Forces is used to analyze the competitive intensity and attractiveness of the industry by 

examining the following five forces; Rivalry among existing competitors, bargaining power of buyers, 

bargaining power of suppliers, threat of substitute products, and services, threat of new entrants. The 

five forces will be analyzed in relation to DONG Energy’s four business segments: Wind Power, 
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Bioenergy & Thermal Power, Distribution & Customer Solutions and Oil & Gas. The analysis will 

focus on the five forces based on the activities of DONG Energy to determine the long-run profitability 

of the industry that DONG Energy operates in. This is essential information, when performing a 

valuation of DONG Energy, since it allows better estimates for the future growth and profitability 

potential of DONG Energy’s different business segments.  

 

Threat of new entrants 

All other things being equal new competitors in a market will reduce the average income for the 

existing competitors. Accordingly, the threat of new entrants is an important factor in assessing the 

attractiveness of an industry. In general, the utility business is a capital-intensive industry, which is 

impeding the idea of entering for new entrants. In the following the presence of this threat will be 

evaluated for each of DONG Energy’s four business units 

 

Wind Power 

Wind Power is a business requiring massive investments. Wind turbines are very expensive and 

furthermore requires significant investments in research and development before a project ever can be 

considered. Among others it must be examined how wind conditions and the underground looks to 

determine how much energy the potential installment will be able to generate. Moreover, it requires 

labor capable of doing such an investigation. This kind of labor must either be hired from outside or be 

employed by the company and it is typically highly specialized expensive labor, which a new entrant 

must compete with existing companies to attract. Given the fact that human beings typically are risk 

averse it is reasonable to assume that it will require a better offer, ie higher salary, to move to a new 

entrant from the established.  

 

To secure the right to investigate new areas license agreements are made. The licenses are typically 

lasting for long periods of maybe 10-30 years, which especially are seen in the seas around Northern 

Europe. Accordingly, it can be difficult for a new entrant to access those areas.  

 

When a project is finally adopted new capital-requirements arises. The size of wind mills is gigantic 

with plants sized as a minor city. Thus, requirements for transportation of the wind mills will be a 



Valuation of DONG Energy A/S 

 35 

major defiance. Even though a single wind mill does not require unobtainable a park with hundreds of 

mills will be another story. As previously mentioned economics of scale is an important factor in 

reducing costs of power from wind mills, thus it is not an option to compete with minor installments. 

The strong capital requirements are supported by the fact that developing and creating a power plant 

takes years, which implies that surplus from an investment takes several years to wait for. 

 

However, nothing is as one-sided as the lines above implies. Wind power is no different and despite the 

huge entry barriers, which indisputable exists I also acknowledge the trends of the industry with high 

growth, subsidies and a general positive atmosphere for developing power from renewable energy 

sources. A high growth market tends to attract new entrants, whom want a share of the growth 

opportunity. In the future that can contribute to strengthen the competition within the industry.  

 

Bioenergy & Thermal Power 

As with Wind Power this area also requires large asset investments and acquisition of knowledge. The 

business produces electricity and heat, which in line with the rest of the production side of the industry 

requires large installments not only for producing the energy but also for distributing it. Besides 

looking at the costs of building and maintaining a power plant the industry is currently undergoing the 

paradigm shift from thermal power to biomass. Thus, this industry requires large investments in 

research and development, as the future income is dependent on substantial access to a high level of 

new technology. The significant investments necessary in research and development and technology, 

function as an entry barrier and thereby reducing the threat of new entrants. At last it is worth noticing 

that the business is ample engaged by maintaining the current income levels, implying other industries 

are looking more attractive for new entrants.  

 

Oil & Gas 

Oil & Gas are responsible for extraction and productions of energy and when assessing this industry, I 

remind the reader that DONG Energy has decided to terminate the activities within Oil & Gas after the 

lifetime of the current assets. As with the above discussed industries it requires massive investments in 

power plants and are capital extensive. Comprehensive studies of the underground must be completed 

before initiating the extraction and unsuccessful attempts are often required before finding accessible 
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oil in the underground. Secondary construction of oil rigs and transportation are required. Everything 

are expensive processes and slow investments, which can be decades before generating surplus. The 

area is also dominated by long-term licenses, putting great pressure on new entrants that must invent 

new areas or methods of extracting oil and gas. Not to mention what has previously been stated in this 

thesis: oil is a limited resource, which is will not last forever. It is therefore assessed that the industry 

has great entry barrier, and the possible threat of new entrants is low. Potential candidates will need 

access to unlimited capital og great knowledge to compete within this area. Overall it is reasonable to 

assume that the industry will not face competition of any relevance from new entrants in the remaining 

time of DONG Energy’s lifetime for Oil & Gas. 

 

Distribution & Customer Solutions 

The business is active within distribution of energy, trading and other activities related to the sale of 

energy to the end user. The industry has been liberated beginning in 2003, where the Danish costumers 

was given the free choice of supplier. The Danish state owns the distribution network; thus, anyone has 

the right to use it against a reasonable payment. That means anyone can buy energy on the energy 

exchange and sell it to third part, requiring only small investments as well as complying applicable 

legislation. At last it is also worth noticing that electricity and gas are standardized products and 

therefore undifferentiated, which makes it hard to brand the products. Less branding eases the case for 

potential new entrants. From those arguments, it is assessed that the entry barriers for selling electricity 

and gas are low. Accordingly, the competition and threat of new entrants should be higher. This is 

underpinned by looking at the numbers from figure 2 and figure 3. Despite being the most grossing unit 

in DONG Energy the contribution to profits are surprisingly low. Given the low entry barriers the low 

margins within the industry are not surprising but one could argue that the largest run on the industry 

has already passed and mitigated the profits that used to be before the liberalization.  

 

Bargaining power of suppliers 

The bargaining power of suppliers influences the amount of the surplus DONG Energy must pass on to 

the suppliers. In general suppliers characterizes by being very large and diversified companies is the 

strongest in terms of bargaining power while on the other hand DONG Energy’s own size makes the 

company a worthy “opponent” no matter how big the supplier is.  
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Wind Power 

The offshore wind turbines manufacturers large and diversified companies, with significant financial 

muscles. As such, they have significant bargaining power. As an industry offering market growth that 

many other industrial sectors have been lacking in recent years several suppliers have been attracted to 

the industry. DONG Energy’s main turbine suppliers are Siemens and Vestas, and both have in the past 

couple of years launched new and larger turbines. Technological improvements are a crucial part of 

bringing down costs for wind power, which makes it a very diversified product. The quality of the 

products in this industry is also considerable since wind mills are used through many years and 

reparations are expensive. Thus, producers of quality products with lower maintenance costs are given 

a significant increased bargaining power. Furthermore, it is an extensive process to change suppliers 

since every order is so big. Thus, there will be need for many resources creating new contracts etc. 

Overall increased competition within offshore wind turbines is a critical element in bringing down the 

bargaining power of suppliers, ie bringing down industry costs. This has already happened to some 

extent but as previously mentioned wind power is still a young industry with heavy capital 

requirements. Right now, the bargaining power is assessed to be strong but it is also reasonable to 

believe that the differences between the technological leaders and the average will decrease over time 

when the industry are maturing. 

 

Bioenergy & Thermal Power 

The industry which Bioenergy & Thermal are working within are characterized by some of the same 

elements as in Wind Power, where technology plays a major role in securing surplus in the future. 

Despite the similarities of the industries the bargaining power of suppliers are assessed to be weaker 

since the technological development is mainly placed within DONG Energy, for example by the project 

REnescience discussed previously. The dependence on suppliers comes down to rebuilding or 

construction of new power plants with DONG Energy as the innovative part of the equation. This 

leaves the division with need for raw materials such as coal or in the future biomass. Prices on coal are 

regulated by the energy market like oil- and gas prices and parallel with the increased demand for 

different kind of biomasses, which is not a differentiated product nor a complex product it is reasonable 

to assume that the production of those product will increase and thus affect prices in a positive way 

looking from the perspective of DONG Energy.  
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Oil & Gas 

Oil & Gas is the most mature industry among DONG Energy’s industries. While DONG Energy 

previously had to rely on large integrated companies in the development of oil rigs it is now only 

relevant to look at the future where maintenance, delivery and extraction of oil on the current platforms 

will be the only activities. On top of that DONG Energy relies on other companies within the industry 

to complement the production to deliver sufficient amounts of oil and gas at all times. As the prices are 

regulated by the energy market the bargaining power of the suppliers and buyers are not present in any 

way. Besides using suppliers to complement the own production DONG Energy also need suppliers in 

connection with maintenance of the oil rigs. The specialization of the task increases the bargaining 

power of the suppliers, while DONG Energy’s size on the other hand typically will equalize the 

relationship. Overall the bargaining power is assessed to be foreseeable.   

 

Distribution & Customers Solutions 

As previously mentioned energy prices are regulated by the energy market. All other things being equal 

it also means that besides DONG Energy selling the energy produced by itself or energy bought at 

exchange prices it is not relevant to discuss the bargaining power of the suppliers. 

 

Bargaining power of buyers 

In this section the bargaining power of the buyers are discussed. The power of buyers is relevant since 

a strong position towards customers can lead to the company can act as price setter and create market 

conditions that ensures abnormal surplus to the company. DONG Energy are producing similar 

products in all departments, thus similar buyers it is enough to discuss the company as a whole in this 

section.  

 

After the liberalization of the energy market in Denmark in 2003 the competition has increased. 

Barriers preventing alternative suppliers from importing or producing energy has been removed and 

energy providers has been imposed conditions for more information available to customers and partly 

removing restrictions/costs on customers from changing supplier. This liberalization has made it 

possible for customers to freely choose between suppliers of electricity and thereby increased the 

buyer’s independence of the large energy suppliers. Overall this means that the buyers of energy, both 
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corporations and private households have increased their bargaining power, since they can switch 

between suppliers. Even though the possibility of changing supplier has improved significant, only 

7,3% of the Danish customers changed supplier in 2015. Thus, the buyers still aren’t exploiting their 

increased bargaining power, but anyway there has been a structural increase in the numbers of 

customers changing supplier and Denmark is in front compared with rest of the EU. The electricity 

trading companies has some of the lowest margins around the EU and in average earns DKK 350-450 

per customer and even lower when looking et net income31. 

 

Looking at the size of the buyers they are on average very small compared to the providers of energy. 

Thus, they have little financial strength and every single customer is not important on an individual 

basis. This means that bargaining power of buyers is limited. On the other hand, commodities are a 

very standardized and undifferentiated product, which increases the bargaining power of buyers.  

 

Threat of Substitute products and services 

Existence of substituting products can put the lid on pricing and in worst case threat the entire existence 

of a company, whose products becomes unnecessary. Energy is a very standardized product and are not 

directly substitutable with anything else. However, electricity can be generated from many different 

sources like the ones DONG Energy does, but also solar and other technologies can be used. In the end 

the product delivered to the customers is the same no matter how it is produced.  

 

However, the global focus on clean energy will for sure lead to customers being increasingly focused 

on buying energy from sustainable renewable energy sources. In that way, the products are about to be 

less standardized, when demand for environmental friendly energy and long term energy security 

arises. Despite the increased focus on clean energy, most of Europe’s energy production is still 

generated from non-renewable. However, data from the International Energy Agency suggests that 

renewables will grow exponentially owing to the decline in conventionals.  

 

                                                 
31 http://www.elprisguide.com/da/billig-el/flere-kunder-skifter-elselskab/ 
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Figure 9: European Power Mix, Source: International Energy Agency 

 

As seen on figure 9 the tendency is clear. In 2013, 15% of the power generation was derived from 

renewable technologies, half of which was wind power. By 2040, the output from wind power is set to 

treble and renewable sources of power supply should account for 38% of European power output. The 

increased focus on renewable energy sources, which can substitute other sources of energy, and 

diminishing natural reserves, is a threat for companies supplying energy from non-renewable energy 

sources.  

 

However, DONG Energy have significant operations within offshore wind power and have also come 

far in the shift towards biomasses, which both are increasing renewable energy sources. The threat of 

substitute products is therefore on one hand from renewable, since some of DONG Energy’s operations 

come from non-renewables, but I argue that DONG Energy is well positioned thanks to its commitment 

to offshore wind power. Thus, the risks of substitute are other renewable energy from other sources that 

DONG Energy is still not active within including Solar. However, given DONG Energy’s strong record 

within renewable energy I argue that the company is ready if a shift would happen.  
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Rivalry among existing competitors 

The last element in the analysis is the competitive situation in the industry. A highly competitive 

industry has lower margins, while the opposite happens if the competitive situation eases. The 

industries in which DONG Energy operates are very different, when it comes to rivalry among existing 

competitors. In assessing DONG Energy’s competitive situation, it is therefore necessary to assess the 

business units individually again.  

 

Wind Power 

The markets for offshore wind power is characterized by relatively few players due to its capital-

intensive nature. Over the years DONG Energy has built a position as the clear no. 1 in developing 

offshore wind farms and has gained a strong competitive position. Benchmarking DONG Energy 

versus its global peers, it holds a clear market leading position in offshore wind development. As 

mentioned in chapter 4, DONG Energy has installed about a quarter of the total capacity globally, 

which is more than the three nearest competitors combined. It has already been seen that the share of 

the total electricity production coming from renewable production methods has experienced large 

growth and the offshore wind market is potentially a very profitable market. Within the offshore wind 

industry some markets require fewer upfront costs than others due to differences of flexibility in terms 

of both legal requirements and attractive conditions for both wind and underground. Thus, those 

markets have lower entry barriers than others. While DONG Energy has gained a first-mover 

advantage in developing offshore wind farms, the company has secured important know-how and 

expertise as no other company has installed similar amounts of wind power. This should allow DONG 

Energy to compete for more complex rather than less complex markets. By utilizing its competitive 

advantage, DONG Energy should remain competitive and can continue with new projects generating 

high investment returns despite the threat of new entrants.  

 

Bioenergy & Thermal Power 

Bioenergy & Thermal Power is the largest producer of heat and power in Denmark and provider of 

ancillary services in the Danish and North European markets. The activities are concentrated on 

running 10 power plants in Denmark with a capacity of around 3,000 MW and a single plant in the 
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Netherlands. The activities are making DONG Energy the leading player on the Danish market, while 

DONG Energy is inconsiderate on the European market. As previously mentioned the Danish markets 

are experience monopolistic states with very few providers. However, the market is heavy regulated 

putting a lid on the incomes within the division and hereby the competitive situation is assessed as low 

but regulated, which implies a stable industry. 

 

Oil & Gas 

Oil & Gas is one of the largest companies in Danish market, but only produces a small share of total 

production of oil and gas in the Danish oil and gas fields, where the two largest producers, Shell and 

A.P. Moeller-Maersk accounts for three quarters of the entire production. This reveals the fact that the 

industry is dominated by large integrated multinational companies with great financial muscles. The oil 

and gas industries in which DONG Energy operates are characterized by being very asset heavy and 

capital intensive. Because the industry is capital intensive and have high fixed costs it is also very 

costly to exit. Thus, companies in such an industry will can be forced to stay in less profitable or 

sometimes loss-making competition, as it will be even more costly to exit the industry and loose the 

assets. Accordingly, high exit-barriers as discussed in the previous sections also has the potential 

increase the degree of rivalry among existing competitors if other factors such as standardized products 

are present. This is what has happened in the sector when oil prices have experienced a significant 

decline leading to profits within the industry to decrease. As previously mentioned DONG Energy has 

taken the consequence leading to a strategic change in the business unit, where the current assets are 

exploited to generate cash flow for growth within Wind Power.  

 

Distribution & Customer Solutions 

Distribution & Customer solutions operate on the Danish market. The market is characterized by many 

players, especially in the market of sale of electricity, where profits has been under great pressure as 

discussed in chapter 6. Moreover, it has previously been discussed how electricity, oil and gas are very 

standardized products, which means that differentiation of the products is not easy. Thus, the 

competitors must differentiate on the services, offered together with the product. The lack of possible 

differentiation of electricity, oil and gas increases the competition, because customers can get the same 

product from many suppliers. The liberalization of the European gas and electricity markets, as 
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discussed earlier did also increase rivalry because customers easier can switch between suppliers. But 

despite the increased competition DONG Energy serves nearly 30% of the Danish population and per 

Energistyrelsen held a market share of 26% of the entire power market in 2014. The fact that DONG 

Energy has maintained a strong position after the liberalization of the market is partly explained by the 

Danish people’s lack of reflections on the provider of energy. Despite the low turnover rate, it is 

reasonable to assume consumers will become more conscious over time. Thus, forcing DONG Energy 

to maintain low costs at competitive customer service within the business division. Comparing DONG 

Energy’s distribution business to some of its closest peers, DONG Energy’s concentrated location of 

the customer base should reduce costs and thus be an important factor for profitability going forward. 

 

Conclusion on Porters Five Forces 

The competitive situation in the energy market must be split into exploration and production of energy 

on one side and distribution of energy on the other side. 

 

Due to extensive legislation and large costs associated with entering production of energy those 

industries are dominated by few large multinational companies. The high entry barriers for energy 

production means that new competitors are rare compared to normal. The companies in the industry 

have large capital reserves and can withstand that investments needs long time to generate surplus. The 

rivalry among the existing competitors increases because of high entry and exit barriers, together with 

high fixed costs and the lack of differentiation in the industry. Especially in the Oil & Gas division this 

is a problem for DONG Energy due to the recent drop in commodity prices as well as the threat from 

substitute products such as renewable energy sources.  

 

Within the industry there is great focus on this and DONG Energy is strongly positioned due to its 

market leading position within offshore wind power. In general DONG Energy is in a position of 

competition but remains competitive by increasing the technological demands of the projects the 

company is entering. Overall it is also reasonable to believe that DONG Energy will be ahead of the 

game in developing new technologies and substituting products could origin from the company itself 

with its extensive history of innovative solutions. 
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On the other hand, competition on the customer side is rather strong after liberalization of the energy 

market. Despite DONG Energy having a strong market position profits within the business unit has 

decreased but has risk of decreasing even more. Because the fact is that customers in Denmark are still 

not exploiting the possibility of free choice fully jet. Due to electricity’s standardized characteristics it 

is reasonable to believe that the direction going forward will be towards a more competitive 

environment. 

 

Overall it can be concluded that the competition in the industries in which DONG energy operates, will 

be rather strong in the future, especially due to increased focus on renewable energy. However, DONG 

Energy has the first-mover advantage within the offshore wind power industry, which is forecasted to 

have significant growth in the future. Despite new entrants, DONG Energy has high probability of 

remaining competitive due to its technological superiority. The overall attractiveness of the industries, 

which DONG Energy operates in, are assessed to be reasonable, shifting towards attractive parallel 

with DONG Energy’s shift from traditional utilities to renewable energy sources.  

 

6.3 Internal Value Drivers 

The last part of the strategic analysis shifts the focus from the external environment to the internal 

environment of DONG Energy. The purpose of this part is to give a basic understanding about the 

resources and competences held by DONG Energy, and how these resources and competences create 

value for the owners of the company. However, with starting point in Michael Porters classic 

framework, this analysis only focuses on value drivers in DONG Energy that create the value within 

the company.  

 

Diversified business model, attractive oil assets and increasingly subsidized 

DONG Energy has an integrated business model. Accordingly, DONG Energy creates value in all 

stages of the energy value chain. Beginning with exploration and production to distribution and at last 

wholesale of energy. The business model gives the company a stabilizing effect, which reduces the 

overall risk profile, resulting in competitive advantage against less diversified competitors.  
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DONG Energy is the largest offshore wind developer in the world, as its 3GW of constructed capacity 

represents 26% of the global installed capacity. Building scale is the key component for reducing the 

cost base. As such, DONG Energy is well positioned to reap its first-mover advantage and to stay on 

the growth train within offshore wind power. 

 

DONG Energy holds an attractive base of oil and gas assets in the North Sea, through the Oil & Gas 

division. The strategic direction for Oil & Gas will shift from exploration to cash extraction from the 

current asset base. According to the company, the current portfolio is positioned to yield reliable cash 

flow despite the low-price environment in the commodity market, which will support and finance the 

growth in DONG Energy’s planned expansion and investments in green energy to further reinforce its 

market position in renewables. 

 

To mitigate the volatility in electricity prices and optimize the structure in the Danish energy market 

DONG Energy has initiated a strategic conversion plan for the existing plants in Denmark, switching 

them from coal and gas to biomass. The switch should create a more stable business model as power 

from biomass in general are heavy subsidized. Thus, DONG Energy’s reliance on commodity prices 

are set to decrease. 

 

DONG Energy’s domestic power distribution business is a highly stable and regulated business thanks 

to a strong and stable market position. The business still has a low churn rate and the key value drivers 

include focus on climate partnerships and energy solutions. 

 

Wind Power – Market leading know-how 

DONG Energy distinguishes itself from many other players in the offshore wind industry by having an 

integrated end-to-end business model. It has the skills to develop a wind farm, construct it, and operate 

and maintain it once it is operational. It can be argued that the learning experiences from executing 

3GW of offshore wind projects should have provided DONG Energy with second to none in-house 

expertise, providing it with the ability to design and optimize projects. It also means that DONG 

Energy should have a better overview and understanding of the risks of executing a large offshore wind 

farm project, which arguably should minimize the number of mistakes and bad project steering.  
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The general road to running a cost-efficient setup is to leverage potential synergies, and as previously 

mentioned there are obvious scale benefits within the industry. To address the importance of scaling 

effect DONG Energy has developed the partnership model to attract enough capital. The strategy is 

built upon a model where DONG Energy ideally divests 50% of a project 12-24 months after the final 

investment decision is taken. This allows DONG Energy to capture the same value from the project 

using half of the capital employed and significantly reduces the project risk.  

 

The effective capital structure of the partnership model has allowed and still does allow DONG Energy 

to move rapidly forward. On top of that one can identify several portfolio benefits such as risk 

diversification as well as increasing buying power with sub-suppliers. Moreover, the steep learning 

curve and record have been achieved more rapidly thanks to the building scale.  

 

Despite DONG Energy’s strong position and a global focus towards more clean energy, it is still a 

challenge to make wind power competitive to other energy sources. Therefore, DONG Energy needs to 

focus on bringing down the cost through technical developments and overall optimizations of 

processes. DONG Energy targets to bring the cost of electricity from offshore below EUR 100 per 

MWH by 2020. As such, If DONG Energy manages to bring down the costs on offshore wind energy, 

they are expected to take an even stronger position in the market.   

 

Bioconversions bodes for long-term growth 

As the leading Danish utility provider DONG Energy, has been a first-mover in reducing the fossil 

based production capacity and focusing on bioenergy solutions and technologies to secure growth and 

stable earnings. As such, DONG Energy is well into lowering its exposure to commodity prices and 

creating a more regulated and resilient business model. DONG Energy has developed innovative 

technologies within bioenergy, where the company persecute a list of growth opportunities. The most 

mature technology is REnescience, the enzymatic separation technology and DONG Energy is already 

constructing the first commercial scale plant in the UK supported by subsidies.  
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Conclusion on the internal analysis 

DONG Energy has a broad portfolio of activities supporting each other. By diversifying the 

investments in the energy sector DONG Energy obtains a limited business risk compared to non-

diversified competitors.  

 

Furthermore, DONG Energy has a market leading position within offshore wind power, which has been 

obtained over years’ investments within this area. The second to none know-how obtained by the 

installation of 3GW offshore capacity combined with the partnership model puts DONG Energy in a 

position for continuous growth within the industry. The importance of technology is essential in all 

aspects of this business and to maintain the leadership DONG Energy must invest heavily in new 

technologies within both biomass and wind power.  

 

For the same reason DONG Energy, has developed the partnership model, which allows the company 

to exploit the value from projects at a quicker pace This model is unique for the industry and regarded 

an important competitive advantage. 

 

To finance the investments strong cash flows from Oil & Gas is an important asset, where management 

has showed a sound understanding of the market developments by cutting investments and focusing on 

cash flow generation to finance the growth in renewables.  
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6.4 SWOT analysis of DONG Energy 

To sum up the strategy analysis of DONG Energy the SWOT-analysis is implemented as an overview 

of the overall strategic analysis. The analysis will form the basis for an assessment of DONG Energy’s 

strategic direction compared to its internal and external strengths, weaknesses, opportunities and 

threats. 

STRENGHTS WEAKNESSES 

Global leader within offshore wind Limited geographical exposure 

Unique partnership model Countries tends to favor domestic companies 

along with subsidies 

Leading Danish utility provider Competitive offshore landscape on existent 

markets 

Positive cash flows from Oil & Gas supports investments in 

renewable energy 

Highs costs of green conversion 

Innovative solutions within bioenergy Large capital requirements and costs related to 

exit strategies 

Well diversified and integrated business model  

Robust capital structure, among others from the partnership 

model within Wind Power 

 

Strong CSR-profile  

OPPORTUNITIES THREATS 

Increased global focus on renewable energy Regulatory risks on subsidies for offshore wind 

Cost reductions within Wind Power Failing in making renewable energy cost-

competitive 

New markets such as United States, Japan, China Lack of qualified labor 

Demography, ie increasing population Competition from other renewable energy sources 

Digitization Further reductions in commodity prices 

Figure 10: SWOT analysis of DONG Energy, Source: Own Construction 

 

To assess DONG Energy’s position from the SWOT analysis it is worth recalling some of the 

company’s strategic targets towards 2020 to compare with the threats and opportunities in the market. 

 

 Installed capacity within offshore wind power of 6.5 GW 
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 Bringing down LCoE on offshore wind power to EUR 100 per MWH 

 Reduction of coal consumption on Danish power plants to maximum 40% 

 Shift from exploration to cash extraction from the current asset base in Oil & Gas 

 

The strategic goals towards give an indication of DONG Energy’s expectations for the future in the 

energy market. At the same time, it is obvious how DONG Energy targets to exploit its unique 

capabilities within especially offshore wind power. As climate changes is an ongoing concern at the 

paradigm shift within the energy sector is well underway it can be argued that DONG Energy has 

obtained competitive advantages by taking reasonable strategic decisions before most of the 

competitors. In the future, the challenge will be to streamline the production to make renewable energy 

competitive and to overcome the resistance for subsidizing foreign companies in the potential new 

markets. 

7. Financial analysis of DONG Energy 

The financial analysis will be conducted to supplement the strategic analysis and to gain insights in the 

financial performance of DONG Energy. The analysis consists of a historic analysis of the financial 

results and these findings will be used to forecast DONG Energy’s financial performance in the future. 

The analysis will take a period of five years into consideration, meaning that the annual reports from 

2011 to 2015 will be included. 

 

Accountant annotation 

In financial statement analysis, an important aspect is to look at the quality of reported numbers. 

DONG Energy’s reported numbers are audited by PricewaterhouseCoopers without any qualifications. 

Hence, the reported numbers have not caused any reason to add annotations. Thus, the numbers in the 

financial statements are considered valid. 

 

Accounting policies 

DONG Energy reports their financial data using International Financial Reporting Standards (IFRS). 

Furthermore, the annuals reports are following the Danish disclosure requirements for listed and state 
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owned companies. Before the analysis it is important to secure that no major changes in the accounting 

policies has happened during the analyzed period. If so it will not be possible to compare the reported 

numbers, which will prevent the analyst from analyzing the future development of the company’s 

financial performance. The accounting policies for the analyzed period has been checked and no major 

changes has been found. Thus, the reported numbers can be compared. 

 

7.1 Financing policy 

DONG Energy has diversified its borrowing activities among various funding sources and maturities.   

It is part of the Group’s overall policy to concentrate its borrowing activities in the parent company in 

so far as is possible. The cash resources are made available to the Group via the internal bank. In 2014, 

the capital structure was strengthened through the injection of equity capital of DKK 13 billion from 

new investors, existing minority shareholders and employees. At the end of 2015, DONG Energy’s 

capital base totaled DKK 88,915 million; it consists of equity, non-controlling interests, hybrid capital, 

bond loans and bank loans.  

 

Hybrid Capital 

DONG Energy issued hybrid bonds for the first time in 2005. By the end of 2015 hybrid capital with a 

total nominal value of DKK 13,435 million (EUR 1,800 million) comprised EUR hybrid bonds issued 

in the European capital markets. In May 2015, DONG Energy issued new hybrid bonds due in 3015 for 

nominally EUR 600 million (DKK 4,478 million). The issuance refinanced hybrid bonds due in 3005 

and issued in 2005 with an outstanding balance of EUR 600 million. 

 

Hybrid capital comprises issued bonds that qualify for treatment in accordance with the rules on 

compound financial instruments due to the special characteristics of the loan. DONG Energy 

recognizes the principal amount as present value, and equity has been increased by the difference 

between the net proceeds received and the present value of the discounted liability. However, as the 

carrying amount of this component amounted to nil on initial recognition, and because of the 1,000-

year term of the hybrid capital, amortization charges will only impact on profit (loss) for the year 
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towards the end of the 1,000-year term of the hybrid capital. Coupon payments are recognized in the 

statement of cash flows in the same way as dividend payments within financing activities32.  

 

With regards to the valuation classifying hybrid capital as either a liability or equity is necessary to 

determine how DONG Energy’s activities are financed. While the common practice from credit rating 

agencies is to include only 50% of the hybrid capital I will include 100% as I regard the item as a 

liability. 

 

Loan arrangements  

At the end of 2015, DONG Energy had loan obligations totaling DKK 7,186 million primarily to the 

European Investment Bank and the Nordic Investment Bank. The loans are recognized in the balance 

sheet under bank loans. The loans offered by these multilateral financial institutions include loans to 

co-fund infrastructure and energy projects on favorable terms and with maturities exceeding those 

normally available in the commercial banking market. About these loans, the Group may be met with 

demands for collateral in the event of the Danish State holding less than 50% of the share capital or 

voting rights in DONG Energy A/S (change of control), or repayment in the event of Moody’s or 

Standard & Poor’s downgrading DONG Energy A/S’s rating to Baa3 or BBB- or less, respectively. 

The overarching capital structure targets are a credit rating of Baa1/ BBB+33. 

 

7.2 Reformulating 

The annual report published by companies, including DONG Energy, is to some extent blurred by 

accounting rules, which are impractical in the context of making an accurate profitability and growth 

analysis. Hence, the reported numbers must be reformulated for valuation purpose. Accordingly, it is 

crucial to reformulate both balance sheet and income statement to distinguish between operational and 

financial items, as it is the company’s operations that primarily drive the value creation. The financial 

statements for DONG Energy are reformulated accordingly. Reformulating the income statement into 

an analytical income statement divides the accounting items into “operational” and “financial”. The 

                                                 
32 DONG Energy Annual Report 2015, page 110 
33 DONG Energy Annual Report 2015, page 104 
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operational accounting items refer to core operations whilst the financial items refer to the non-core 

operations. The operating earnings are key performance measures because it shows the firms profit 

from core business regardless of how it has been financed. To match the items in the analytical income 

statement with the related items in the balance sheet, the balance sheet also must be reformulated. 

 

7.2.1 Reformulating the statement of owners’ equity 

In general, the statement of owners’ equity is a summary of all the transactions, affecting the 

shareholders. The reformulated equity is adjusted for the effect of non-controlling interests. Because 

when DONG Energy controls, but not fully own a subsidiary, the subsidiary’s financial statement must 

per IFRS be fully consolidated into DONG Energy’s consolidated financial statement. Hence, the 

equity reported in the annual report is too high (assuming non-controlling interest are generating a 

surplus) and the non-controlling interests must be deducted from the open and ending balances34. 

 

 

Figure 11: Reformulating owners’ equity, Source: Company Data / Own construction 

 

                                                 
34 Koller et al. (2010) 

Owners Equity (DKK million) 2011 2012 2013 2014 2015
Equity primo 39.705 40.250 33.421 31.599 41.736

Dividends paid -2.203 -1.457 0 0 0

Non-controlling interests -549 -116 -23 83 22

Regulations on hybrid capital -125 0 0 0 0

Shares issued 0 0 0 13.007 0

Owners transactions -2.877 -1.573 -23 13.090 22

Profit (loss) for the year 4.250 -5.126 -1.591 -2.310 -9.453

Hedging instruments -553 -225 1.292 322 198

Exchange rate adjustments 247 215 -435 -91 658

Tax on other comprehensive income 169 180 -431 83 -74

Hybrid capital holders -269 -549 -755 -588 -714

Others 0 0 -60 57 103

Total Income (incl. minority) 3.844 -5.505 -1.980 -2.527 -9.282

Non-controlling interests 422 -249 -181 426 386

Total Income 3.422 -5.256 -1.799 -2.953 -9.668

Equity ultimo 40.250 33.421 31.599 41.736 32.090
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As it can be derived from the numbers above the financial performance of DONG Energy has been 

relatively poor during the last five years. However, as discussed in strategic analysis, DONG Energy is 

investing heavily, particularly in Wind Power. Thus, DONG Energy’s funding had to be found 

somewhere else than income, which is among the reasons for the initial public offering DONG Energy 

went through this summer. The only other option would be to find funding through bank loans, new 

hybrid capital or bond loans. Increasing the debt-ratio would put pressure on credit riskiness and 

complicate obtaining debt at competitive interest rates. When interest rates increase, it leads to 

investments must earn higher returns to be profitable. Overall, the poor financial performance is not 

sustainable in the long run. However, the invested capital in business activities is expected to pay off 

along with DONG Energy’s wind projects being farmed down.  

 

7.2.2 Reformulating the income statement 

The income statement sums up all transactions regarding the owners’ equity in DONG Energy.  

However, the key performance measure Net Operating Profit Less Adjusted Taxes (NOPAT) does not 

appear from the public reports. The measure includes income and losses not reported in the income 

statement, but in the equity. This kind of income or loss are called dirty surplus35. The most common 

dirty surplus items are value and exchange adjustments in foreign subsidiaries and value adjustments of 

hedging instruments.  

 

 

 

 

 

 

 

 

 

                                                 
35 Sørensen (2009) 
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Part of the reformulated income statement can be seen below. For detailed numbers, it can be found in 

Appendix 1. 

 

 

Figure 12: Reformulated Income Statement, Source: Own construction based on company data 

 

A quick look at the numbers reveals an improving tendency in the key performance measure NOPAT. 

In determining NOPAT depreciations has been deducted from EBITDA. As previously discussed 

DONG Energy works in a very capital intensive industry, where depreciations on buildings, power 

plant etc. must be regarded as part of the production costs. On the other hand, impairments related to 

oil assets, currency movements etc. has been excluded. I argue that those factors are moving as a 

random walk, as such it will not be possible to determine any kind of future earning from the previous 

movements.  

 

7.2.3 Reformulating the balance sheet 

The traditional statement of the financial position presented in then annual report, focus on creditors 

need for credit rating analysis. In the reformulated statement the focus is on what assets and liabilities 

are related to operating and non-operating activities respectively.  

 

Reformulated Income Statement 2011 2012 2013 2014 2015
Net Revenue 58.437 65.860 72.199 71.829 74.387

Production Costs -42.852 -59.294 -57.569 -53.546 -55.111

Depreciations -6.875 -9.172 -7.955 -9.222 -8.668

EBIT 8.710 -2.606 6.675 9.061 10.608

Tax on EBIT -3.349 -30 -1.405 -3.041 -2.525

NOPAT 5.361 -2.636 5.270 6.020 8.083

Operating from others after tax -720 -865 -3.666 -5.983 -14.354

Total operating Income 4.442 -4.002 1.604 -604 -7.024

Net Financial Cost after tax -598 -1.503 -3.584 -1.923 -2.258

Total Income before NON-Control 3.844 -5.505 -1.980 -2.527 -9.282

Income NON-Controlling interests -422 249 181 -426 -386

Total Income ex NON-Control 3.422 -5.256 -1.799 -2.953 -9.668
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The reformulation of the financial position or balance sheet leads to the term Invested Capital, which 

represents the total capital needed to fund operations without any concern to the source of capital36. 

The most important numbers from the reformulated balance sheet can be found below. More details on 

the calculations can be found in appendix 2. 

 

 

Figure 13: Reformulated balance sheet, Source: Own construction based on company data 

 

When reformulating the balance sheet certain factors must be considered on how to determine the 

belonging on the asset or liability. 

  

Operating Cash 

Cash and cash equivalents do not distinguish between operating cash and excess cash. The reported 

cash and cash equivalent may include cash, which are needed in the daily operations. There are 

different rules of thumb on how to estimate the operating cash which can lead to different results. As 

not information is found in the annual report, I estimate that cash equivalent to 1% of the revenue 

should be classified as operating cash. 

 

Hybrid capital  

As already mentioned hybrid capital is debt with equity features. Despite rating agencies normally rate 

the capital as 50% equity and 50% debt I choose to take a conservative approach to valuation. 

Accordingly, I regard hybrid capital as a liability 

                                                 
36 Koller et al (2010) 

Reformulated Balance Sheet 2010 2011 2012 2013 2014 2015

Operating Assets 121.980 138.073 131.411 124.828 118.093 117.818

Operating assets, non-core 3.579 3.510 7.896 2.291 1.315 2.873

Operating Liabilities 47.943 55.706 54.534 47.971 52.324 58.187

Invested Capital (Net operating assets) 77.616 85.877 84.773 79.148 67.084 62.504

Financial Assets 11.595 12.090 17.988 18.551 30.506 25.633

Financial Liabilities 45.991 49.765 62.283 59.392 49.293 49.649

Net Financial Liabilities 34.396 37.675 44.295 40.841 18.787 24.016

Minority Interests 3.515 7.952 7.057 6.708 6.561 6.398

Equity 39.705 40.250 33.421 31.599 41.736 32.090
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7.3 Free Cash Flow 

The free cash flow is obviously an important element to determine the value of DONG Energy by the 

DCF-approach. According to Sørensen (2009) Free cash flow is defined as:  

  

FCF = Total Operating Income – ΔInvested Capital 

 

 

Figure 13 (DKK million): Free Cash Flow calculations, Source: Own constructions based on reformulated numbers 

 

The above table illustrates the story about how DONG Energy has made significant investments in the 

recent years. Since DONG Energy wants to transform the energy system substantial investments are 

required. Those will not pay off in one day, but as discussed in the strategic analysis it will take some 

time. Unfortunately, the time has not come yet, which is the one reason why DONG Energy has had 

negative free cash flows in three of the past five year.  

8. Profitability analysis 

The purpose of the profitability analysis is to reveal how DONG Energy has performed in the past. 

Knowledge about the historic performance provides information to help defining the company’s future 

expectation. A healthy profitability is a signal of economic strength and helps maintaining the 

relationship with stakeholders such as customers and suppliers. The profitability is created by economic 

factors. The financial reports do in principle catch those factors og measures the value creation realized 

within the firm. However, it is important to identify the drivers that create the value. As previously 

mentioned the analysis will take starting point in the advanced DuPont model. 

 

Free Cash Flow 2011 2012 2013 2014 2015

Total Operating Income after tax 4.442 -4.002 1.604 -604 -7.024

Change in Invested Capital 8.261 -1.104 -5.625 -12.064 -4.580

Free Cash Flow -3.819 -2.898 7.229 11.460 -2.444
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Figure 14: Structure of profitability analysis – DuPont model, Source: Petersen & Plenborg (2012) 

 

8.1 Return on Invested Capital 

First, return on invested capital (ROIC) will be analyzed. From the reformulation of the income 

statement and the balance sheet, NOPAT and Invested Capital were determined, respectively. These 

two numbers lead directly to ROIC. The ratio expresses the return on capital invested in a firm’s net 

operating assets as a percentage; and can also be compared with returns from alternative investments 

with similar risk profile.  

 

𝑅𝑂𝐼𝐶 =
𝑁𝑂𝑃𝐴𝑇

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙
 

 

ROIC is an important ratio. In a valuation context, it is a significant factor, since a higher rate of return 

will lead, ceteris paribus, to a higher (estimated) value. A higher ROIC can be achieved on the basis of 

the underlying value drivers in the lower levels Profit Margin and Asset Turnover, which will be 

examined later in this chapter. 37  

 

To minimize the risk of a biased ROIC, average invested capital is applied. Since profit is earned 

throughout the year, the invested capital used to earn that profit must reflect the average capital invest 

throughout the year. ROIC is preferred over return on equity (ROE) and return on assets (ROA), 

because it focuses solely on DONG Energy’s operating activities, while ROE mixes operating 

                                                 
37 Petersen & Plenborg (2012) 
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performance with capital structure. ROA is an inadequate performance measure as it neglects the 

benefits of, for instance, accounts payable that reduce the need for external capital38.  

 

 

Figure 15: Return on Invested Capital (DKK million), Source: Own construction based on company data 

 

Looking at DONG Energy’s ROIC it reveals an improving trend. After looking at single digit numbers 

or actually negative ROIC in 2012 last year DONG Energy’s had a ROIC of 11,31%. Hence, it must 

also be kept in mind that DONG Energy has been through a costly transformation, which was discussed 

in the strategic analysis. Even though significant improvements have been made the transformation is 

still not finished. Therefore, I argue that it is likely that DONG Energy will be able to maintain the 

improvements in the future as larger parts on the revenues move towards more regulated sales and 

difficult technological projects within especially Wind Power, where DONG Energy’s market position 

helps obtaining higher margins.  

 

Return on Invested Capital measures a firm’s return on capital invested in operation. ROIC, however, is 

not able to explain whether profitability is driven by a better revenue and expense relation or an 

improved capital utilization. To be able to answer this question, it is necessary to decompose the ratio 

into the profit margin and the turnover rate of invested capital.  

 

ROIC = Asset Turnover * Profit Margin = 
𝑁𝑒𝑡 𝑅𝑒𝑣𝑒𝑛𝑢𝑒

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝐶𝑎𝑝𝑖𝑡𝑎𝑙
 ∗  

𝑁𝑂𝑃𝐴𝑇

𝑁𝑒𝑡 𝑅𝑒𝑣𝑒𝑛𝑢𝑒
39 

 

 

                                                 
38 Koller et. Al (2010) 
39 Petersen & Plenborg (2012) 

Return on Invested Capital (ROIC) 2010 2011 2012 2013 2014 2015

Invested Capital 77.616 85.877 84.773 79.148 67.084 62.504

Average Invested Capital Capital 81.747 85.325 81.961 73.116 64.794

ROIC (Total Income/AVG. Invested Capital) 6,3% -3,7% 6,4% 7,4% 11,3%
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8.2 Revenue 

Revenue is naturally crucial for a company to earn profits. Thus, it is important to evaluate how it has 

evolved. 

 

 

Figure 16: Revenue (DKK million), Source: Own construction based on company data 

 

The figure shows that the revenue has improved over the analyzed period. Looking back at Figure 2 in 

the financial overview it is revealed that the main driver for the growth is Wind Power, which has had a 

remarkable growth of almost 300% between the years 2011 and 2015. This is no surprise, as DONG 

Energy has invested heavily in this business unit in recent years. The direct interpretation of this must 

naturally be that the business unit have high potential, which also was the conclusion of the strategic 

analysis. In conclusion, DONG Energy has had a relative stable growth in revenue, only blurred by 

2014, where revenue fell. However, this is directly linked to the divestment of non-core activities 

which, affected revenue negatively in 2014. 
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8.3 Invested Capital 

The amount of invested capital influences the ROIC as a larger amount of invested capital will require 

higher earnings to maintain the ROIC.  

 

 

Figure 17: Invested Capital (DKK million), Source: Own construction based reformulation 

 

The invested capital has been falling through the past years in DONG Energy. Anyway, DONG Energy 

is still considered an asset heavy company. As mentioned DONG Energy, has invested heavily during 

the analyzed period. Therefore, it can be surprising that invested capital has decreased. However, 

DONG Energy has made several divestments of non-core assets to release capital to invest in other 

projects. Furthermore, the decrease in commodity prices has resulted in DONG Energy writing down 

on assets. For the future analysis invested capital is expected to grow slower than revenue over the 

long-term, as the investments made in the analyzed period are expected to contribute to an increased 

ROIC. Particularly the investments in Wind Power. 

 

8.4 Asset Turnover 

After evaluating both invested capital and revenues it is now possible to determine the turnover of 

assets, which everything else equal will contribute to an improved ROIC when increasing (assuming 

profit margins are positive). Asset turnover is the ratio of the value of a company’s sales or revenues 

generated relative to the value of its assets. The Asset Turnover ratio can be used as an indicator of the 

efficiency with which a company is deploying its assets in generating revenue. Generally speaking, the 

higher the asset turnover ratio, the better the company is performing, since higher ratios imply that the 
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company is generating more revenue per dollar of assets. However, an investment heavy company as 

DONG Energy will naturally have a low turnover of asset. This is due to the lack of a real stock for 

turnover purpose. Instead DONG Energy’s investments are in production and plants which obviously 

aren’t turned over. 

 

 

Figure 18: Asset turnover, Source: Own construction based reformulation 

 

Looking at Figure 18 clearly shows that DONG Energy has been working effectively to improve the 

capital structure of the company. By selling non-core assets and focusing on the core activities DONG 

Energy has managed to exploit its remaining capital much better. For that reason, it is obvious that an 

improving asset turnover has been a great contributor to ROIC. Overall, DONG Energy’s costs ratio to 

revenue has increased during the analyzed period. However, employee costs have been stable and other 

external expenses has decreased.  

 

8.5 NOPAT 

NOPAT is the potential cash earnings if DONG Energy’s capitalization were unleveraged – that is, if 

the firm had no debt. NOPAT is an efficient tool to look at operating efficiency for leveraged 

companies. 

 

 

Figure 19: NOPAT, Source: Own construction based on Company Data 

Asset Turnover 2011 2012 2013 2014 2015

Invested Capital 81.747 85.325 81.961 73.116 64.794

Revenue 58.437 65.860 72.199 71.829 74.387

Asset Turnover 0,71 0,77 0,88 0,98 1,15
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During the analyzed period DONG Energy’s NOPAT have been ranging from DKK -3.137 in 2012 to 

DKK 7.330 in 2015. Thus, any one-sided trend cannot be observed if looking at the entire period. 

Hence, it is interesting to analyze the underlying drivers of NOPAT. Accordingly, a common-size 

analysis is implemented. 

 

 

Figure 20: Common Size of NOPAT, Source: Own construction based on reformulation 

 

Cost of sales is the most significant cost item for DONG Energy. In the period from 2011 the cost of 

sales 53,7% of the revenue but in 2012 this proportion increased significantly. According to DONG 

Energy’s annual report from the year this increase was mainly due to higher gas prices. In the recent 

years DONG Energy has managed to decrease costs of sales. On top of that DONG Energy has 

minimized the employee costs, which indicates a more effective organization today than previously. As 

concluded in the strategic analysis there is still room for cost reduction within Wind Power along with 

the maturity of industry. Thus, I find it very likely that cost of sales ratio will decrease further in the 

next years.  

 

 

Income Statement common size analysis 2011 2012 2013 2014 2015
Net Revenue 58.437 65.860 72.199 71.829 74.387

Cost of sales -53,7% -72,1% -65,3% -60,0% -60,6%

Employee Costs -13,5% -12,4% -9,6% -10,0% -8,4%

Other external expenses -6,1% -5,5% -4,8% -4,6% -5,1%

EBITDA 26,7% 10,0% 20,3% 25,5% 25,9%

Depreciations -11,8% -13,9% -11,0% -12,8% -11,7%

EBIT 14,9% -4,0% 9,2% 12,6% 14,3%

Income tax expense -5,8% -1,3% -1,1% -5,4% -4,3%

Tax Shield -0,3% -0,8% -1,7% -0,9% -1,0%

Tax allocated to other income 0,1% 1,2% 0,8% 1,2% 0,9%

Tax on EBIT -6,1% -0,8% -1,9% -5,1% -4,4%

NOPAT 8,8% -4,8% 7,3% 7,5% 9,9%
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8.6 Profit Margin 

Profit margin describes the revenue and expense relation and expresses, operating income as a 

percentage of net revenue. All things being equal, it is attractive with a high profit margin. After 

examining the drivers of Profit Margin, the key performance measure can be derived.  

 

 

Figure 19: Profit Margin, Source: Own construction based on company data 

 

As mentioned above DONG Energy’s costs are expected to decrease relatively to the revenue in 

especially Wind Power. On top of that Wind Power has lower costs relative to revenue than the other 

business units. As Wind Power are expected to represent a larger proportion of the overall revenue 

further improvements of the profit margin are likely. I assume that the other factors will follow the 

levels of 2015 since there is no available information about the future development of those.  

 

8.7 Conclusion on the profitability analysis 

In the analyzed period DONG Energy, has invested heavily. Particularly within Wind Power and at the 

same time made divestments of non-core assets. This has resulted in higher profit margin and asset 

turnover as the invested capital has decreased. However, the return from these investments, has not 

been fully exploited yet as DONG Energy is still targeting a larger proportion of the revenue to come 

from Wind Power rather than Oil & Gas, which has been depressed due to lower oil prices. In 

conclusion, DONG Energy has not performed very well in the past, but the development from the later 

years shows that the strategy is working. Thus, the future looks interesting when returns from 

investments are starting to show and further cost reduction are made within Wind Power as the industry 

matures. 

Profit Margin 2011 2012 2013 2014 2015

NOPAT 5.162 -3.137 5.270 5.379 7.330

Revenue 58.437 65.860 72.199 71.829 74.387

Profit Margin 8,8% -4,8% 7,3% 7,5% 9,9%
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9. Budgeting 

For this valuation of DONG Energy, I prefer to value DONG Energy based on forecasts for the period 

up to 2020, which is a foreseeable period and equal to the end time of DONG Energy’s 2020-plan. The 

overall purpose of the budgeting is to estimate DONG Energy’s future free cash flows and choosing a 

five-year period makes it foreseeable. In the end of the budget period, it is assumed that DONG Energy 

will be a more mature company and thus a constant growth rate can be established. 

 

9.1 Revenue 

As previously stated DONG Energy’s revenue has grown 25% in the period 2011-2015. To forecast the 

future development each business area is analyzed individually. The overall assumptions are presented 

below, while the basis for the analysis is discussed immediately after. 

 

 

Figure 20: Estimated Revenue, Source: Own construction based on company data 

 

Wind Power 

DONG Energy is the leading player on the market and the business unit has shown tremendous growth 

over the period. The trend is expected to continue and Wind Power is arguably the growth leg and 

future value driver of the company. The budgeting is done with respect to the farm down of DONG 

Energy’s wind power plants under construction, which are already known and available information. 

Thus, estimates from 2017 are positively affected by farm downs and especially a contract regarding 

the build-out of UK transmission infrastructure. 

Revenue 2015 2016E 2017E 2018E 2019E 2020E 2021E-
Wind Power 16505 17330 22529 23656 28387 31793 34973

Growth Rate 5% 30% 5% 20% 12% 10%

Oil & Gas 12770 10216 9399 8647 7955 7319 6733
Growth Rate -20% -8% -8% -8% -8% -8%

Thermal Power 5178 4401 4841 5084 5185 5289 5395
Growth Rate -15% 10% 5% 2% 2% 2%

Distribution & Customers Solutions 49444 44500 45835 47210 48626 50085 51587
Growth Rate -10% 3% 3% 3% 3% 3%

Others / eliminations -13054 -13760 -14869 -15227 -16228 -17007 -17764
Percentage of revenue 18% 18% 18% 18% 18% 18%

DONG Energy 70843 62687 67735 69369 73926 77478 80924
Growth Rate -12% 8% 2% 7% 5% 4%
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Oil & Gas 

As concluded in the strategic analysis DONG Energy has revised the strategy for Oil & Gas, which 

includes derisking the activities and minimizing the investments, to focus on cash flow generation to 

finance the green growth. Accordingly, revenue will be affected negatively. 

 

Thermal Power 

While Thermal Power is suffering from depressed electricity prices in the short run, I assume it to 

contribute with stable but slow growth going forward due to a recovery in achieved prices and the 

attractive market position. No contribution from new technologies such as Renescience are included, 

due to large uncertainties about the development for those and a very long timeline. 

 

Distribution & Customers Solutions 

A divestment of the oil and gas infrastructure assets are expected to have effect from 2016, as such 

revenue will decrease. Going forward the business are characterized by stable cash flow indicating a 

growth rate at about the long-term inflation rate. 

 

9.2 Invested Capital 

As mentioned earlier, invested capital is expected to increase towards 2020, as DONG Energy will 

continue with heavy investments within mainly Wind Power. This is confirmed by management 

expecting gross investments ranging from 78-91 billion in the period 2016-2020. Of those 18-21bn are 

expected annually in 2016 and 2017, while investments from the period 2018-2020 are expected at a 

lower rate. As part of the strategic program DONG Energy has embarked on, the past year capital 

expenditures have been fueled by divestments of non-core assets and farm-downs within Wind Power. 

 

As recommended all items within invested capital are forecasted from 2021 and forward on their 

historical average proportion of invested capital. Hence, they are forecasted with revenue as the indirect 

forecast driver40. The expected growth rates for invested capital is presented below. 

                                                 
40 Koller et al. (2010) 
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Figure 21: Estimated Invested Capital, Source: Own construction based on analysis 

9.3 NOPAT 

The net operating profit NOPAT is estimated from the following formula, which was also used when 

analyzing the historical performance. I choose to estimate future free cash flow from the NOPAT as 

suggested by Petersen & Plenborg (2012). As such, income from others are regarded non-significant or 

impossible to asses with impairments as the best example. Impairments are closely related to 

commodity prices, which can go in all directions. 

 

NOPAT = Net Revenue * Profit Margin 

 

Profit Margin is found according to the conclusions in the strategic analysis. Thus, it is assumed that 

DONG Energy can follow the announced strategy, which among others is based on cost reductions 

especially within Wind Power.  

 

 

Figure 22: Estimated NOPAT, Source: Own construction based on analysis 

Tax Rate 

To estimate an appropriate future operating cash tax rate for DONG Energy certain assumptions must 

be made. The most important assumption concerns how much of the future income, before tax, is 

coming from the business unit Oil & Gas, as this unit is dealing with the high hydrocarbon taxation. Oil 

Invested Capital 2015 2016E 2017E 2018E 2019E 2020E 2021E

Gross investments 20.000 20.000 18.000 18.000 16.000 16.000

Depreciations 7.127 7.443 7.725 8.195 8.613 8.986

Divestments forecast 10.000 10.000 6.000 6.000 4.000 4.000

Invested Capital forecast 64.794 67.667 70.223 74.499 78.304 81.690 84.705

Income Statement 2016E 2017E 2018E 2019E 2020E 2021E-
Net Revenue 62.687 67.735 69.369 73.926 77.478 80.924
Cost of sales -36.358 -39.286 -39.540 -41.398 -43.388 -45.317

Percentage of revenue 58% 58% 57% 56% 56% 56%

Employee Costs -5.015 -5.419 -5.549 -5.914 -6.198 -6.474
Percentage of revenue 8% 8% 8% 8% 8% 0

Other external expenses -3.134 -3.387 -3.468 -3.696 -3.874 -4.046
Percentage of revenue 5% 5% 5% 5% 5% 0

EBITDA 18.180 19.644 20.811 22.918 24.019 25.087
Depreciations -7.127 -7.443 -7.725 -8.195 -8.613 -8.986

From calculations for Invested Capital

EBIT 11.052 12.201 13.087 14.723 15.405 16.101
Tax on EBIT -3.316 -3.660 -3.926 -4.270 -4.468 -4.669

Estimated percentage 30% 30% 30% 29% 29% 29%

NOPAT 7.737 8.540 9.161 10.453 10.938 11.432
Profit Margin (NOPAT/Revenue) 12% 13% 13% 14% 14% 14%



Valuation of DONG Energy A/S 

 
67 

& Gas was taxed at 78% in 201541. As previously stated the proportion of Oil & Gas is expected to be 

relatively stable with a little downtrend. The little downtrend is due to a relatively higher growth in 

contributions from other divisions than Oil & Gas.  

 

Historically the effective tax rate has been blurred by the recent sell offs of non-core assets. Thus, it has 

moved in extreme directions during the “sell-off years”. Accordingly, the historic tax rate is 

inappropriate as an indicator for the future, which means the later rate is a better indicator. Thus, the 

special conditions within the industry with hydrocarbon taxation must not be forgotten. In conclusion, 

DONG Energy’s operating tax rate is expected to decrease from the rate of 30% in 2015 along with the 

contributions from Oil & Gas will decrease in the forecasted period. The rate is still above the average 

Danish tax rate of 22% due to the special conditions within the sector. 

 

Cost of sales 

It has been described how Wind Power will become larger relative to the other business units and that 

Wind Power have lower costs of sales relatively to the other units. Additionally, DONG Energy has 

ambitions about lowering the offshore wind cost of electricity from 160 EUR/MWh in 2012 to 100 

EUR/MWh in 2020. The Investments made during the analyzed period in new technologies, such as 

larger rotors and improvement of installation processes within offshore wind, should assist DONG 

Energy in achieving that goal. Despite the ambitious target it was concluded in the strategic analysis 

that the lowering of production costs will happen sooner or later. With DONG Energy as an industry 

leader the company is likely to reach it first. Thus, DONG Energy’s cost of sales is expected to 

decrease in the coming years compared to revenue. 

 

Employee Costs and other external expenses 

While other external expenses have been stable over time employee costs has decreased significantly 

over the analyzed period. I assume this maneuver is now over with. Accordingly, costs will follow the 

revenue going forward in the budgeting.  

                                                 
41 DONG Energy Annual Report 2015, page 19 
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10. Valuation 

The valuation takes starting point in the conclusions of the strategic analysis, where a budget for the 

next five years for DONG Energy was made. When it comes to making valuations, many different 

approaches can be applied. Hence, the value of the same object can vary depending on the approach 

applied. However, not every single valuation can be applied and as stated in the methodology this 

thesis will use the discounted cash flow (DCF) model.  

 

10.1 DCF-model 

The basis of the DCF-model is to assess the firm value by budgeting all free cash flows (FCF) and 

discount those back to today by applying an appropriate cost of capital (WACC).  

 

E(FCF) = expected free cash flows, WACC = weighted average cost of capital, t = number of time periods42 

 

It is important to notice that the model focuses on a corporate valuation of DONG Energy. The DCF-

model is valuing free cash flows to all investors and not only equity investors. Thus, it will be corrected 

when determining the equity value. On top of that, we must notice, despite the DCF model is the most 

common used valuation model, it has its limitations; the value is highly sensitive to both the estimation 

of the future free cash flows and the WACC. Accordingly, it is important to be very careful when 

estimating these elements.   

 

WACC 

WACC is a weighted average of the required rate of return (cost of capital) for each type of investor. 

The following formula for WACC includes equity and net interest bearing debt: 

 

WACC = 
𝑁𝐼𝐵𝐷

(𝑁𝐼𝐵𝐷+𝐸 )
 * rd * (1 – t) + 

𝐸

(𝑁𝐼𝐵𝐷+𝐸 )
 * re 

 

                                                 
42 Petersen & Plenborg (2012) 
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NIBD = Market value of net interest bearing debt, E = Market value of equity, rd = Required rate of return on NIBD  

  re = Required rate of return on equity, t = Corporate tax rate
43

 

 

As can be seen from the formula, the WACC consist of four elements; the capital structure, cost of 

debt, cost of equity and the corporate tax rate. In the following the elements will be dealt with in 

relation to DONG Energy individually.   

 

The capital structure 

First the long-term capital structure must be estimated. I have chosen to estimate the it based on the 

historical structure. However, DONG Energy has strengthened the capital base since the analyzed years 

2012 and 2013. In conclusion, DONG Energy’s long-term capital structure is estimated to 40% debt 

and 60% equity, which is around the average levels of 2014 and 2015. 

 

The Cost of Debt 

The second element is about determining the cost of debt, which basically is a function of the risk-free 

rate and the default spread. 

 

Cost of Debt = Risk-Free Rate + Default Spread44 

 

From the latest annual report (2015) it can be found that DONG Energy’s weighted average effective 

interest rate for general borrowing was 4.3% (2014: 4.1% and 2013: 4,0%). However, the current cost 

of debt for DONG Energy might not be an appropriate measure for the long-term cost of debt, as some 

of the debt currently is entered at historically low rates.  

 

Thus, a more theoretical correct measure for the long-term cost of debt will be estimated using the 

parameters from the function above. The risk-free rate represents the return from a total risk free asset, 

which only exists theoretical. Anyway, government bonds are often used as a substitute for the risk-free 

rate, as there is no actual observed risk-free asset. For the valuation of DONG Energy, the 10-year 

                                                 
43 Petersen & Plenborg (2012) 
44 Petersen & Plenborg (2012) 
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German Eurobond is chosen as the risk-free rate. The 10-year German Eurobond yielded 0,334 by the 

end of 2015 and currently (14/11 2016) yields 0.357%45. However, it is questionable whether they can 

remain at this low level going forward. The consequences of applying a to low risk free rate, will result 

in a lower WACC, which will result in too high valuations. Therefore, it is decided to use the 15-years 

historical average (2001-2015) for the 10-year German Eurobond as a proxy for a “normalized” risk 

free rate. The 15 years’ historical average for the 10-year German Eurobond is calculated to 3,10% 

(based on monthly observations). Thus, 3,10% will be applied as a proxy the risk-free rate in this 

thesis. 

 

The company specific default spread, which DONG Energy has on its debt is found by subtracting the 

coupon-rate on a 10-year government bond (1,75% for 2015) from DONG Energy’s weighted average 

effective interest rate for general borrowing, which previously was revealed as 4,3%. Thus, a company 

specific default spread for DONG Energy is 2,55%. 

 

Cost of Debt = Risk-Free Rate + Default Spread  

Cost of Debt = 3,10% + 2,55% = 5,65% 

Cost of Equity 

The next element in WACC is the cost of equity, which can be estimated using asset-pricing models. 

CAPM is a single factor model, which due to its relative simplicity and popularity are used in this 

thesis. The CAPM is built on the premise that equity investors should be compensated for taking on 

risk and strives to explain the relationship between risk and expected return, by stating that the 

expected return on a security equals the risk-free rate plus the securities beta times the market risk 

premium.46 

 

re = rf + βe * (rm – re) 

 

re = expected return on security, rf = risk free rate 

 βe = security’s sensitivity to the market return (beta), rm = expected market return 

                                                 
45 Bloomberg 
46 Petersen & Plenborg (2012) 
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The risk-free rate was estimated to 3,10% for the cost of debt. This rate is still considered valid for 

estimating cost of equity. 

 

From the analyses of DONG Energy’s operating and financial risks earlier in this thesis and by looking 

at comparable companies DONG Energy’s beta is assessed to be 0,8. The argumentation for choosing β 

< 1 shall be found in the transformation DONG Energy has undergone recently. First of all, DONG 

Energy is seeing decreasing risks related to commodity prices as more and more of the revenue comes 

from regulated agreements within renewable energy. Secondly Dong Energy has strengthened the 

capital base with the selling of several non-core assets and lastly the fact that DONG Energy is state 

owned should provide investors with a certain amount of security. 

 

How to estimate the market risk premium is one of the most debated issues in finance. While the risk-

free rate was determined above the expected market return still need to be determined. The expected 

market return is not directly observable, which make the estimation challenging. No universally 

accepted model for estimating it exists, but PWC investigated the area recently. In the paper, it was 

found that market participant in average used a market risk premium of 5,6%.47 

 

Re = 3,10% + 0,8 * 5,6%  

Cost of Equity = 7,58% 

Marginal tax rate 

At last the marginal tax rate must be determined. As previously discussed DONG Energy (and any 

other Danish company) has experienced a fall in the company tax rate. Thus, the marginal tax rate 

related to estimating DONG Energy’s WACC is assumed to equal the future Danish statutory rate at 

22%.  

 

                                                 
47 https://www.pwc.dk/da/publikationer/2016/prisfastsaettelse-paa-aktiemarkedet.pdf 
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10.2 Calculating WACC 

After estimating all the inputs of WACC the final step is the calculation. As the formula and the 

elements has already been discussed only the results are presented here. 

 

 

Figure 23: WACC Calculations, Source: Own Construction 

 

10.3 Free Cash Flow 

With the calculation of an appropriate WACC and with the budgeting done all future cash flows can be 

estimated. Thus, we are one step from having all the inputs for calculating the enterprise value of 

DONG Energy by the DCF-approach. 

 

 

Figure 24: FCF calculations, Source: Own Construction 

 

10.4 Calculation of equity value 

After estimating the cash flows we are ready for calculating the equity value of DONG Energy. As can 

be seen from the figure below the equity value of DONG Energy is estimated to be approximately 

DKK 130,000 billion based on accounting numbers available until the end of 2015.  

 

WACC calculations

Debt ratio 40%

Equity ratio 60%

Cost of debt 5,65%

Cost of equity 7,58%

Marginal tax rate 22%

WACC 6,31%

FCF calculations 2015 2016E 2017E 2018E 2019E 2020E 2021E

NOPAT 7.737 8.540 9.161 10.453 10.938 11.432

Change Invested Capital 2.873 2.557 4.275 3.805 3.387 3.014

Free Cash Flow 4.864 5.984 4.885 6.648 7.551 8.418
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Figure 25: DCF calculations, Source: Own Construction 

 

When summarizing the findings from earlier in the thesis I arrive at a pre-IPO enterprise value of DKK 

159,962 billion. To arrive at the indicative equity value, I subtract net financial liabilities, as well as 

minorities. The terminal growth is estimated to be 2%, which equals to the expected inflation. For the 

valuation, it is worth noticing hybrid capital is considered as a 100% liability. Furthermore, the key 

assumption for the valuation is successful execution of the operational and financial targets set out by 

the management. 

11. Sensitivity analysis 

Although, the forecasted WACC and terminal growth for DONG Energy is estimated with great care, 

they are subject to some uncertainty. The purpose of this section is to assess how sensitive the 

calculations, and hence the value of DONG Energy is to changes in those factors. 

 

 

Figure 26: Sensitivity analysis, Source: Own Construction 

 

Estimating the WACC is a complex process involving aspects such as the future capital structure, 

default spread and beta as well as the market risk premium and the risk-free rate. All these parameters 

Dong Energy Valuation 2016 2017 2018 2019 2020 2021-
1 2 3 4 5 6

Free Cash Flow 4.864 5.984 4.885 6.648 7.551 8.418

Disc_factor 0,94 0,88 0,83 0,78 0,74 0,69

PV of FCFF 4.575 5.294 4.066 5.205 5.561 135.261

PV of FCFF in forecast horizon 24.701 WACC 6,31%

PV of FCFF in terminal period 135.261 g 2,00%

Estimated enterprise value 159.962

Net Financial Liabilities -24.016

Minorities -6.398

Equity Value 129.548

1,0% 1,5% 2,0% 2,5% 3,0% 1,0% 1,5% 2,0% 2,5% 3,0%

5% 152.288 174.722 204.634 246.510 309.325 5% 22.740 45.174 75.086 116.962 179.777

6,65% 81.838 97.629 129.548 155.856 219.145 6,65% -47.710 -31.919 129.548 26.308 89.597

7% 87.287 95.785 105.984 118.448 134.029 7% -42.261 -33.763 -23.564 -11.100 4.481

8% 68.904 74.733 81.534 89.571 99.216 8% -60.644 -54.815 -48.014 -39.977 -30.332 

GrowthGrowth

WACCWACC
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are subject to uncertainty on an individual basis, which can influence the final WACC. As an example, 

the risk-free rate was calculated from a 15-year period, which resulted in the WACC of 6,31%. If I had 

chosen to use the current yield on a 10-year government bond it would have resulted in a WACC below 

5%, which nearly would have doubled the valuation. Hence, it is essential to estimate WACC as close 

as possible to the true WACC. 

 

The same apply for the terminal growth. While I choose to leave it at 2% DONG Energy’s attractive 

outlook might have made it tempting to apply a higher growth. As an example, it would have nearly 

doubled the valuation to raise the terminal growth with 1%-point. However, abnormal profits within an 

industry will tend to decrease over time. Thus, I assume the industry will have matured by 2021 and 

that retaining abnormal profits will require an abnormal deal of competitiveness from DONG Energy. 

12.  Conclusion 

To begin the conclusion, I will recall the overall problem statement of this thesis: 

 

“What was the fair IPO price of Dong Energy June 2016?” 

 

To answer the question several minor questions was made to make the basis for answering the main 

question. Consequently, the tendencies within the energy sector has been examined as well as DONG 

Energy has been analyzed internal and external to establish DONG Energy’s strategic market position. 

Thus, the final valuation reflects the findings from this part of the research. 

 

In Europe, the utility sector has experienced a liberation, which has increased competition within the 

traditional energy markets. This has also happened in Denmark, which has affected the structure of the 

classic utility market. Thanks to strong political support for reducing global emissions, energy markets 

are being converted by policymakers to enforce the decarbonization of the energy mix through subsidy 

schemes to support the build out of renewable technologies.  

 

The strategic analysis showed that DONG Energy as an experienced player in developing offshore 

wind farms, is well positioned to drive the transformation from conventional to renewables in the 
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European energy market. Accordingly, the company has gained the position of global leader in offshore 

wind development with a portfolio larger than its three nearest competitors combined in terms of 

installed capacity. The position is well supported by DONG Energy’s partnership model, which allows 

the company to capture the value from a project using half of the capital employed and with 

significantly lower risk. This support the Wind Power build-out plans towards 2020 and the 

governmental subsidies offer a strong platform for improved earnings visibility, while at the same time 

the company’s focus on the classic utility activities has shifted towards bioenergy conversion and 

overall cost efficiency.  

 

While the backbone of DONG Energy’s growth story is the outlook for offshore wind, the company 

has not forgot the classic utility business. The businesses for production and distribution of power and 

heat hold a strong market position in the Danish market, and enjoy decreasing dependence on 

commodity prices, while an increasing share of income come from regulated assets within renewable 

energy. 

 

However, the improved outlook has not come for free. The financial analysis showed that DONG 

Energy has performed poorly recently, among others because of significant investments and decreasing 

commodity prices. Those investments are capital intensive and requires time before it will pay off.   

 

Furthermore, DONG Energy has chosen a strategic direction for Oil & Gas that keeps exploration 

levels minimal and focuses instead on free cash flow generation. As such, the business unit will be 

managed for cash to monetize the existing asset base in the best possible manner. Accordingly, the 

company is determined to reinvest the capital from Oil & Gas into renewable technologies such as 

biomass conversion and offshore wind. Besides the attractiveness of limited exposure to the oil 

industry, which was concluded to be unattractive in the strategic analysis, the well-timed strategy also 

creates trust with the leadership of the company. 

 

In conclusion DONG Energy is assessed to be well positioned to capture the ongoing paradigm shift in 

the utility sector. The budgeting made on basis of the strategic analysis indicates a positive outlook for 

improving cash flow generation, where the payoff from the heavy investments will start to show off. 
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Despite conservative approaches, where Hybrid Capital was regarded as a liability and a terminal 

growth in line with inflation DONG Energy had a high value. Based on the DCF-model it resulted in a 

calculated fair equity value of DKK 129,5 billion, which implies an upside of around 30% compared to 

the price of the initial public offering this summer. Thus, I conclude DONG Energy was an attractive 

investment opportunity, which also reflects the findings in the strategic analysis, where especially the 

attractive position on the offshore wind market looks valuable. 

13. Discussion and further research 

After conducting the analysis of DONG Energy, it is obvious that the different business units support 

each other. However, every unit has different degrees of attractiveness as an investor. While Wind 

Power offers tremendous growth, the traditional utility business in Denmark is highly regulated. 

Accordingly, it would be interesting to assess the value of the units individually in order to review if 

DONG Energy’s combined values might be highlighted further as individual listings as conglomerates 

tend to trade at a discount compared to other companies.  

 

Furthermore, McLaughlin et. al (2010) suggest that IPO’s are typically listed at a discount to fair value. 

For further research, it might strengthen the quality of the analysis if it was supported by a review of 

the historic IPO discount of similar listings. 

 

Shortly prior to the deadline Donald Trump was elected as president in the United States. Trump has 

showed resistance against Obamas support for renewable energy during his campaign. Thus, it is a risk 

that subsidies in the United States will be harder to obtain in the future. Even though DONG Energy 

has not begun with any activities in US yet it would be a missed opportunity if Trump did as he said. 

This underpins how important the political environment is for DONG Energy, where changes in the 

subsidy schemes affects the business largely. However, my expectation is that Trump will keep the 

bullets in his pocket when it comes to subsidies for renewable energy. 
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15.   Appendix 

Appendix 1 – Reformulated Income Statement 

 

 

Income Statement 2010 2011 2012 2013 2014 2015

Net Revenue 58.437 65.860 72.199 71.829 74.387

Cost of sa les -31.375 -47.514 -47.123 -43.063 -45.072

Employee Costs -7.884 -8.142 -6.955 -7.147 -6.237

Other external  expenses -3.593 -3.638 -3.491 -3.336 -3.802

EBITDA 15.585 6.566 14.630 18.283 19.276

Depreciations -6.875 -9.172 -7.955 -9.222 -8.668

EBIT 8.710 -2.606 6.675 9.061 10.608

Income tax expense -3.408 -850 -791 -3.890 -3.163

Tax Shield -199 -501 -1.195 -641 -753

Tax a l located to other income 59 820 581 849 638

Tax on EBIT -3.548 -531 -1.405 -3.682 -3.278

NOPAT 5.162 -3.137 5.270 5.379 7.330

Profi t(loss ) of associates  and joint ventures 23 -3 -711 -93 -112

Impairments -818 -2.791 -5.008 -8.324 -17.033

Andre dri fts indtægter 10 603 280 2.143 2.536

Resultat ved sa lg af vi rksomheder 225 2.675 2.045 1.253 16

Resultat fra  kapita landelde, assoc vi rksomheder 36 -699 -57 -484 -8

Modtage udbytter 0 0 0 0 0

Hedging instruments -553 -225 1.292 322 198

Exchange rate adjustments 247 215 -435 -91 658

Tax on other comprehens ive income 169 180 -431 83 -74

Others 0 0 -60 57 103

Tax -59 -820 -581 -849 -638

Income from others  after tax -720 -865 -3.666 -5.983 -14.354

Total  operating Income 4.442 -4.002 1.604 -604 -7.024

Financia l  Income 5.811 3.667 3.099 5.161 9.275

Interest Hybrid Capita l 515 648 979 754 886

Financia l  costs 6.093 5.023 6.899 6.971 11.400

Net Financia l  Cost before tax -797 -2.004 -4.779 -2.564 -3.011

Tax Shield 25% 199 501 1.195 641 753

Net Financia l  Cost after tax -598 -1.503 -3.584 -1.923 -2.258

Total  Income before minori ty 3.844 -5.505 -1.980 -2.527 -9.282

Minori ty -422 249 181 -426 -386

Total  Income ex minori ty 3.422 -5.256 -1.799 -2.953 -9.668
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Appendix 2 – Reformulated balance sheet

 

Reformulated Balance Sheet 2010 2.011 2.012 2.013 2.014 2.015

Operating Assets

Intagible Assets 2.751 2.729 2.425 2.167 1.369 1.134

Land and bui ldings 2.859 4.142 3.806 1.979 1.656 1.490

Production Assets 57.502 65.438 70.266 67.758 65.517 61.107

Exploration Assets 975 1.611 1.401 1.192 388 14

Fixtures  and fi ttings , tool  and equipment 205 282 266 296 291 474

Property, plant and equipment under construction 19.144 23.037 18.181 20.297 18.054 17.144

Deferred Tax 404 181 265 130 632 274

Recievables 2.862 3.314 3.952 1.211 1.531 1.583

Inventories 3.091 4.244 3.765 3.560 2.938 3.567

Recievables , long term 31.614 32.492 26.244 25.347 24.807 29.958

Income Tax 27 19 181 169 192 329

Working Capita l  (1% of revenue) 546 584 659 722 718 744

Operating Assets 121.980 138.073 131.411 124.828 118.093 117.818

Operating Liabilities

Deferred Tax 8.188 9.336 6.917 5.496 4.281 1.646

Provis ions 9.418 11.936 12.395 12.891 15.397 17.754

Other Payables 1.688 2.329 3.300 3.958 4.599 5.913

Provis ions , long term 444 517 567 719 537 1.434

Income Tax, lonng term 621 763 1.825 986 2.584 2.657

Other Payables , long term 27.584 30.825 29.530 23.921 24.926 28.783

Operating Liabi l i ties 47.943 55.706 54.534 47.971 52.324 58.187

Operating assets, non-core

Assets  for sa le 845 684 3.631 280 0 2.585

Liabi l i ties  associates  with assets  class i fied for sa le -163 -385 -181 -2 0 -1.133

Pens ion l iabi l i ties -22 -15 -13 0 0 0

Investments  in associates 2.919 3.226 4.459 2.013 1.315 1.421

Operating assets , non-core 3.579 3.510 7.896 2.291 1.315 2.873

Invested Capital (Net operating assets) 77.616 85.877 84.773 79.148 67.084 62.504

Financial Assets

Other Equity Investments 374 418 382 261 242 191

Securi ties 7.620 9.914 14.914 16.118 24.948 21.221

Cash (working capita l  deducted) 3.601 1.758 2.692 2.172 5.316 4.221

Financia l  Assets 11.595 12.090 17.988 18.551 30.506 25.633

Financial Liabilities

Hybrid Capita l 8.088 9.538 9.538 13.236 13.236 13.248

Bond and Bank Loans , long term 33.506 34.715 47.673 36.767 35.849 31.775

Bank Loans 4.397 5.512 5.072 9.389 208 4.626

Financia l  Liabi l i ties 45.991 49.765 62.283 59.392 49.293 49.649

Net Financial Liabilities 34.396 37.675 44.295 40.841 18.787 24.016

Minori ty Interests 3.515 7.952 7.057 6.708 6.561 6.398

Equity 39.705 40.250 33.421 31.599 41.736 32.090


