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Executive Summary 


In 2006, Ørsted was among the most coal-intensive utilities in Europe, but today it is one of the most renewable. 


In line with this shift, Ørsted changed its name from DONG Energy, which was an abbreviation of Danish Oil 


& Natural Gas, to Ørsted. Ørsted’s goal is to phase out their use of coal by 2023, turning its focus to offshore 
 wind. Because of this transformed business profile and increasing exposure to offshore wind, investors are 
 now forced to rethink and re-evaluate their valuations of Ørsted. 


The objective of this thesis has been to determine the fair value of Ørsted A/S’ share price, as of March 31st, 
 2018.  


To ensure a robust valuation of Ørsted, this thesis has incorporated a set of well-documented strategical and 
 financial frameworks. The PESTEL framework examined the macroeconomic drivers affecting the offshore 
 wind industry. Porter’s Five Forces further investigated factors important to the competitive environment in 
 the industry. Porter’s value chain defined the activities supporting the value chain of Ørsted. Meanwhile, the 
 VRIN framework was applied throughout in order to examine Ørsted’s competitive advantages. To properly 
 adjust the financial forecasting, a historical analysis of Ørsted’s financial performance relative to its peers was 
 conducted. The main findings were summed up with the SWOT framework. A ‘triangular-valuation’ approach 
 was  applied;  more  specifically,  DCF,  a  relative  valuation  with  and  without  machine  learning,  comparable 
 transactions and market regression. To ensure a robust valuation, the DCF was thoroughly stress-tested with 
 Monte Carlo simulations. 


The strategic analysis highlighted macroeconomic factors as the key drivers of the offshore wind industry. The 
 goal of reducing CO2 entails a shift from the conventional fossil fuels towards renewable energy sources. 


LCoE will determine whether offshore wind is able to compete with other renewable sources. In addition, 
 subsidies and power prices have a major impact on the growth and profitability of the industry. However, 
 Ørsted has a sustained competitive advantage with its know-how and technological capabilities—a product of 
 being the first mover. The financial analysis revealed that, so far, offshore wind has been a major driver of 
 Ørsted earning a ROIC over its WACC, creating value for its shareholders, helped by their farm-down model. 


However, former oil & gas companies have noticed the growth potential in offshore wind and have committed 
to taking market shares. The SWOT framework summarised more threats than opportunities, resulting in a 
negative outlook post-2025. The value per share is found to be DKK 329; consequently, the current share price 
of  DKK  392  is  OVERVALUED,  initiating  a  SELL  recommendation.  According  to  the  Monte  Carlo 
simulations, there is an 85% probability of a loss if investors were to invest in the stock today. To forecast 
Ørsted’s first quarter earnings April 26th, the initial idea for a wind model has been built. 
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1. Introduction 


Global  CO2  emissions  must  be  reduced  by  2020  (UN,  2017).  A  dramatic  increase  in  renewable  energy 
 deployment is needed, and Denmark is a leading producer of renewable energy (Gerdes, 2016). The offshore 
 wind  industry  is  growing  rapidly  as  demand  for  green  energy  is  increasing.  The  industry  players  have 
 developed tremendously in terms of size and profitability over the last decades (Poudineh et al., 2017). This is 
 mostly due to consolidation and technological advancement. The Danish company, Ørsted (formerly DONG 
 Energy),  is  the  world’s  largest  offshore  wind  developer,  constructor,  operator and  owner,  with  projects  in 
 Denmark, Germany, the UK and the Netherlands, as well as having small pilot projects in Taiwan and the US 
 (Ørsted, 2016a; Ørsted, 2017a). Ørsted was a first mover in offshore wind energy and has a longer and more 
 extensive record than its key competitors (Ørsted 2016a). In 2016, Ørsted was the first to have installed more 
 than 1,000 offshore wind turbines (Ibid.). 


  


Over the past 11 years, Ørsted has undergone a significant transformation towards green energy.  In 2006, 
 Ørsted was among the most coal-intensive utilities in Europe, and only 13% of their heat and power generation 
 was based on renewable energy sources (Ørsted, 2017a). Ørsted recently reported earnings for 2017 where the 
 company emphasised its transformation from being a Danish utility company based on coal, oil and gas to an 
 international energy company based on green energy (Ibid). Ørsted has decided to phase out their use of coal 
 by 2023, where more than 95% of their heat and power generation will come from renewable energy sources 
 (Ibid.). Thune, Thomas, chairman of Ørsted commented: “As a result, we are a completely different company 
 today” (Ibid, p. 5). The shifting values of the company are reflected in their name change from DONG Energy, 
 which was an abbreviation of Danish Oil & Natural Gas, to Ørsted. 


  


Professional investors and equity research analysts must now rethink their valuation of Ørsted. What is the fair 
value now when Ørsted’s Wind Power division will account for the majority of the earnings going forward? If 
you take the recent development in the share price into account, shareholders have been predominantly positive 
with Ørsted trading close to its all-time high.  
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Figure 1 – Ørsted’s share price annotated with major events 


Source: Authors’ own creation from (Ørsted, 2018b) and Bloomberg 


The breakdown of EBITDA (highlighted in the financial analysis) shows that a total of 70% is coming from 
 Ørsted’s Wind Power division. In other words, a high double-digit percentage of Ørsted’s enterprise value 
 (EV) is coming from their Wind Power division. Going forward, the explanatory power will likely be even 
 more significant with the divestment of oil and gas. The question now is how this will impact Ørsted’s cash 
 flows, especially in terms of volatility from quarter to quarter. The rating agency, Moody’s, has earlier stated 
 its concern regarding the volatility in Ørsted’s cash flows, which resulted in a rating of Baa1, close to be a junk 
 bond (Business, 2012). Due to the company’s strong financial performance, Moody’s have since updated their 
 view on Ørsted, but Ørsted’s financial dependence on wind speed is still unknown. Furthermore, the costs 
 associated with offshore wind are still larger than those from conventional energy (Poudineh et al., 2017). Cost 
 levels are expected to reach a more competitive level, but significant challenges lie ahead. For example, the 
 offshore wind industry recently introduced zero subsidies (Ørsted, 2017f). In a recent competitive auction for 
 offshore wind in Germany, 1300MW out of 1450MW were accepted without any subsidies (Poudineh et al., 
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 2017). This  presents  a  significant  risk  for  Ørsted’s  earnings  going  forward  as  more  countries  may  copy 
 Germany, just like the Netherlands did (Wind Power Offshore, 2018). 


Ørsted stated in their investor presentation for 2017 that over the next number of years, offshore wind will 
 remain their primary driver of growth and constitute the vast majority of their business. They expect that more 
 than 85% of their gross investments towards 2023 will be in offshore wind (Ørsted, 2017a, p. 6). Table 1 shows 
 the business units’ contribution. 


Table 1 – Key figures 2017 


In their IPO prospect, Ørsted states the following: “Our strongest and most differentiated competitive positions 
 are within offshore wind power and this is where we see the biggest potential for long-term growth and value 
 creation” (Ørsted, 2016a, p. 134).For these reasons, the majority of the analysis in this thesis will be done on 
 the offshore wind industry and its outlook.  



1.1. Research objective 


The objective of this thesis is to determine the fair value of Ørsted’s share price on a standalone basis. The 
 thesis will rely on proven theoretical models and challenged with statistical models, in order to determine 
 whether the share is trading around its fair price or not. Hence, the research objective is to determine: 


“What is the fair share price of Ørsted A/S’ as of March 31st, 2018?” 


To reach a complete valuation, it is necessary to gain insight into the industry, the value drivers, the market 
 outlook and Ørsted’s competitive advantage. To ensure a thorough analysis, the following structure will be 
 used in the thesis: 


Wind Power
 Revenue


Gross investments
 Capital employed
 ROCE


#Employees


DKK 20.4bn
 DKK 15.5bn
 DKK 59.7bn
 28.4%


2,253


Bioenergy & Thermal Power
 Revenue


Gross investments
 Capital employed
 FCF


#Employees


DKK 5.9bn
 DKK 1.4bn
 DKK 2.6bn
 DKK -0.8bn
 749


Revenue


Gross investments
 Capital employed
 ROCE


#Employees


Distribution & CS.


DKK 40.2bn
 DKK 0.9bn
 DKK 9.8bn
 13.1%


1,263
Source: Authors’ own creation from (Ørsted, 2017a) 
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 Figure 2 – Thesis Structure 


Source: Authors’ own creation 


Part I - Introduction: This section will introduce the models, theories and frameworks used in the thesis. It 
 will discuss which theories are considered the most suitable to get a thorough understanding of Ørsted and its 
 fair value. It will provide a high-level discussion of best practices when performing a valuation. This section 
 is essential for understanding the later analysis.  


Part  II  -  Overview: This  section  will  provide  an  overview  of  the  offshore  wind  industry  and  its  history. 


Further, the section will introduce Ørsted. The history of the firm will be described briefly, starting from its 
 foundation, up until its most recent activities. The section will provide the foundation for the strategic and 
 financial analysis.  


Part  III  -  Strategic  Analysis: The  subsequent  sections  will  provide  a  strategic  analysis  of  Ørsted  and  is 
 divided into three parts. First, Ørsted’s macro-environment is analysed with a focus on how various macro 
 factors  impact  their  competitiveness.  Secondly,  by  analysing the  offshore  wind  industry,  Ørsted’s  micro-
 environment is discussed in detail. Thirdly, an internal analysis is presented with a focus on Ørsted’s internal 
 capabilities. Following the financial analysis, the strategic analysis will be summarised in a SWOT. The overall 
 goal of this section is to uncover the main drivers within the industry and Ørsted’s potential for future value 
 creation. The section will provide the foundation for forecasting Ørsted’s growth, cash flows and risk.  
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 Part IV - Financial Analysis: The strategic analysis is followed by a financial analysis. Ørsted’s financial 
 statements will be reformulated to separate operating items from financing items. The reformulated financial 
 statements will be used to conduct a financial analysis of the past years. The aim is to understand Ørsted’s past 
 drivers of growth, profitability and credit risk and compare it to its peers. In order to calculate the economic 
 value added (EVA), this section will also calculate Ørsted’s cost of capital (WACC). The section will give 
 valuable insight into Ørsted’s ability to grow in the future.  


Part V - Valuation: This section intends to answer the overall research question by ultimately valuing Ørsted. 


First, it will provide pro forma income statements, balance sheets and cash flow statements based on the results 
 of the strategic analysis. Second, it will calculate the fair value of Ørsted with use of appropriate valuation 
 techniques. Third, a sensitivity analysis will be used to challenge and check the sanity of the valuation.  


Part VI – Discussion & Conclusion: The final section will discuss and conclude the thesis’ findings and 
provide a final answer to the overall research question. Finally, for further research, a wind model is built with 
a focus on wind speed’s explanatory power to Ørsted’s earnings. 
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1.2. Methodology and sources 


In this section the choice of scientific view, research approach, literature applied and source of empirical data 
 will be elaborated upon. 



1.2.1. Research Method 


When conducting research, different research paths are available. No research path is better than others, but 
 some are better at achieving different goals (Egholm, 2014). The choice of research path should always be 
 aligned with the aim and scope of the research project. 


1.2.1.1. Scientific View  


Research studies are carried out within predetermined paradigms. Each paradigm presents its own view on the 
 world, setting boundaries for what is possible. Hence it is important to establish and select a paradigm (Ibid.). 


Positivism and constructivism represent the most fundamental paradigms. The two paradigms take different 
 ontological, epistemological, and methodological positions (Ibid.). The positivistic paradigm adheres to an 
 objective ontology and emphasizes the objective analyst, who generalizes about cause-effect relations with 
 statistical analysis. In positivism all subjectivity is rejected (Ibid.). In contrast, in constructivism the goal is to 
 understand the subjective reality of the research subject rather than to  generalize. Here the researcher is an 
 active participant within the world being investigated (Ibid.). 


The constructivist paradigm is believed to be the most suitable paradigm for the thesis due to the nature of the 
 used  frameworks.  Valuation  models  are  affected  by  subjective  beliefs  about  the  future.  Consequently,  the 
 authors will have an impact on the outcome of the study. In addition, the goal is not to test or verify established 
 theoretical models. 



1.2.2. Research Approach  


The  research  approach  addresses  the  question  of  methodology  (Ibid.).  The  main  research  approaches  are 
 induction and deduction (Ibid.). The distinction between the deductive and the inductive approach is whether 
 to start at the empirical or theoretical level.  


Deductive reasoning can informally be called a "top-down" approach (Ibid.). Here theory is the starting point, 
which is narrowed down to a hypothesis which can be tested. The test of the hypothesis leads to a confirmation 
or rejection of the original theory (Ibid.). Inductive reasoning works the other way, a "bottom up" approach 
(Ibid.). In inductive reasoning data is the starting point. Here patterns are detected leading to hypotheses that 
can be explored - the result is a new theory. In theory the two research approaches define two extremes, in 
practice most research involves using both inductive and deductive reasoning (Ibid.). 
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 The thesis will use both a deductive and inductive research method. First, a deductive approach is used as the 
 value of the share is calculated by applying general frameworks. The conclusion of the thesis is therefore 
 sensitive to the chosen frameworks, and a thorough theoretical review is conducted to find the appropriate 
 valuation  framework.  There  are  no  general  frameworks  to  value  companies  within  offshore  wind,  so  an 
 inductive approach is also used. Combining the two research methods ensure that the thesis has the necessary 
 flexibility  to  account  for  Ørsted’s  company-specific  factors.  In  relation  to  research  approaches,  the 
 combination of deduction and induction results in an abductive research approach. Abduction unites deduction 
 and induction and allows for exploring an unknown phenomenon based on current knowledge (Ibid.). 



1.2.3 Literature 


The thesis’ overall research design is like the setup used by Petersen & Plenborg (2012). The strategic analysis 
 is  based  on  frameworks  from  Grant  (2015)  and  complemented  with  recommendations  from  Petersen  & 


Plenborg (2012) as they focus on strategic frameworks suitable for valuation. 


The valuation will primarily be conducted after the methods stated in Koller et al. (2010), Damadoran (2012), 
 Petersen & Plenborg (2012), Penman (2009) and Rosenbaum & Pearl (2009). The reformulation of the balance 
 sheet and income statement is primarily based on the framework produced by Petersen & Plenborg (2012) and 
 Koller et al. (2010). The historical financial analysis is solely based on Petersen & Plenborg (2012). The cost 
 of capital will be calculated based on the framework from Damodaran (2012) as the author uses the bottom-
 up beta calculation, suitable for Ørsted. The intrinsic valuation will be based on a combined framework from 
 the listed authors with more weight on Koller et al. (2010), Damadoran (2012) and Petersen & Plenborg (2012). 


The  relative  valuation  is  based  on  Rosenbaum  &  Pearl (2009),  as  they  come  from  an  investment  banking 
 background where relative valuation is widely used. Finally, the statistical models are based on the works from 
 Damodaran (2012) with inspiration from Vibig et al. (2008) as they focus on statistical models from leading 
 investment banks.  


It should be noted that all these authors have different beliefs regarding valuation. For example, Koller et al. 


(2010) is a strong advocate for focusing on economic value added (EVA) with the return on invested capital 
(ROIC) versus WACC as the most important metric in valuation. On the other hand, Damodaran (2012) is a 
strong believer in having a story to the numbers. Relying on a combined framework from these listed authors 
will provide a solid theoretical basis for a best practice valuation.  
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1.2.4 Data 


The thesis is written from the perspective of an external investor. Therefore, it is entirely based on publicly 
 available information. The thesis will involve a large amount of data; therefore, it is important to provide an 
 overview. Data sources can be categorized into primary, secondary and tertiary sources (Booth, et al., 2008).  


Primary data: The thesis relies heavily on primary data. In simple terms, primary data is data, which other 
 research is based on. In a  valuation context, primary data is data coming directly from Ørsted, i.e. annual 
 reports, company announcements and press releases. It could be argued that this type of data can be bias and 
 edited,  however  Ørsted  is  a  listed  company  constrained  by  regulations.  Hence  it  is  assumed  that  public 
 information is reflective of its facts.  


Secondary  data:  Secondary  data  tries  to  describe  or  explain  primary  data.  It  summarizes  or  interprets  the 
 primary  source.  Secondary  data  is  obtained  from  validated  sources  such  as  WindEurope,  MarketLine, 
 Energistyrelsen, European commission, Bloomberg, Bloomberg New Energy Finance (BNEF) and Reuters. 


More in depth background information about the offshore wind industry and the technical details in installation 
 of offshore wind farms is obtained from two reputable books with more weight on Poudineh et al. (2017). In 
 addition, articles from the Danish newspaper Børsen are used, as Ørsted is often mentioned in that paper. 


Tertiary data: Tertiary data is usually not credited to an author since they compile other sources. Examples of 
tertiary  sources  are  encyclopedias,  fact  books,  chronology  etc.  Tertiary  sources  are  only  used  in  the  early 
writing phase to obtain an overview of the offshore wind industry. 



(13)Page 9 of 162 



1.3. Theoretical review 


The following section will review the theoretical models used to conduct a thorough valuation of Ørsted. These 
 models will be critically assessed, and it will be shown why the models used are the most appropriate in the 
 context of the thesis. To value a company, it is necessary to understand the economic context in which the 
 company operates, the company’s strategy, and the company’s financial performance. The first subsection will 
 focus on the strategic analysis, while the latter subsection deals with the financial analysis. 



1.3.1. Strategic analysis 


A strategic analysis is a pivotal factor in being able to identify key value drivers that exist in the company 
 (Grant, 2015). The aim is to identify the non-financial value drivers that can influence Ørsted’s value creation. 


Therefore, findings of this section will serve as the foundation for the financial forecasting. 


For a strategic analysis to be all-encompassing, it needs to include both internal and external factors.  For this 
 ground to be covered using academia, a combination of theories must be used since no single theory covers 
 internal and external factors conclusively (Grant, 2015). A strategic analysis can be conducted using a top-
 down perspective or a bottom-up perspective (Day, 1981). The thesis will use a top-down perspective due to 
 its market focus, where a company’s ability to generate value from its products are highlighted. Johnson et al. 


(2008)  characterise the  environment  of a  company  as  a  series  of  layers. The  outer  layer  is  the  company’s 
 macro-environment, the second layer is the micro-environment, which focuses on the sector, and the third and 
 last layer is the company itself and its capabilities. Petersen & Plenborg (2012) present a similar framework:  


●  Macro factors influencing the company’s cash flow potential and risks 


●  Industry factors influencing the company’s cash flow potential and risks 


●  Company-specific factors influencing the company’s cash flow generation and risks 


●  Value chain analysis 


●  A company’s Strengths, Weaknesses, Opportunities and Threats (SWOT) 


The thesis will follow the suggested strategic framework by Petersen & Plenborg (2012). Note their extensive 
 focus on factors that influence cash flows and risks. These factors are the primary determinants of a company’s 
 share price and therefore highly relevant to uncover. 


     


To cover the external macro-environment, the PEST framework is used (Aguilar, 1967). The model is extended 
to include environmental and legal factors (PESTEL) since they are important in today’s society (Johnson et 
al.,  2008).  PESTEL  is  an  abbreviation  of  Political,  Economic,  Social,  Technological,  Environmental,  and 
Legal, and is one of many frameworks that structure environmental macroeconomic factors into key types 
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 (Ibid.). The framework has been criticised for addressing highly dynamic factors that can change without a 
 moment’s notice. Another criticism is that the ‘degree of impact’ is not considered and up-to-date information 
 is rarely at one’s disposal (Ibid.). Furthermore, it is important to address that the PESTEL describes the past. 


Despite the weaknesses of the PESTEL, the model can provide a thorough overview of the surroundings and 
 identify the key strategic factors (Ibid.) 


To develop an understanding of the competitive environment and the attractiveness of the industry, Porter’s 
 Five Forces framework is used (Porter, 1979). Porter’s framework is still the most widely used for thinking 
 about strategy. According to Porter (1979) the intensity of competition in an industry is determined by five 
 forces: threat of new entry, pressure from substitute products, bargaining power of buyers, bargaining power 
 of suppliers and the degree of rivalry among existing competitors. Companies need to choose strategies that 
 build competitive advantages to mitigate these forces and achieve superior profitability. Porter’s framework 
 has  been  criticised  for  being  static;  it  considers  industries  in  a  specific  moment,  neglecting  the  dynamic 
 relations among companies (Thurlby, 1998). Grundy (2006) also highlights that the framework tends to support 
 the mindset of an industry as a specific entity with clear boundaries. Still, Grundy (2006) states that the model 
 has significant potential when combining it with other tools, such as PESTEL, which is done in this thesis. 


Furthermore,  Porter’s  framework  does  not value  the  company’s  resources  and  capabilities,  which  is  a 
 determinant  of  a  company’s  profitability  (Hill  &  Jones,  1995).  For  this  reason, the  Porter’s  value  chain 
 framework is introduced and merged with the VRIN model due to its internal focus (Grant, 2015). To account 
 for some of the weaknesses related to Porter’s framework, game theory could be applied. Game theory is better 
 at capturing the industry dynamics, especially the competitor’s countermoves (Johnson et al., 2008). However, 
 according to Mahoney (2005), game theory is not better than neoclassical economic theory when trying to 
 predict the outcome of a bargaining situation. 


The internal analysis consists of a value chain analysis as proposed by Porter (1998). Porter (1998) noted that 
the competitive advantage of the firm cannot be understood solely by looking at the firm as a whole. Rather, 
the competitive advantage stems from discrete activities performed by the firm that can be divided into two 
activities;  namely,  primary  and  support  (ibid.).  Even  though  research  by  (Grant,  2015)  emphasises  the 
importance of value chain analysis, researchers have described inefficiencies with the theory. Lord (1996) and 
Dekker (2003) note that little empirical evidence of the use in practice is available and the concept has primarily 
been conceptual and anecdotal. To account for these weaknesses, the activities identified by the value chain 
analysis are analysed with use of the VRIN framework. 
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 Figure 3 – Porter’s value chain framework 


Source: Authors’ own creation from (Porter, 1998) 


The VRIN-framework is used to  analyse whether Ørsted’s activities in its value chain, identified from the 
 value  chain  analysis,  have  any  sustainable  competitive  advantage.  The  VRIN  framework,  introduced  by 
 Barney (1991), integrates two existing theoretical frameworks: the positioning perspective and the resource-
 based view (RBV). VRIN stands for the four questions one must ask about a company’s resources to determine 
 its competitive potential: 


●  Valuable: Does the resource enable the firm to exploit an opportunity? 


●  Rare: Is the resource currently controlled by only a small number of competing firms? 


●  Inimitable: Do firms without the resource face a cost disadvantage in obtaining it? 


●  Non-Substitutable: Can other firms substitute the resource with any other resource? 


If  the first three questions can be answered with a “yes” and the last one with a “no”, then the respective 
 resource can be considered to be a sustainable competitive advantage (Barney, 1991). The VRIN model has 
 been the subject of much criticism because it ignores external factors and it is a simplified version of reality 
 (Priem & Butler, 2001). When combining the model with an external analysis, the limitations of the VRIN 
 model are reduced (Johnson et al., 2008).  


A summary of the findings from the internal, external and the later financial analysis are presented in a SWOT 
 framework.  The  SWOT  identifies  the  key  issues  and  strategic  drivers  based  on  the  external  and  internal 
 analyses (Petersen & Plenborg, 2012). The SWOT analysis consists of identifying the Strengths, Weaknesses, 
 Opportunities and Threats the company is experiencing. The first two factors, the strengths and weaknesses of 
 a firm, are derived internally with use of the value chain analysis and the VRIN model, where the focus is 
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 placed on internal competences. The other two factors, opportunities and threats are derived from the external 
 analysis with use of PESTEL and Porter’s Five Forces. By conducting a SWOT analysis, the goal is to identify 
 the key strategic drivers that will have direct effect on Ørsted’s financial operation and thus lead to better and 
 more thoughtful financial forecasting (Petersen & Plenborg, 2012).  



1.3.2. Financial analysis 


A critical assumption in valuation, as applied to publicly traded stocks, is that the market price of a stock can 
 differ from its intrinsic value. If one assumed that the market price of a stock perfectly reflected its intrinsic 
 value, the valuation would simply be looking at the market price. Therefore, when the thesis is performing a 
 valuation,  it  subjects  itself  to  the  idea  that  the  market  can  be  inefficient  and  hence  misprice  a  company 
 (Damodaran, 2012). 


1.3.2.1. Intrinsic valuation 


To obtain a useful estimate of intrinsic value, an analyst must combine accurate forecasts with an appropriate 
 valuation model. Among the many ways to value a company, the thesis will focus on one in particular: the 
 discounted cash flow model (DCF). To control the assumptions in the DCF, the DCF will be inspired by the 
 economic value-added model (EVA), more specifically the use of ROIC. Given that the DCF and EVA yield 
 identical results, only a DCF is used. The DCF remains a favourite of practitioners and academics because it 
 relies  solely  on  the  flow  of  cash  in  and  out  of  the  company,  rather  than  on  accounting-based  earnings 
 (Damodaran, 2012). It is premised on the principle that the value of a company can be derived from the present 
 value of its projected free cash flow (FCF): “We buy most assets because we expect them to generate cash 
 flows for us in the future” (Damodaran, 2006, p. 4). The DCF can be specified in two ways. One approach is 
 used to estimate the enterprise value of a company (unlevered DCF) and the second approach estimates the 
 equity value of a company (levered DCF) (Damodaran, 2012). This thesis will estimate the enterprise value 
 and  work backwards to calculate the equity value. The three major inputs into the  unlevered DCF are the 
 following: 


●      Cash flows 


●      Terminal value 


●      Discount rate 
   


Choosing appropriate inputs for the DCF analysis can be difficult. A minor change in any one of these variables 
can significantly affect the estimated value of a company. 
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 1.3.2.2. Cash flows 


The basic idea of the DCF model is to determine the present value of  free cash flows (FCF). The FCF are 
 derived from a variety of assumptions about the firm’s future financial performance, including revenue growth, 
 profit  margins  and  reinvestment  needs.  The  complexity  lies  in  estimating  these  inputs,  which  is  the  main 
 problem with the DCF (Damodaran, 2012). While there are varying definitions of FCF, the most common one 
 is the free cash flow to the firm, which is defined as follows:  


FCF = NOPLAT + Depreciation − CAPEX −   ∆ NWC 


The formula represents the cash produced by the company’s business operations after paying for operating 
 expenses and capital expenditures. It is a more representative measure of cash generation than simply looking 
 at the company’s net income (Ibid.). The FCF are typically projected for five to ten years, allowing a company 
 to reach its steady state. This period typically spans at least one business cycle and allows sufficient time for 
 the successful realisation of in-process or planned initiatives (Koller et al., 2010). 


To account for the uncertainty when forecasting FCF, sensitivity analysis, such as Monte Carlo simulations, 
 can be used. With this method, input variables are estimated as probability distributions rather than static values 
 (Vibig et al., 2008). The Monte Carlo process includes running  many simulations, yielding a whole set of 
 possible enterprise values. Nowak & Hnilica (2012) argue that replacing the static numbers in the DCF with 
 distributions is a robust method for capturing possible outcomes. It provides statistical measures such as mean, 
 minimum  and  maximum  value  as  well  as  standard  deviation.  Estimating  the  input  distributions  can  be 
 challenging but relying on historical data or a strategic analysis is a reasonable starting point (Vibig et al., 
 2008). In theory, any type of probability distribution can be used. However, due to the nature of the DCF, only 
 a  few  probability  distribution  types  are  appropriate.  In  practice,  the  uniform  and  triangular  probability 
 distributions are widely used (Titman & Martin, 2011). The uniform distribution assigns equal probabilities 
 for all values within  a range,  meaning that no value  is  more likely to occur, making it suitable for highly 
 uncertain variables. The triangular distribution is similar to the uniform distribution but, in this case, the most 
 likely value is also defined. Hence, the triangular distribution does not assign equal probabilities for all values 
 or  impose  symmetrical  probabilities  around  the  most  likely  value.  This  is  useful  when  using  a  DCF  with 
 carefully  selected  inputs  from  a  strategic  analysis  (Vibig  et al.,  2008).  With extensive research, a  realistic 
 minimum,  most  likely,  and  maximum  value  can  be  defined,  improving  the  reliability  of  the  Monte  Carlo 
 simulations (Ibid.). Hence, triangular distributions are used throughout the thesis. 


When performing Monte Carlo simulations in a DCF, it is important to account for correlation between the 
input  variables  (Ibid.).  It  cannot  be  assumed  that  any  financial  value  can  be  drawn  randomly  from  each 
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 distribution independently. For example, a company that wants to grow its revenues usually  must invest in 
 property,  plant  and  equipment  and  in  net  working  capital,  such  as  inventory  and  receivables.  As  a  result, 
 revenues and investments are typically correlated. The later Monte Carlo analysis shows how the thesis has 
 accounted  for  correlation.  In  summary,  sensitivity  and  scenario  analyses  are  of  great  importance  when 
 performing  a  valuation  due  to “…the  valuation  approach  must  yield  an  unbiased  estimate”  (Petersen  & 


Plenborg, 2012, p. 212).  


1.3.2.3. Terminal value 


Given the challenges of projecting a company’s FCF indefinitely, a terminal value is used to quantify the 
 remaining value after the projection period. The terminal value typically accounts for a substantial portion of 
 the value in a DCF (Damodaran, 2012). Therefore, it is important that the financial data in the final year of the 
 projection period (terminal year) represents a steady state or  normalised level of financial performance, as 
 opposed to a cyclical high or low (Koller et al., 2010). The terminal value can be calculated with use of the 
 Gordon’s growth formula: 


Terminal value in year n = Cash flow in year (n + 1)
 Discount rate − Perpetual growth rate


The fact that a stable growth rate is constant in infinity sets constraints on how high it can be. Since no firm 
 can grow forever at a rate higher than the growth rate of the economy in which it operates, the constant growth 
 rate cannot be greater than the risk-free rate (Damodaran, 2012).  


Another approach  that is widely used to calculate a company’s terminal value is the exit multiple method 
 (EMM)  (Rosenbaum  &  Pearl,  2009).  The  EMM  calculates  the  remaining  value  of  the  company  after  the 
 projection period based on a multiple of the terminal year’s EBITDA. According to Damodaran (2012) using 
 multiples to estimate terminal value results in a dangerous mix of relative and  intrinsic  valuation. A  DCF 
 should provide an estimate of intrinsic value, not a relative value. Consequently, the only consistent way of 
 estimating terminal value in a discounted cash flow model is to use a stable growth model (Damodaran, 2012). 


This thesis will rely on Gordon’s growth formula and use the EMM approach as a sanity check.   


1.3.2.4. Discount rate 


The  company’s FCF  is  discounted  with  an  appropriate  discount  rate  such  as  the  weighted  average  cost  of 
capital (WACC). WACC is the price charged by investors for bearing the risk that the company’s FCF may 
differ from what they anticipate. In other words, WACC equals the minimum return that investors expect to 
earn from investing in the company (Damodaran, 2012). WACC is a function of cost of equity (re) and cost of 
debt (rd) and the market values for equity (MVE) and debt (MVD). 
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 WACC = E


D + E∗ re+ D


D + E∗ rd∗ (1 − t) 


Cost of equity is probably the most difficult input to estimate in the WACC formula (Damodaran, 2012). The 
 equity holders are residual claimants of the FCF and need to be derived in contrast to cost of debt. Cost of 
 equity is found by the widely used and criticised capital asset pricing model (CAPM) (Koller et al., 2010). 


According to Graham & Harvey (2001), the CAPM is used by 73.5% of U.S. managers. The CAPM has been 
 challenged by academics and practitioners but, so far, no practical competing model has emerged (Ibid.). The 
 CAPM uses three variables to determine a stock’s expected return and assumes a linear relationship between 
 the risk-free rate, the market risk premium (i.e., the expected return of the market over the risk-free rate), and 
 the stock’s beta. 


CAPM = Risk free rate + Beta ∗ (Return on Market − Risk free rate) 


The risk-free rate is the starting point for all expected return models (Damodaran, 2012). In order for an asset 
 to be risk-free, the asset must meet two conditions: (1) there can be no risk of default associated with its cash 
 flows and (2) there can be no reinvestment risk (Damodaran, 2012). In a valuation, this will lead towards 
 government bond rates as risk-free rates. Since they are risk-free, they have a beta of zero. According to the 
 duration matching strategy, the government bonds need to be long term, so the duration is matched up to the 
 duration of the FCF (Koller, et al., 2010). Furthermore, it is important that the risk-free rate is denominated in 
 the same currency as the cash flows so issues such as inflation are avoided (Petersen & Plenborg, 2012). 


Beta measures a stock’s co-movement with the market and represents the stock’s ability to further diversify 
 the market portfolio. It is the only component in the standard CAPM formula that is company-specific. Stocks 
 with high betas must have excess returns that exceed the market risk premium; the converse is true for low-
 beta  stocks (Petersen  &  Plenborg,  2012).  Studies  over  the last  few  decades  suggest  that  the  beta  does not 
 explain the differences in returns across stocks (Damodaran, 2012). However, there is no disputing that risk 
 matters and some investments are riskier than others. If a beta is not used as a measure of relative risk, then an 
 alternative measure of relative risk must be used. When estimating a beta, analysts often do a regression of a 
 stock’s return against a market index, where the beta is the slope of the regression (Petersen & Plenborg, 2012). 


This is known as the top-down beta approach and it is problematic due to it always being backwards-looking, 
dependent on the estimation period, and if the stock is a major component of the index, it will generally have 
a beta of one, known as the index effect (Damodaran, 2012). The thesis will use the bottom-up beta approach, 
where the regression beta is replaced with a sector-average beta. The regression beta would not be appropriate 
due to Ørsted only started trading in 2016; hence, the data available is insufficient. The bottom-up beta is 
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 obtained  by  averaging  across  regression  betas  of  comparable  firms,  which  reduces  the  standard  error 
 (Damodaran,  2012).  This  is  important  for  Ørsted  as  the  sector-average  beta  reflects  its  current  mix  of 
 businesses (divestment of oil & gas) rather than its historical mix.  


The  market  risk  premium  (ERP)  is  an  estimate  of  the  excess  returns  an  investor  can  expect  to  receive  as 
 compensation for bearing equity risk (i.e., investing in the market portfolio rather than a risk-free instrument). 


There is a direct relationship between the ERP and required return, which means that as an investment’s risk 
 increases, investors will expect a higher return on equity (Damodaran, 2016). Conversely, as risk decreases, 
 the  required  return  on  equity  will  also  decrease.  To  estimate  EPR,  analysts  often  look  at  the  past,  which 
 according to the literature is problematic (Ibid.). Historical returns vary widely over time, which results in 
 large estimation errors. If the actual market index used has performed well during the historical period, the 
 estimates may be skewed. An alternative is to back out a forward-looking premium (called an implied ERP) 
 from current stock price levels and expected FCF (Ibid.). As a valuation is based on discounting future FCF, 
 the  thesis  will  rely  on  the implied  ERP.  It  is  often  seen  that  ERP  is  based  on an  average  across  different 
 approaches, but this represents different views of the world and gives a false sense of security (Ibid.). 


The cost of debt (rd) is the rate at which the company can borrow. It will reflect not only the default risk but 
 also the level of interest rates in the market. The most frequently used approach to estimating cost of debt is 
 looking up the yield to maturity on a straight bond outstanding from the firm. The limitation of this approach 
 is that very few firms have  long-term straight bonds that are liquid and widely traded (Damodaran, 2012; 


Koller  et  al., 2010). Alternatively,  the  company’s  credit rating  can  be found from  rating  agencies  such  as 
 Moody’s (Damodaran, 2012). From here, the default spread can be estimated and added to the risk-free rate to 
 arrive at the cost of debt While this approach is more robust, different bonds from the same firm can have 
 different ratings. As a last resort, if the company has no rating, a synthetic rating can be calculated from its 
 interest coverage ratio (Ibid.). 


1.3.2.5. Relative valuation 


The idea behind relative valuation is that similar companies (peers) provide a highly relevant reference point 
 for valuing a given company (Rosenbaum & Pearl, 2009). The underlying assumption behind the model is the 
 law of one price and that the assets of comparable firms should be trading at the same price (Damodaran, 
 2012). Therefore, a relative valuation is designed to reflect a “current” valuation based on prevailing market 
 conditions. Unlike the DCF model, the method of relative valuation does not require multi-year forecasts about 
 the future FCF, the market renders this challenge (Rosenbaum & Pearl, 2009). 
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 The core of relative valuation involves selecting a universe of comparable companies that have similar key 
 businessess, financial characteristics and performance drivers to the chosen company (Ibid.). These peers are 
 then benchmarked against one another based on their financial ratios. This comparison can be based upon 
 enterprise-based multiples such as EV/EBITDA or equity-based multiples such as P/E. In this comparison, it 
 is  important  to  make  sure  that  the  companies  are  using  the  same  accounting  policies  (conservative  vs. 


aggressive) and to adjust for non-recurring items (Petersen & Plenborg, 2012). In general, equity ratios are 
 sensitive to the capital structure, accounting policies, and differences in the fiscal year; therefore, the relative 
 valuation will primarily be focusing on enterprise-based multiples. According to Damodaran’s (2012) rule of 
 consistency, if the numerator is an enterprise value, then the denominator should be an enterprise value as well. 


Price/Revenue is an example of an inconsistent multiple. The numerator is an equity value and the denominator 
 is an enterprise value, which will lead to conclusions that are not merited by the fundamentals (Damodaran, 
 2012).  Schreiner  and  Spremann  (2007)  investigated  the  empirical  accuracy  of  multiple  valuations  among 
 European companies and found that forward-looking multiples outperform trailing multiples. This is in line 
 with the findings from Koller et al. (2010), who stated that “... forward-looking multiples are consistent with 
 the principles of valuation ... that a company’s value equals the present value of future cash flow, not sunk 
 costs” (Koller et al., 2010, p. 378). 


It is important to state that no two companies are  the same, so assigning a valuation based on the trading 
 characteristics of similar companies may fail to accurately capture a given company’s true value (Rosenbaum 


& Pearl, 2009). For this reason, the relative valuation will also be based on more advanced methods such as 
 multiple  regressions  based  on  the  framework  of  Damodaran  (2012).  In  relation  to  multiple  regressions, 
 McKinsey (2012) highlighted that the standard relative valuation methodology can be significantly improved 
 when regression analysis is used (McKinsey, 2012). According to Damodaran (2012), the simplest way of 
 controlling for differences between companies is with a multiple regression. The regression technique gives a 
 measure  of  how  strong  the  relationship  is  between  the  dependent  and  independent  variables.  If  P/E  is  the 
 dependent variable, then  it is important that the chosen independent variables are related to e.g., expected 
 growth, payout, risk, etc. (Damodaran, 2012). But if the independent variables are correlated with each other, 
 known as multicollinearity, then the regression analysis will be unreliable (Damodaran, 2012). 


Baker and Ruback (1999) provide research on the relative method itself. Generally, when performing a relative 
 valuation, practitioners take the average or median of the peers’ multiple and use it as the reference point. They 
 found that the harmonic mean is the best measure of multiples when considering the four possible methods: 


arithmetic  mean,  value-weighted  mean,  median  and  harmonic  mean.  According  to  their  study,  using  the 
arithmetic mean will overestimate the value due to its sensitivity to outliers (Baker  & Ruback, 1999). The 
harmonic mean is also preferred by Petersen & Plenborg (2012).  
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 1.3.2.5.1. Comparable Transaction Analysis (CTA) 


CTA is described very little in the theory, it is used more in practice. The CFA Institute (2015) and Schnoor 
 (2006), however, have proposed simple outlines to account for precedent transactions: collect information, 
 calculate multiples, and, lastly, estimate values. The purpose of the first step is to gather data regarding recent 
 takeovers of comparable companies. In general, the first sample should be as wide as possible, yet limited, or 
 related to the same industry as the company in  question. This is further described by Rosenbaum & Pearl 
 (2009) who note the different factors that may affect multiples, such as financial distress, world economy, 
 public  vs.  private  company  and  number  of  bidders.  It  is  worth  noting  that  relative  valuation  of  multiples 
 collected in the market and comparable transactions are the subject of past values and may be affected by the 
 mentioned  conditions.  In  addition,  in  general,  all  types  of  acquisitions  are  subject  to  control  premiums 
 (Rosenbaum  &  Pearl,  2009).  Control  premiums  occur  when  an  acquiring  company  tries  to  acquire  the 
 controlling stake of a target company. The price paid for a controlling stake of a company is usually higher as 
 the acquiring company is then in control and makes decisions about the future. The third and last step is where 
 the collected multiples are applied to the company. As with all multiples, the application of such does not 
 account  for  the  strategy  of  the  collected  multiples  (Rosenbaum  &  Pearl,  2009).  It  can  be  argued  that  the 
 multiples are derived from the strategy of the company, and the multiples thus have an implied weight of 
 strategy.  However,  without  carefully  examining  the  strategy  of  the  companies  whose  multiples  have  been 
 collected, one cannot be sure.   


1.3.2.6. Intrinsic vs. relative valuation 


There  are  great  discussions  among  practitioners  and  academics  about  whether  relative  valuation  is  more 
 relevant than intrinsic valuations (Damodaran, 2012). The relative valuation is market-based, thereby reflecting 
 the market’s growth and risk expectation. On the other hand, a valuation that is completely market-based can 
 be  skewed  during  periods  of  irrational  exuberance  (Rosenbaum  &  Pearl,  2009).  The  intrinsic  valuation 
 methodology  is  not  without  its  problems.  The  DCF  is  often  referred  to  as  a “garbage  in,  garbage  out” 


(Penman, 2009). The output of the valuation model is only as good as the input. Therefore, the DCF must be 
closely tied to the strategic and financial analysis. Baker & Ruback (1999) state that if a genuinely comparable 
publicly traded firm is available, and if the multiple could be estimated reliably, the method of multiples would 
be superior to the DCF. In the paper, “What Valuation Models Do Analysts Use?” by Walker et al. (2004), the 
relative valuation model is the preferred model among analysts. 
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 Figure 4 – Valuation models employed in analysts’ reports  


Source: Authors’ own creation from (Walker et al., 2004) 


In summary, the DCF model yields the absolute value of Ørsted, while the relative valuation indicates the 
 relative value of Ørsted to its peer group. This thesis will rely on both methods to reach a solid foundation of 
 the fair share price. 



1.4. Assumptions and delimitation 


Answering  the  research  objective  is  an  extensive  process  and  highly  sensitive  to  newly  available  market 
 information and macro events. Thus, some assumptions and limitations are necessary  to only focus on the 
 factors that influence Ørsted’s share price the most. 


●  It is assumed that the readers of this thesis have a general understanding of financial theory and 
 strategic concepts implying that the short review of the theory is sufficient. 


●      The  thesis is  written  from  the  perspective  of  a  retail  investor.  Hence,  only  publicly  available 
 information  is  used.  In  other  words,  no  inside  information  from  Ørsted’s  employees  and 
 management is used.  


●  As stated, the stock market is constantly changing; therefore, a cut-off date is chosen, which is set 
 to March 31st, 2018. Information published after this date has been ignored.  


●  As highlighted in the introduction, Ørsted’s Wind Power division accounts for the majority of the 
 revenue and is expected to be more than 85% of their gross investments towards 2023. Therefore, 
 offshore wind will be the main focus of this thesis. 


●  Ørsted operates in several continents with Europe as its core market. The outlook for Europe will 
 be the main driver, but growth prospects outside Europe are considered as well. 


●  The financial valuation of a company is highly sensitive to the author’s input. To overcome this 
 problem, several valuation methodologies are used. The idea is to use the law of large numbers to 
 get closer to the expected value. 
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2. Presentation of Ørsted A/S 


In the following chapter, Ørsted will be presented. The following subchapters will present Ørsted’s history, 
 business areas, ownership structure, strategy and vision. This chapter is important as it  provides a broader 
 understanding of Ørsted as a company. 



2.1. Ørsted’s History 


In 1973, Denmark had an exceptionally high dependency on oil in its energy mix (Rüdiger, 2013).  More than 
 90% of its energy supply was based on imported oil from the Middle East. This situation led to significant 
 economic difficulties, mostly triggered by the 1973 and 1979 oil crises (Ibid.). The Danish government wanted 
 to  be  independent  and  therefore  launched  Dansk  Naturgas  A/S  (Ørsted)  in  1972.  Hereafter,  the  Danish 
 parliament passed a new energy policy. The goal was to have a diverse energy mix. The dependence on oil 
 should be reduced partly by increasing the use of coal and partly by introducing a-power and natural gas. In 
 addition, oil and natural gas in the North Sea should benefit the Danish society. The newly formed company 
 should be a central piece in developing the new energy activities. (Ibid.).  


Following the establishment of The European Single Market in 1987, the EU launched a liberalisation of the 
 energy  sector  in  the  1990s.  Ørsted  was  a  state-owned  company,  a  so-called  natural  monopoly.  The 
 liberalisation meant that, over a number of years, Ørsted lost privileges associated with state ownership. Ørsted 
 could now also expect more intense competition (Ibid.). To prepare for this competition, Ørsted presented a 
 strategy in the late-1990s to change the company from a gas to an energy company. Activities should cover a 
 larger part of the energy sector. Consolidation became a keyword not only at Ørsted but throughout the sector. 


This meant that companies had to merge to grow (Ibid.). 


The liberalisation of the Danish electricity supply meant that municipalities would no longer own a distribution 
 company (Ibid.). Therefore, in 2006, Ørsted acquired five regional Danish energy companies (Elsam, NESA, 
 Energi E2, part of Copenhagen Energy, and part of Frederiksberg supply). The merger was one of the largest 
 in Denmark’s history, and the company name was changed to DONG Energy A/S (Ørsted, 2016a). At the 
 merger, it was planned that Ørsted should be listed on the OMX Nordic Exchange Copenhagen. The Ministry 
 of Finance postponed the IPO due to the financial crisis in 2008 (Reuters, 2008). Ørsted was later successfully 
 listed in June 2016. The IPO was the largest in Europe in the last five years and the largest ever in Denmark 
 in terms of deal size and market cap (Reuters, 2016). 


In the following years, Ørsted was involved in the exploration and production of oil and gas, construction of 
offshore wind farms, electricity generation, gas sales and distribution. The growing demand for renewable 
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 energy and the need to reduce coal-fired thermal generation capacity in the Nordic area led Ørsted to revise its 
 strategy (Ørsted, 2016a). 


In line with the global climate debate, Ørsted selected a green profile (Ibid.). Following significant financial 
 challenges in 2012, an action plan was executed in 2013 and 2014 to improve Ørsted’s capital structure, to 
 avoid a downgrading of their credit rating, and to ensure a sufficient financial foundation to continue the green 
 transformation of Ørsted (Rigrevisionen, 2016). The financial action plan included a significant divestment of 
 non-core assets such as onshore wind, cost reductions and a capital injection of DKK 13bn., which took place 
 in February 2014 (Ibid.). Ørsted lowered its net interest-bearing debt and stabilised credit ratings (Staal, 2018). 


In November 2016, Ørsted decided to put the oil and gas business up for sale as part of the transformation to 
 green energy. A sale to INEOS for DKK 7bn was announced in May 2017 and closed in September (INEOS, 
 2017). To reflect the transformation, the company decided to change their name from DONG Energy to Ørsted 
 in honour of the Danish 19th-century scientist H.C. Ørsted (Ørsted, 2017a). They launched a newer and bolder 
 vision for the company: “Creating a world that runs entirely on green energy” (Ørsted, 2018a, p.1). The 
 transformation has made Ørsted one of the greenest and fastest-growing energy companies in Europe.  


Figure 5 – Transformation of Ørsted from black to green energy  


Source: Authors’ own creation from (Ørsted, 2017a)



2.2. Ørsted as of Today 


Today, Ørsted is a focused energy company with a strong profile in renewables and with leading competences 
 in offshore wind, bioenergy, and energy solutions. Ørsted is headquartered in Denmark and employ around 
 5,600 people, including over 900 in the UK (Ørsted 2018a). In financial terms, Ørsted has shifted their capital 
 base profoundly from fossil fuels to renewables, which now account for 83% of capital employed, up from 
 21% in 2006 (Ørsted, 2017a). During the same span of years, they have more than doubled their operating 
 profit (EBITDA) to DKK 22.5 bn., and more than quadrupled their return on capital employed from 6% to 
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 25% (Ibid.). The year 2017 was a particularly strong year for Ørsted with an all-time high EBITDA and an 8% 


improvement in ROCE from the year before (Ibid.).  



2.2.1. Business Areas  


Even  though  Ørsted’s  strategic  focus  is  on  the  growth  story  in  offshore  wind, 
 the company still operates classic utility businesses. More specifically it operates through three divisions 1) 
 Wind Power 2) Bioenergy & Thermal Power 3) Distribution & Customer Solutions (Ørsted, 2017a). Table 1 
 in the introduction shows the divisions’ key figures from 2017. 


2.2.1.1. Wind Power  


Looking firstly at Wind Power, Ørsted is a global leader in offshore wind with a 25% market share (Ørsted, 
 2018d). The company was a first mover in offshore wind energy and today it is positioned as a clear market 
 leader with operations in Europe, the US and Asia (Ørsted, 2017a). They have built enough offshore wind to 
 power 9.5m. people (Ørsted,  2018c). The UK is their biggest  offshore wind market  with nine wind  farms 
 already operating. To date, they have invested GBP 6bn. in the development of UK offshore wind farms and 
 plan to double that by 2020 (Ørsted. 2017b). In 2017, they built the world’s largest offshore wind turbines at 
 Burbo Bank Extension and reached an important milestone with the submission of their first bid for an offshore 
 wind project in the US (Ørsted, 2017a). Furthermore, they were the first in the industry to achieve a levelised 
 cost of electricity (LCoE) visibly below EUR 100 per MWh with the Dutch Borssele 1 & 2 offshore wind 
 farms in June 2016 (Ørsted, 2018e). 


Figure 6 – Wind Power financials 


Source: Authors’ own creation from (Ørsted, 2017a) 


Ørsted  is  a  pure  offshore  wind  player,  meaning  it  does  not  have  any  activities  within  onshore  wind.  It 
 previously had exposure to onshore wind but was divested due to financial pressure (Ørsted. 2016a). Recently, 
 Ørsted has shown their intention of re-entering the onshore wind market. This decision was questioned by an 
 analyst on the earnings call in connection to the annual report for 2017 (Ørsted, 2017c). Henrik Poulsen, CEO 
 of Ørsted, said that they are exploring the idea of taking on onshore wind projects that are under development, 
 where the developer does not have the necessary capabilities to operate it, but it is preliminary (Ørsted, 2017c, 
 p. 17).  
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 The Wind Power business offers a substantial growth outlook as Ørsted plans to realise the current build-out 
 plan of 8.9GW towards 2022 and expand to 11-12GW by 2050 (Ørsted, 2017a). Offshore wind will remain 
 their primary driver of growth and constitutes most of their business. They expect that more than 85% of their 
 gross investments will be within offshore wind and will yield an average return on capital employed of 13-
 15% in the years up to and including 2023. (Ibid.).  


2.2.1.2. Bioenergy & Thermal Power  


Bioenergy & Thermal power is part of Ørsted’s transformation to green energy, but from a financial point of 
 view, it is a small division (Ibid.). The division is the largest producer of heat and power from a thermal power 
 plant  in  Denmark  (Ørsted,  2016a).  It  focuses  on  providing  stable  electricity  and  heat  production,  while 
 reducing the CO2 emissions in energy production (Ibid.). Most of its stations combine production of electricity 
 and heat. Furthermore, the division provides ancillary services in the Danish and Northern European markets. 


In line with the rest of the European utility sector, Ørsted has been hit by the low electricity and gas prices, 
 leading to operating earnings losses in its power activities (Ibid.). 


Figure 7 – Bioenergy & Thermal Power financials 


Source: Authors’ own creation from (Ørsted, 2017a) 


To mitigate the volatility in electricity prices and optimise the structure in the Danish energy market, Ørsted 
 has initiated a strategic conversion plan for the existing Combined Heat and Power (CHP) plants in Denmark 
 (Ørsted, 2016a). It is currently in the process of transforming its business to a greener profile. It is converting 
 its thermal heat and power plants from coal and gas to bioenergy (primarily from wood pellets and chips) 
 (Ibid.). By using biomass as fuel, emissions across the life-cycle are reduced by about 90% compared to using 
 coal. The biggest value driver for the bio-conversions is that when fossil fuels are replaced with biomass, it 
 implies a significant tax saving (CMD, 2017). Ørsted has already converted five of their power stations from 
 coal and gas to sustainable biomass (Ibid.). It has eight combined heat and power (CHP) plants, a heat plant, 
 and  a  peak-load  power  plant,  which  are  all  located  in  Denmark.  Additionally,  it  has  50%  ownership  in  a 
 combined cycle gas turbine power plant in the Netherlands and a REnescience facility under construction in 
 the UK (Ibid.). 
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 2.2.1.3. Distribution & Customer Solutions 


This division’s core businesses are power distribution and sale of power and gas in the wholesale and retail 
 markets in Denmark, Sweden, Germany and the UK (Ørsted, 2017a). It consists of three businesses, which are 
 Distribution, Sales to B2C and B2B and Markets, which includes Liquefied Natural Gas (LNG) (Ibid.). The 
 value of this division lies in the Distribution business as it is a stable business with a regulated return. The 
 other parts of the division contribute less to earnings and have proved to be more volatile (Ørsted, 2016a). 


Ørsted’s distribution activities are undertaken by the subsidiary Radius Elnet (Ibid.). The distribution business 
 is the largest electricity distributor in Denmark with around one million customers. Although the business is 
 concentrated in a relatively limited area, the company serves nearly 30% of Denmark’s population (Ørsted, 
 2017a).  


Figure 8 – Distribution & Customer Soluations financials 


Source: Authors’ own creation from Ørsted (2017a)



2.3. Ownership 


Ørsted is listed on the OMX Nordic Exchange Copenhagen with 420.38m. shares outstanding (Ibid.). As of 
 March 31st, the share price is DKK 392, which equals a market cap of DKK 164,789m (Ørsted, 2018e). The 
 Danish State is the majority shareholder in Ørsted and currently owns 50.12% of the company. Other large 
 shareholders include EuroPacific Growth Fund (5.83%) and SEAS-NVE A.M.B.A (9.54%) (Ørsted, 2017a). 


The Danish State used to own a significantly larger share of 
 the Ørsted. Ørsted got a capital injection of DKK 13bn. in 
 2014. Goldman Sachs bought shares for DKK 8bn, APT for 
 DKK 2.2bn. and PFA for DKK 0.8bn. The rest came from 
 existing minority shareholders (Rigsrevisionen, 2016). The 
 investments  were  based  on  a  valuation  of  Ørsted  of  DKK 
 31.5  bn.  (Ibid.).  This  equity  injection  diluted  the 
 government’s ownership stake in Ørsted from 81% to 60% 
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Source: Authors’ own creation from (Ørsted, 2017a) 
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