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Sector Preference: Energy 

3 

 Energy is a sector that typically outperforms the market in the late cycle phase 
 Demand rises faster than supply can adjust while spare capacity has already been absorbed 

 

 The Energy sector has been a strong outperformer this year, but valuation multiples have declined 
 

 But late in the cycle, stock picking becomes more important  
 We prefer E&P relative to Oil Service due to better earnings revisions 

Analyst: Paul Harper +47 24 16 91 82 (paul.harper@dnb.no) 
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Source: Bloomberg (underlying data), DNB Markets (further calculations) 
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Equinor: In the cash flow sweet spot 
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 Positive earnings revisions set to continue 
 Consensus estimates for average 2019 Brent Crude price is currently USD76/bbl (DNB estimate USD83/bbl) 

 

 Focus on cost control – 2018 capex guidance cut to USD10bn from USD11bn at the Q3 results 
 

 Valuation looks attractive as EPS has outgrown the share price (11x fwd P/E) 
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Source: Bloomberg (underlying data), DNB Markets (further calculations) 

Equinor Consensus EPS estimates (USD) Equinor 12 month forward P/E 
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Yara: Upside to earnings estimates 
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 Industry capacity growth is set to decline to ~2.5% in 2019/20 compared to an average of 5% in 2015-18 
 Sanctions against Iran could limit the supply growth even further 

 

 Yara has launched various projects to remove production bottlenecks, increase capacity and reduce costs 
 The programme has been running ahead of schedule in recent quarters 

 

 Run-rate EPS is currently USD4.8 compared to FY 2019 consensus of USD3.8/share 
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Source: Yara 
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Yara: Structural improvement potential 
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 Activist investor Magni Partners should be a catalyst for crystalising shareholder value 
 Magni disclosed a 1% stake and is likely to get board representation in our view 

 

 This should keep pressure on the company to increase the scope of the current efficiency programme 
 

 Divestments could unlock shareholder value 
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Source: Yara 2016 Capital Markets Day 
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Yara: Quantitative rank improvement should generate buying interest 
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 Has had a low quant ranking on P/E, share price momentum and earnings revisions in H1 2018 

 

 Share price rebound in Q3 has already resulted in an improvement in momentum rankings 

 

 Consensus earnings estimates bottomed out after the Q2 results 

 

 The normalising of EPS results in the P/E multiple falling from 21x in 2018e to 10x in 2020e 
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Source: Bloomberg (underlying data), DNB Markets (further calculations) 

P/E: Yara versus OSEBX and MSCI World Yara Share Price 

0

5

10

15

20

25

2018 2019 2020

Yara OSEBX MSCI World

230

250

270

290

310

330

350

370

390

410

430

03.11.2015 03.06.2016 03.01.2017 03.08.2017 03.03.2018 03.10.2018

Share Price 200 Day Moving Average



8 

Elkem: Third largest producer of silicones globally 
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 Established in 1904, acquired BSI and Xinghuo Silicones in 2015 and is a fully integrated silicone company 
 

 Largest geographic markets are Europe and China 

 

 Wide range of uses with largest end markets in construction, transportation and consumer goods 
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Elkem: Leading upstream assets and improving downstream revenue mix 
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 Elkem is one of the most cost-efficient silicon producers globally 
 

 Production facilities in Europe and China reduce the consequences of a trade war and tariff increases 
 

 Increased revenue share of speciality silicones which have better margins than commodity products 
 Speciality silicones are 2/3rds of sales ex-China and 1/3rd of China sales 
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Source: Bloomberg (underlying data), DNB Markets (further calculations) 

Elkem: Net Operating costs (ex-China), USD/tonne 



10 

Elkem: China is a key swing factor 

10 

 Silicone prices in China have declined sharply but have now stabilised at break-even levels 
 Elkem is still profitable at the industry average break-even level 

 We estimate a 2019 average price of RMB22,500/mt while current share price implies RMB10,000/mt 
 

 Just under half of Elkem’s total silicone volumes are sold in the spot market in China 
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Source: Bloomberg (underlying data), DNB Markets (further calculations) 
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Elkem: Re-rating potential as the market becomes more familiar with the story 
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 It is trading at a low multiple because investors are still unfamiliar with the company 
 Has only published three sets of quarterly results since the IPO in March this year 

 

 Current valuation looks similar to Borregaard after its spin-off from Orkla in 2012 
 When investors became more familiar with the Borregaard investment case, the valuation multiples expanded 
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Source: Bloomberg (underlying data), DNB Markets (further calculations) 

Elkem and Borregaard P/E Elkem P/E versus peer group 
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DISCLAIMER 

This note must be read in conjunction with published research notes and/or DNB Analyst Communication of DNB Markets.  

This note (the “Note”) must be seen as marketing material and not as an investment recommendation within the meaning of the Norwegian Securities Trading Act of 2007 paragraph 3-10 and the Norwegian Securities Trading Regulation 

2007/06/29 no. 876. The note has been prepared by DNB Markets, a division of DNB Bank ASA. DNB Bank ASA is a part of the DNB Group. The Note is based on information obtained from public sources that DNB Markets believes to be 

reliable but which DNB Markets has not independently verified, and DNB Markets makes no guarantee, representation or warranty as to its accuracy or completeness. Any opinions expressed herein reflect DNB Markets’ judgement at the time 

the Note was prepared and are subject to change without notice. The Note should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making 

investment and other business decisions. No DNB Party is acting as fiduciary or investment advisor in connection with the dissemination of the Note. Any use of non-DNB logos in this Note is solely for the purpose of assisting in identifying the 

relevant issuer. DNB is not affiliated with any such issuer. The Note is for clients only, and not for publication, and has been prepared for information purposes only by DNB Markets. 

The Note is the property of DNB Markets. DNB Markets retains all intellectual property rights (including, but not limited to, copyright) relating to the Note Sell-side investment firms are not allowed any commercial use (including, but not limited 

to, reproduction and redistribution) of the Note contents, either partially or in full, without DNB Markets’ explicit and prior written consent. However, buy-side investment firms may use the Note when making investment decisions, and may also 

base investment advice given to clients on the Note. Such use is dependent on the buy-side investment firm citing DNB Markets as the source. 

The Note shall not be used for any unlawful or unauthorized purposes. The Bank, its affiliates, and any third-party providers, as well as their directors, officers, shareholders, employees or agents (individually, each a “DNB Party”; collectively, 

“DNB Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Note. DNB Parties are not responsible for any errors or omissions, regardless of the cause, nor for the results obtained from the use of the Note, nor 

for the security or maintenance of any data input by the user. The Note is provided on an “as is” basis. DNB PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY 

WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE NOTE’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT 

THE NOTE WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall DNB Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential 

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Note, even if advised of the possibility of such damages.  

Confidentiality rules and internal rules restrict the exchange of information between different parts of the Bank and this may prevent employees of DNB Markets who are preparing the Note from utilizing or being aware of information available 

in DNB Markets/the Bank that may be relevant to the recipients of the Note. Please contact DNB Markets at 08940 (+47 915 08940) for further information and inquiries regarding this Note, including an overview on all recommendations from 

DNB Markets over the last 12 Months according to Market Abuse Regulations. 

The Note is not an offer to buy or sell any security or other financial instrument or to participate in any investment strategy. Distribution of material like the Note is in certain jurisdictions restricted by law. Persons in possession of the Note 

should seek further guidance regarding such restrictions before distributing the Note.  

The note has been prepared by DNB Markets, a division of DNB Bank ASA, a Norwegian bank organized under the laws of the Kingdom of Norway and under supervision by the Norwegian Financial Supervisory Authority, The Monetary 

Authority of Singapore, and on a limited basis by the Financial Conduct Authority and the Prudential Regulation Authority of the UK, and the Financial Supervisory Authority of Sweden. Details about the extent of our regulation by local 

authorities outside Norway are available from us on request. 

Information about DNB Markets can be found at www.dnb.no/markets. 

 

Additional information for clients in Singapore 

The Note has been distributed by the Singapore Branch of DNB Bank ASA. It is intended for general circulation and does not take into account the specific investment objectives, financial situation or particular needs of any particular person. 

You should seek advice from a financial adviser regarding the suitability of any product referred to in the Note, taking into account your specific financial objectives, financial situation or particular needs before making a commitment to 

purchase any such product. 

You have received a copy of the Note because you have been classified as an accredited investor, an expert investor, or an institutional investor, as these terms have been defined under Singapore’s Financial Advisers Act (Cap. 110) (“FAA”) 

and/or the Financial Advisers Regulations (“FAR”). The Singapore Branch of DNB Bank ASA is a financial adviser exempt from licensing under the FAA but is otherwise subject to the legal requirements of the FAA and of the FAR. By virtue of 

your status as an accredited investor or as an expert investor, the Singapore Branch of DNB Bank ASA is, in respect of certain of its dealings with you or services rendered to you, exempt from having to comply with certain regulatory 

requirements of the FAA and FAR, including without limitation, sections 25, 27 and 36 of the FAA. Section 25 of the FAA requires a financial adviser to disclose material information concerning designated investment products that are 

recommended by the financial adviser to you as the client. Section 27 of the FAA requires a financial adviser to have a reasonable basis for making investment recommendations to you as the client.  Section 36 of the FAA requires a financial 

adviser to include, within any circular or written communications in which “he/she” makes recommendations concerning securities, a statement of the nature of any interest that the financial adviser (and any person connected or associated 

with the financial adviser) might have in the securities. 

Please contact the Singapore Branch of DNB Bank ASA on +65 6212 6144 in respect of any matters arising from, or in connection with, the Note.  

The Note is intended for and is to be circulated only to those classified as an accredited investor, an expert investor, or an institutional investor. If you are not an accredited investor, an expert investor, or an institutional investor, please contact 

the Singapore Branch of DNB Bank ASA on +65 6212 6144. 
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Additional Information, including for Recipients in the United States:   

The Note does not constitute an offer to sell or buy any financial instrument and does not provide opinions or recommendations with respect to securities of an issuer or an analysis of a security or an issuer. This Note is intended solely for 
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