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REN (RENE.LS)

Value creation is under question

Recommendation and TP reiterated (Sell TP €1.9/sh) — New regulatory framework
applying to electricity assets in line with our previous estimates.

Challenging privatisation to be undertaken in 2 steps, in our view— We expect a
Block placing and Market placing.

Block placing: No significant premium expected — We would consider this the
same as acquiring a financial stake as the govt will likely not allow a company to take
control of REN, therefore high premiums would not be justified, in our view.

Market placing: Likely discount — Given REN's low liquidity (20% free float), a market
placing could almost be seen as an IPO so we expect the Government would offer a
discount. We highlight that, while REN's first privatisation (9" July 2007) took place at 25%
discount to EV/EBITDA 2008 (vs. Iberian peers) and 30% discount P/E 2008, the company
currently trades at 11% discount EV/EBITDA 12E, 16.9% discount P/E 12E.

Unattractive regulatory framework — We find the new regulatory framework
unattractive given the current market circumstances (high cost of equity and increasing
cost of debt). We think that the new regulatory framework does not ensure returns
(IRR) above company WACC, therefore value creation is under question. We estimate
that the company should trade at 12% discount to 2011 RAB (currently at 9% discount)

Multiples 6.8x EV/EBITDA 12E, 7.3x Adj. P/E 12E — According to our estimates,
REN is trading at a discount vs. its Iberian peers group; however, we think it deserves a
higher discount given: i) Lower returns ii) Higher WACC iii) Higher overhang risk and iv)
Higher uncertainty on returns (Returns on RAB are defined every year and apply to
100% of REN’s asset base).

9M11E results - 7" November after market close — Please see Business as usual.

B Company Update
B Estimate Change

Sell 3
Price (02 Nov 11) €2.09
Target price €1.90
Expected share price return -9.0%
Expected dividend yield 8.1%
Expected total return 1.0%
Market Cap €1,121M

US$1,535M

Price Performance
(RIC: RENE.LS, BB: RENE PL)
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Figure 1. REN - Estimates

Year to 31 Dec 2009A 2010A 2011E 2012E 2013E
Sales (€mn) 551.5 758.8 8434 923.7 980.7
Adj. Net Income (€mn) 108.5 110.3 133.9 154.0 1724
Adj. EPS (€) 0.20 0.21 0.25 0.29 0.32
Adj. EPS (Old) (€) 0.21 0.26 0.29 0.32 0.32
Adj. PE (x) 104 10.2 8.4 73 6.5
EV/EBITDA (x) 8.1 76 75 6.8 6.6
DPS (€) 0.17 0.17 0.17 0.17 0.17
Net Div Yield (%) 79 8.0 8.0 8.1 8.2

Source: Company reports and CIRA estimates
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Fiscal year end 31-Dec 2009 2010 2011E 2012E 2013E
Valuation Ratios
P/E adjusted (x) 10.3 10.1 8.3 7.2 6.5
EV/EBITDA adjusted (x) 74 74 7.1 6.7 6.4
P/BV (x) 1.1 1.1 1.1 1.0 0.9
Dividend yield (%) 79 8.0 8.1 8.2 8.3
Per Share Data (€)
EPS adjusted 0.20 0.21 0.25 0.29 0.32
EPS reported 0.25 0.21 0.25 0.29 0.32
BVPS 1.87 1.90 1.99 210 2.26
DPS 0.17 0.17 0.17 0.17 0.17
Profit & Loss (€M)
Net sales 551 759 843 924 981
Operating expenses -302 -508 -545 -572 -598
EBIT 249 251 299 352 383
Net interest expense -68 -88 -106 -135 -139
Non-operating/exceptionals 3 4 4 4 4
Pre-tax profit 185 167 197 221 248
Tax -51 -56 -63 67 -75
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 134 110 134 154 172
Adjusted earnings 109 110 134 154 172
Adjusted EBITDA 410 436 482 540 577
Growth Rates (%)
Sales 1.5 37.6 1.1 9.5 6.2
EBIT adjusted 5.3 0.4 19.3 17.8 8.7
EBITDA adjusted 34 6.3 10.5 12.0 6.8
EPS adjusted 43.6 1.6 214 15.0 12.0
Cash Flow (€M)
Operating cash flow 118 556 201 368 368
Depreciation/amortization 161 186 183 188 194
Net working capital -55 184 -134 27 3
Investing cash flow -342 -336 -419 -339 -379
Capital expenditure -387 -443 -419 -339 -379
Acquisitions/disposals 45 0 0 0 0
Financing cash flow 197 -148 -89 -90 91
Borrowings 289 -59 0 0 0
Dividends paid -88 -89 -89 -90 -91
Change in cash 27 72 -307 -60 -102
Balance Sheet (€M)
Total assets 4,294 4,461 4,909 5,083 5,302
Cash & cash equivalent 70 139 139 139 139
Accounts receivable 427 276 485 506 537
Net fixed assets 3,452 3,722 3,958 4,108 4,293
Total liabilities 3,298 3,439 3,842 3,953 4,091
For further data queries on Citi's full coverage universe Accounts payable 420 433 508 557 591
please contact CIRA Data Services Europe at Total Debt 2,210 2,275 2,582 2,642 2,744
o aDataServicesEMEAQGt com or +44-207-986- Shareholders' funds 997 1,022 1,066 1,130 1,211
Profitability/Solvency Ratios (%)
EBITDA margin adjusted 74.4 57.5 57.1 58.4 58.8
ROE adjusted 10.8 1.0 12.9 14.1 14.8
ca Powered by: ROIC adjusted 5.8 5.3 6.1 6.9 72
dataCentral Net debt to equity 2147 209.0 2291 221.6 2151
Total debt to capital 68.9 69.0 70.8 70.0 69.4
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3 November 2011 Summary

We remain sellers of REN and we stick to our TP €1.9/sh. In our view, the
company's WACC is well above the average IRR of existing assets (6.3%) and
new investments (7.3%); therefore, we think value creation is under question.
Additionally, REN is facing a challenging privatisation which is likely to put
pressure on the share price.

1. Privatisation — Overhang risk to put pressure on the share price: We
expect the privatisation to be undertaken in 2 steps:

- Block placing: We expect investors, who have made non-binding offers, to
acquire stakes above 5%. However, we do not think that they will bid for the
total 51% stake of REN hence...

- Market placing: We expect the Government to place part of the stake in the
market.

On one hand, we do not expect any potential block placing to be
undertaken at significant premium. We would consider this as acquiring a
financial stake (rather than M&A) as no company would be allowed to take
control of REN, therefore significant premiums are not justified in our
view.

On the other hand, we expect REN low liquidity and overhang risk to put
pressure on the share price ahead of the privatisation. We expect a
market placing would be done at a discount. Bear in mind that the first
privatisation (July 2007) took place at 25% discount EV/EBITDA 2008 (vs.
Iberian peers) and 30% discount P/E 2008; the company is currently
trading at 11% discount EV/EBITDA 12E 16.9% discount P/E 12E.

2. Regulation — Tight returns: As we stated in our Alert (Please see ERSE
Regulatory Proposal 2012-14 - Clearer But Not Brighter Picture), and given
current market circumstances (High cost of Equity, Cost of Debt increasing) we
do not find the new regulatory framework attractive enough. According to our
estimates, the company’s WACC is well above the average IRR of existing
assets and new investments. Given the challenging value creation, we estimate
the company should trade at 12% discount to RAB:

3. Capex — Downside risk rather than upside potential: Despite Citi estimates
being below company guidance, we still see downside risk rather than upside
potential in the Capex of the company. We would not rule out the company
lowering its guidance during the next Investor Day (expected by spring 2012).

Citigroup Global Markets
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Valuation

We reiterate our Sell rating (3) and maintain our TP at €1.9/sh as the new electricity
regulation has been fully in line with our estimates

Figure 2. REN - SOTP Valuation

EV (€mn) €/share 2011E RAB IRR  2011/2014E %premium

growth 2011E RAB

Electricity Assets 1,982 3.7 2,190 6.3% 7% -10%

Assets at incurred costs 1,067 2.0 1,135 6.8% 1% -6.0%

Assets at standard costs 665 12 702 6.6% 28% -5%

Land assets 211 04 313 3.6% -4% -32.5%

Management assets 38 0.1 41 6.8% 1% 6.0%

Gas Assets 900 1.7 1,085 6.4% 2% -17.0%

RAB Assets 2,882 5.4 3,276 6.3% 5% -12%
Other Assets 335 0.6
Total 3,217 6.0
Net Debt 2,421 45
WIP 309 0.6
Other assets/Liabilities -60 0.1
Pending Tariff Deficit -5 0.0
Minorities -1 0.0
Market Cap 1,034 1.9

Source: Citi Investment Research and Analysis

We believe that REN should trade at 12% discount vs. its 2011 RAB given: i) Low
IRR of existing assets (Blended IRR 6.3%) and ii) Low IRR of new investments
(Blended IRR 7.3%). According to our estimates, REN is trading at discount vs its
Iberian peers but we firmly believe it should trade at higher discount due to: i) Lower
returns, ii) Higher WACC iii) Higher overhang risk and iv) Higher uncertainty in
returns (Returns on RAB are defined every year and apply to 100% of REN’s asset
base)

Figure 3. REN relative valuation

EVIEBITDA 2011E 2012E 2013E 2014E CAGR 10-14E
@ current price € 2.1 75 6.8 6.6 6.4 8.8%
@ target price € 1.9 7.3 6.7 6.4 6.2
Sector average 8.0 74 7.0 6.7 9.5%
Adj. PIE 2011E 2012E 2013E 2014E
@ current price € 2.1 8.4 7.3 6.5 6.1 13.6%
@ target price €1.9 7.7 6.7 6.0 5.6
Sector average 9.3 8.3 7.5 6.9 11.1%
Dividend Yield 2011E 2012E 2013E 2014E
@ current price € 2.1 8.0% 8.1% 8.2% 8.3% 1.0%
@ target price € 1.9 8.7% 8.8% 8.9% 9.0%
Sector average 1.2% 7.8% 8.4% 8.9% 8.3%

Prices as of 01/11/2011 closing price
We take REE, ENG and REN to calculate the Sector Average
Source: Citi Investment Research and Analysis
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Key assumptions
® Regulation
— We assume the current electricity regulatory framework remains

— We assume an improvement of the gas regulatory framework with a 9% RoR
(vs. 8% currently)

® Our Capex scenario remains unchanged and below company guidance. We
expect REN to revise downward its Capex during the next Investor Day
(expected by spring 2012)

m We look at investments in 2011-2022

® We have a rolling WACC (average 2012-2022 7.56%)

B Macro assumptions
— 5Y Portuguese CDS in line with Portugal risk free rate 9%
— Tax rate 30%
— Portuguese CPI 1.5%

While we remain negative on the stock, our assumptions do not look bearish
(please see below figure) as we assume: i) an improvement of the gas asset
remuneration ii) 9% risk free rate and CDS (vs. 11% currently) and iii) 30% tax rate
(according to Portuguese Prime Minister, REN’s Corporate tax could increase by at
least 0.5%).

Figure 4. Citi scenario vs. current scenario

) Citi CDS Current CDS
10.0% 1 assumption level /
9.5% /
9.0% /
8.5% /
8.0% - 4
7.5% - Value destruction Value destruction under
. under Citi scenario/’ current scenario
7.0% - / A
oo _J/
6.0% ’J
5.5% - 7/
5.0% ; / ; ; ; ‘ ‘ ‘ : )
0.0% 20% 4.0% 6.0% 80% | 10.0% | 120% 14.0% 16.0% 18.0% 20.0%
CDs
Blended IRR Citi scenario Blended IRR current scenario == =WACC

Source: Citi Investment Research and Analysis
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Privatisation — Overhang Risk

We expect downside pressure on the share price ahead of the privatisation given
the overhang risk in the company

Facts

B As stated in the MoU (Memorandum of Understanding agreed by Portugal and
the IMF), Portugal aims to fully privatise REN at some point in 2011 (Parpublica
holds 51% stake in the company).

B The Portuguese Government has already sent potential investors an invitation to
make non-binding offers for a stake between 5% and 30%. The deadline for the
non-binding offers was set on the 24™ October 2011.

m According to the Portuguese press (Jornal de Negocios), 4 groups have
expressed their interest in the privatisation: National Grid, State Grid (Chinese
company) and 2 Institutional investors. Neither of these companies has
commented on this speculation.

Which are the next steps in the privatisation?

B Given that investors have been invited to bid for a stake between 5% and 30%,
the Portuguese Government could consider changing Portuguese law and REN’s
bylaws ahead of the privatisation. Bear in mind that no investor is allowed to hold
a stake above 10% in REN (5% if the investor is an energy related company). We
expect the Government to lift this cap and to include a clause to remove any
M&A angle in REN as this company is considered as strategic for the country

m Mr. Silva (President of the Portuguese Republic) will have to approve the RD to
regulate the process.

What do we expect?

We do not think that the 4 groups the press claim to be interested in REN would
have bid for the total 51% stake so we expect the privatisation to be opened to other
investors.

Block placing — Unlikely to see a significant premium

We struggle to see a reason to offer a significant premium for a non-controlling
stake in a company for which: i) we think any future M&A should be ruled out and ii)
fundamental upside as regards to regulation and Capex are unlikely in our view.

Nonetheless, it might not be the best timing for privatisation due to market
circumstances; we expect any potential blocks to be placed before year end as it
was agreed in the MoU.

Below we comment on potential bidders:

® National Grid: It owns the majority of UK’s electricity transmission assets and has
transmission assets in the north east of the USA. NG sees itself as one of the
world’s leading transmission companies and, as such, we would expect it might
consider investing in opportunities in Continental Europe when they become
available. However, as yet, NG has not been able to make the economics work
and has therefore done no deals in Europe.

Citigroup Global Markets
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That NG has apparently explored taking an interest in REN would come as no
surprise. However, we struggle to see NG as a serious bidder. NG has been
divesting non core assets recently to help fund very substantial capex
requirements in the UK. Also, NG has not previously taken minority stakes in
other companies so buying between 5% to 30% in REN would not fit with NG’s
known strategy.

B REE: REE already owns a 5% stake in REN. REE acquired this stake at €3.7 per
share in 1Q 2007, representing a ~€100mn financial investment (current trading
price is €2.12 per share, ~€57mn). Since 1Q07, REE has provisioned €42.5mn
due to a MTM valuation. We acknowledge that REE could have some M&A
appetite; but we see no reason for REE to take an additional financial stake in
REN because:

— Voting right limits for energy related companies remain, at the time being, at
5% in REN

— We believe that the Portuguese Government will not allow any foreign utility
company to control (at any point in time) strategic assets in the country
(gas/electricity transmission assets are considered strategic ones)

— REE's Balance Sheet is does not appear very healthy. REE purchased
>€1.4bn in assets in Spain in July 2010. The de-leverage process is in
evidence, but we expect 2011 REE Net debt/EBITDA still to be 4.2x, meaning
we see very limited room for un-needed acquisitions

m State Grid (Chinese company): Buying a stake in REN for a low gearing (~2x
2010 Net Debt/EBTIDA) company which reported €25bn 2011 EBITDA does not
seem a big challenge. Additionally, REN's experience in managing renewable
power plants might be useful for given the growth of renewable output in China.

| |nstitutional investor: We believe that paying a premium is very unlikely if there is
no industrial plan supporting the acquisition, hence we do not expect any
institutional investor to aggressively bid for a stake in REN.

Market placing — Likely to see a discount.

As we were saying in our last report (Please see Low Returns for High Cost of
Capital) we think that a placement could almost be seen as an IPO due to REN’s
low liquidity (20%); therefore we expect the Government would offer a discount for
any placement.

In Figure 5, we compare the multiples of REN, REE and ENG at the time REN was
privatised (9" July 007) and the multiples these companies are trading at the
moment. Although the remuneration applying to REN's electricity assets has been
revised upwards, the current market situation is clearly not the same as during the
IPO.
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Figure 5. IPO multiples vs. Current multiples

REN’s IPO 9t July 2007 Current trading multiples
EV/EBITDA 2007  EV/EBITDA 2008 EV/EBITDA 2011 EV/EBITDA 2012
REN 79 75 75 6.8
REE 10.1 9.8 8.8 8.2
ENG 10.4 10.6 7.7 72
Average REE ENG 10.2 10.2 8.2 7.7
Premium/(-)Discount -23.2% -25.9% -8.8% -11.3%
PIE 2007 P/E 2008 PIE 2011 PIE 2012
REN 8.6 11.5 8.4 7.3
REE 19.1 16.2 10.1 8.9
ENG 18.0 16.6 9.3 87
Average REE ENG 18.5 16.4 9.7 8.8
Premium/(-)Discount -53.8% -29.6% -13.5% -16.9%
Dvd Yield 2007  Dvd Yield 2008  Dvd Yield 2011 Dvd Yield 2012
REN 6.6% 5.9% 8.0% 8.1%
REE 3.2% 3.7% 6.5% 7.3%
ENG 4.2% 4.6% 7.0% 8.1%
Average REE ENG 3.7% 4.1% 6.7% 1.7%
Premium/(-)Discount 78.6% 44.1% 19.8% 5.6%

Source: Citi Investment Research and Analysis

As regards to the timing, we would expect Parpublica (Portuguese Government) to
turn to the market after any block placing. Depending on market circumstances, we
would not rule out a market placing being delayed to early 2012.
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New regulation for electricity assets

ERSE (Portuguese regulator) defined on 17 October a draft of the new regulatory
framework applying to Transmission assets for the period 2012-2014. We expect
this regulation to be finally approved on 15 December.

As with the previous regulatory framework, the new regulation is based on a RAB
system and is defined by the Pre-tax Return, RoR (Return on RAB) which is
updated every year and applies to 100% of the electricity asset base. The new RoR
is calculated as risk free rate + spread.

B The risk free rate has been set at 3.41% (average of yields of the eurozone with
AAA ratings over the last 3 years) for the period 2012-2014.

B The spread is set annually and is indexed to the average daily quotation of the
5Y CDS of the Portuguese Republic from 1 October (t-1) until 31 September (t)
(hence 2012 RoR will not be known before October 2012). Assuming a 5Y CDS
of 7.8% (starting point), ERSE sets the spread at 5.59% for assets at incurred
cost and 7.09% for assets at standard costs. If the 5Y Portuguese CDS changes
(vs. 7.8%) by £ 3%, the spread will change by + 0.75%. If the 5Y Portuguese
CDS changes (vs. 7.8%) between *+ 3% and + 7% , the spread will change
between + 0.75% and + 3%. Please see Figure 6 to see assets' IRR as a function
of the 5Y CDS of the Portuguese Republic.

Figure 6. Theroretical IRR for REN’s assets
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Figure 7. New vs. Old Index
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Source: ERSE (Portuguese Regulator) and CIRA

Source: Datastream
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Capex plan — Downside risk rather than upside
potential

During the last Investor Day, (November 11" 2010), REN presented its 2010-16
Figure 8.. Capex — REN vs. Citi estimates Capex plan which amounted to € 3.2bn. However, the financial and regulatory
environment has significantly changed since then.

Wl ZTSEZ T T == We believe that REN will lower its Capex Guidance during the next Investor Day
£ 500 (expected by spring 2012) due to:
100 m Gas investments: REN has stated that, if there is not any improvement of the gas
| : : : : ‘ ‘ ‘ remuneration assets, it will freeze investments in gas. We do not expect any
200 2OTIE 20TF FOE ROWE 2R 2iE regulatory change ahead of the next regulatory period (Dec. 2012); therefore we
‘ Electricity Citt —— Gas Citi — - Electricity REN — = Gas REN| eXpeCt 2012_1 3 gaS investments to be be|0W previous expectations.

Source: Company reports and CIRA estimates

B Potential impact of austerity measures: Portugal agreed with the IMF a set of
austerity measures to reduce the Government deficit. We expect REN's capex
plan to be negatively impacted by some measures such as: i) the delay of the
high speed train to Lisbon ii) lower renewable installations than previously
forecast due to downward revision of the renewable feed in tariffs.

m Higher financial costs than previously estimated: REN's potential decision of
lowering its Capex might be also supported by its high gearing together with
increasing pressure from its financial costs (increasing by 50bps in last 12

months).
Figure 9. REN - Debt maturity schedule (as of June 2011) Figure 10. REN - Debt situation
1400 - Leverage level 2011E 2012E 2013E
' Net Debt 2427 2,487 2,589
1,200 Net Debt/EBITDA 5.0 46 45
1000 Cost of Debt 4.5% 5.3% 5.3%
' Debt Structure %Variable %Hedged %Fixed
c 800+ 35.0% 65.0%
§ 600 Liquidity situation FY10E Comments
na. Covering 12 months
400 4 Rating Long Term Outlook
200 J . Standard&Poors BBB- Negative
ol — I\F/!oodys Baa3 Creditwatch negative
itch n.a. n.a.
2011 2012 2013 2014 2015+
‘ICP OBonds MBank loans ‘
Source: Company reports Source: Company website, Bloomberg and CIRA estimates
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Financials

We slightly adjust our estimates to reflect the new electricity regulatory framework
and higher cost of debt.

Figure 11. REN - P&L estimates

(€mn) 2010  2011E 2012E 2013E 2014E  CAGR 10-14E
Revenues 759 843 924 981 1,036 8%
%change 38% 11% 10% 6% 6%
COGS -1 -1 -1 -1 -1 0%
Gross margin 758 843 923 980 1,036 8%
Other income 38 38 38 38 38 0%
Personal costs -51 -51 -51 -51 -51 0%
Other indirect costs -308 -347 -370 -390 -411 7%
EBITDA 436 482 540 577 611 9%
%change 6% 10% 12% 7% 6%
%margin 57% 57% 58% 59% 59%
Electricity 290 339 402 426 452 12%
Gas 152 160 153 163 169 3%
Telecom 4 4 6 8 12 28%
Electricity market operator -1 -1 -1 -1 -1 8%
Corporate -9 -20 -20 -20 -20 21%
Depreciation -186 -183 -188 -194 -200 2%
EBIT 251 299 352 383 410 13%
%change 0% 19% 18% 9% %
%margin 33% 35% 38% 39% 40% 5%
Net financials -88 -106 -135 -139 -150 14%
Finance expenses -90 -109 -138 -142 -153 14%
Finance income 2 3 3 3 3 6%
Other financials - - - - -
Associates 4 4 4 4 4 0%
PBT 167 197 221 248 264 12%
Taxes -56 -63 -67 -75 -80 9%
Tax rate 34% 2% 30% 30% 0%
Minorities 0 0 0 0 0
Net income 110 134 154 172 184 14%
%change -18% 21% 15% 12% 6%
Adj. Net income 110 134 154 172 184 14%
%change 2% 21% 15% 12% 6%

Source: Company reports and CIRA estimates

Figure 12. REN - Balance Sheet

(€mn) 2010 2011E 2012E 2013E 2014E
Net Fixed Assets 3,722 3,958 4108 4,293 4,501
Net Financial Investments 84 87 90 92 95
Goodwill & other 159 159 159 159 159
Total non-current assets 3,965 4,203 4,357 4,544 4,755
Operating working capital -153 -18 -46 -48 -51
Other current assets 77 77 77 77 77
Total Assets = Total liabilities 3,889 4,262 4,388 4,573 4,781
Shareholder's Equity 1,016 1,060 1,124 1,205 1,296
Minority interests 6 6 6 6 6
Other liabilities 748 769 771 773 774
Net debt 2,119 2,427 2,487 2,589 2,704

Source: Company reports and CIRA estimates
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Figure 13. REN - Cash Flow estimates

(€mn) 2010  2011E 2012E  2013E 2014E
Reported Net Income 110 134 154 172 184
Preferred dividends - - - - -
Minority Interest 6 0 0 0 0
Depreciation & amortisation 173 183 188 194 200
Provisions / (provisions implemented) 16 21 2 2 2
Associates 6 -3 -3 -3 -3
Cash tax adjustment - - - - -
Other operating cash flow 54 - - - -
Net change in working capital 184 -134 27 3 3
Cash from operations 549 201 368 368 386
Capex -443 -419 -339 -379 -409

Growth -438 -414 -334 -374 -404

Maintenance -5 -5 -5 5 -5
Net disposals / (acquisitions) - - - - -
Other investing cash flows 107 - - - -
Cash from investing -336 -419 -339 -379 -409
Change in borrowing -59 - - - -
Equity raised / (share buy backs) 0 - - - -
Dividends -89 -89 -90 91 92

Cash from financing -148 -89 90 91 92
Forex adjustment - - - R .
Discontinued operations - - - R

Adjustements -45 - - - -
Increase (+) /Decrease (-) in Cash 20 -307 -60 -102 -115

Source: Company reports and CIRA estimates

Figure 14. REN - Estimates revision

€mn 2010  2011E 2012E  2013E 2014E
EBITDA - New 436 482 540 577 611
EBITDA- Old 436 477 522 559 594
Change % 0.0% 1.0% 3.5% 3.2% 2.9%
Net Income - New 110 134 154 172 184
Net Income - Old 110 140 155 170 173
Change % 0.0% -4.2% -0.9% 1.1% 6.4%
Adj. net income - New 110 134 154 172 184
Adj. net income - Old 110 140 155 170 173
Change % 0.0% -4.2% -0.9% 1.1% 6.4%
EPS - New €/ share 0.21 0.25 0.29 0.32 0.34
EPS - Old €/share 0.21 0.26 0.29 0.32 0.32
Change % 0.0% -4.2% -0.9% 1.1% 6.4%
Adj. EPS - New €/ share 0.21 0.25 0.29 0.32 0.34
Adj. EPS - Old €/ share 0.21 0.26 0.29 0.32 0.32
Change % 0.0% -4.2% -0.9% 1.1% 6.4%
DPS - New €/share 0.17 0.17 0.17 0.17 0.17
DPS - Old €/ share 0.17 0.17 0.17 0.17 0.17
Change % 1.0% 1.0% 1.0% 1.0% 1.0%

Source: Company reports and CIRA estimates
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REN

Company description

REN is the Portuguese TSO and owner of the gas and electricity transmission grids
in mainland Portugal. REN also manages two PPAs, a telecom business and a
trading business. REN's RAB amounted to €3,039mn in December 2010.

Investment strategy

We rate REN Sell (3). We think REN deserves a discount vs. other peers due to
lower returns, higher WACC, higher uncertainty in returns and higher overhang risk
than peers. We foresee limited potential upside from REN Capex plans, given i)
Company’s leveraged position ii) Company’s decision to freeze investments in gas
and iii) Set of austerity measures in Portugal likely to impact REN’s investments.
Additionally, we see the full privatisation of REN as challenging under current
market circumstances (Portuguese Government is expected to sell its 51% stake in
REN at some point in 2011.)

Valuation

Our Target Price is €1.90/sh derived from our Sum Of The Parts (SOTP) valuation.
For our SOTP valuation, we mainly use DCFs for each business unit (assuming
beta of 0.9, 5Y Portuguese CDS and risk free rate of 9%, market premium of 5.5%).
By division, Electricity represents 71% of the total SOTP, Gas 31%, Corporate and
others -2%. At our TP, REN would be trading at 6.7x 2012EV/EBITDA and 6.7x
2012E Adj. P/E.

Risks

We see the main risks potentially affecting ENG as the following: i) Regulatory
uncertainty. Changes in allowed ROR will positively/negatively impact our TP. ii)
Capex plan: Any increase/decrease in REN’s Capex plan will impact our TP. iii)
Sovereign Risk: Given that REN an almost 100% regulated company, its
performance is strongly correlated to market confidence in Portugal. If the impact of
these risks factors is more or less negative than we currently anticipate, then the
share price could deviate significantly from our target price.

Red Electrica de Espana SA

(REE.MC; €33.68; 1)

Valuation

Our price target of €43 is derived chiefly from DCF. Our DCF model considers the
assets in place at the end of December 12E and the value creation that we expect
to derive from Red Electrica's investment plan. We assume new regulations apply to
assets commissioned from January 2012 and we fix the IRR of new assets at 7.7%.
Nevertheless, we highlight that only 6.7% of our valuation is driven by the
company's investment plan. We use a rolling WACC in our DCF to conservatively
reflect a scenario of high long-term yields based on a 100% pay-out ratio. At our
target price, Red Electrica would trade at 11.42x Adj. P/E 12E and 9.2x EV/EBITDA
12E.
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Risks

Some risks that could keep Red Electrica's shares from reaching our target price
are the following: (1) Regulatory risk. A new regulatory period is expected to start in
January 2012. The company's valuation is sensitive to the remuneration framework
since almost 100% of its revenues come from the electricity tariffs; (2) Execution of
investment plans. REE plans to invest €4bn in the next five years to develop the
network and increase the system's security of supply. Value creation on these
investments depends on positive execution in terms of timing and cost. Positive
risks include (1) Outperformance in terms of capex and/or opex would imply higher
value creation potential vs. our estimates. (2) Low regulatory risk once the
government has defined a transparent and stable framework.

Enagas SA

(ENAG.MC; €13.66; 1)

Valuation

Our price target of €16 is chiefly derived from the use of DCF. We analyse the
company's DCF valuation through the valuation of the assets in place by the end of
December 2012 and the value creation coming from Enagas's investment plan. We
assume a new regulation applying to transmission assets commissioned from
January 2012 and we fix the IRR of new assets at 7.7%. We use a rolling WACC in
our DCF to conservatively reflect a scenario of high long-term yields based on a
95% Pay-out ratio by 2017. At our target price, Enagas would be trading at 7.7x
EV/EBITDA12E and 10.1x Adj. P/E12E, multiples in line with peers despite higher
growth rates.

Risks

The main risks that could impede ENG from achieving our target price are: (1)
Execution of investment plans. We estimate the company will invest €3.4bn in the
2010E-14E period. Value creation on these investments depends on positive
execution in terms of timing and cost. (2) Regulatory risk. The company's valuation
is very sensitive to the remuneration framework since almost 100% of its revenues
come from the gas tariffs. Nevertheless, the new regulation (January 2008) provides
the company with sufficient stability and we assume a more conservative scenario
from 2012 onwards (IRR for new transmission assets to be fixed at 7.7%). (3)
Acquisition risk. After being appointed as TSO for the Spanish gas system, the
company is likely to acquire LNG terminals and storage assets, with the
transactions price yet to be defined. The price of the operation, as well as potential
modification in the regulation for those assets, could affect our valuation.
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Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Red Electrica de

Espana SA.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from REN,

Enagas SA, Red Electrica de Espana SA.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking

services from REN, Red Electrica de Espana SA.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from REN, Enagas SA,

Red Electrica de Espana SAin the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): REN, Enagas SA, Red Electrica

de Espana SA.
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