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Expecta smart grid boom: ¢15% sector EPS uplift Europe indluding UK

Utilities

Why smart grids: renewables integration, energy efficiency, cost effectiveness
Smart grids are the combination of ‘smart' hardware components (meters, cabins,
substations, transformers, sensors, wifi) and software which overlay the conventional
grid. We believe SG serve five purposes: (1) better integration of renewables and thus
better grid stability, (2) boost energy efficiency, (3) implement demand response and
peak shaving, (4) reduce the cost to serve customers, (5) less backup-capacity needs.

Benefits about 2x the Costs: the economics support a Smart Grids boom

Our costbenefit analysis shows annualized costs of c€25bn (opex & annualized capex).
This compares with benefits of c€50bn pa, via (1) lower consumption and peak
shaving, (2) reduction in lossesthefts, (3) lower opex and maint-capex, (4) lower
backup needs and avoided replacement of thermal capacity, (7) lower CO2 emissions.

Capex pool €290bn: c15% EPS uplift for €-integrated; Enel the main beneficiary
We estimate that developing power distribution smart grids could cost c€500-
1300/customer, depending on the type/amount of technology deployed. Thus, the
capex pool could be c€290bn, on a mid-range basis. Assuming 7% ROA (and full-cost-
savings pass-through), we estimate c15% average LT EPS uplift (vs 2014) for €-
integrated utilities. Enel — which enjoys the largest distribution business in EU — would
be the main winner, with ¢25% LT EPS uplift. On timing, our conversations with
companies and industry experts suggest a steep capex pick-up as of 2016-17.

The sector investment thesis is attractive, but we see limited valuation upside
Following the recent re-rating, only a few names offer upside to fair value. Yet, sector
multiples could continue to be supported by three factors (1) sector earnings should
bottom in 2014 and grow an estimated 4-5% pa thereafter, (2) BYs are well below
mid-cycle and utilities are increasingly regulated (c70% of EPS by 2016), (3) dividends
are increasingly relevant and the sector offers a sustainable ¢5% DY. We retain a
preference for quality, especially if characterized by restructuring or good dividends:
Enel, EDP, SEV, REE, SSE.

Figure 1: EPS upside from deploying smart grids :c15% on avg, c¢25% for Enel

Customers (m) Capex EBITDA uplift Ne.t income % of

(€bn) (€bn) uplift (€ bn) 2014 EPS

Enel 47.5 37.8 4.5 0.7 24%
Iberdrola 14.1 12.1 1.5 03 12%
GAS 3.8 33 0.4 0.1 5%
EDP 6.7 5.8 0.7 0.1 15%
EON 14.3 12.3 1.5 03 16%
RWE 10.0 8.6 1.0 0.2 12%
EDF 35.0 30.0 3.6 0.6 15%
Total 14%

Source: UBSe
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Why read this report

We believe smart grids will be a key LT growth driver for integrated utilities,
especially for those with a large exposure to European power distribution. We
estimate the smart grid capex pool for power distribution at c€290bn, or almost
273 of the Pan European sector market cap. This could drive c15% average EPS
uplift for €-integrated utilities over the longer run (10-20y). The main beneficiary
would be Enel, as we estimate c25% EPS uplift, over the longer run.

Why haven't smart grids happened yet?

So far, there hasn’t been a major pick up in these investments. This was mostly
due to the fact that, at the height of the crisis, smart grids were perhaps perceived
as 'nice to have' and governments preferred to delay additional investments. From
here though, momentum is likely to improve, as suggested by several papers
published by the EU during 2013 and given the ongoing commitment to build
renewables. Although it is hard to precisely assess the timing, our conversations
with companies and industry experts pinpoint 2016-17 as the likely inflection years
for SG capex.

SG a €290bn capex opportunity, and UBS cost analysis

We estimate that developing power distribution smart grids could cost c€850 per
customer. Of this, just over 10% relates to installing smart meters. The rest will be
destined to upgrade cabins, substations, transformers, install sensors, deploy
broadband connections across the grid and have software programs capable of
managing and processing all the new data observed.

Figure 2: Smart grids — we estimate investments of c€850 per customer (€)
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Source: UBSe

In Europe there are some 336 million households. On our analysis, smart grids
could cost from €500kustomer up to €1300/ustomer, depending on the
equipment utilized and on 'how intelligent' the network is going to be. At the
lower end, the 'bear minimum' investments relate to the installation of a smart
meter, plus the upgrade in cabins/iubstations and new software. If we included
sensors throughout the grid, displays that allow consumers to monitor
consumption, and energy boxes which automatically manage the utilization of
electrical appliances, then the estimate would surge to the upper end.
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Smart grids capex pool €290bn:
c15% LT EPS uplift (c25% for Enel)

Limited focus on SG during the crisis,
but capex inflection point in 2016-17
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Applying the mid-range capex estimate of €858tustomer, we calculate total
investment needs of c€290bn. These could take place over the coming 10-20y and
could imply annual investments of €14bn, and additional opex of c€9bn pa.

Figure 3: Smart Grids - cost analysis implies €13-35bn pa (€m)

SG annualized costs

Low Medium High at €13-35bn pa
Distribution costs per customer (euros) 500 858 1280
Households (m) 336 336 336
Tot capex (eur bn) 168 288 430
Capex pa over 20y (eur bn) 8 14 22
Smart grids opex at 3% (eur bn) 5 9 13
Annualized costs (eur bn) 13 23 35

Source: UBSe

Smart grids benefit analysis: 2x larger than the costs

When estimating the benefits from smart grids, we identify eight main factors,
which could allow for c€50bn annual savings for the power system, or twice the
annualized costs of SG, as the following Figure 4 shows. We should stress that
these are 'external’ benefits, ie to the system (consumers, society) as opposed to
benefits for Utilities. As already explained, we only assume Utilities will earn a 7%
ROA and will pass through all their savings. Clearly, governmentsfegulators could
ultimately decide to remunerate utilities differently. For instance, instead of a
return on investments, Utilities could be allowed to retain all the savings achieved.

Figure 4: Smart Grids benefits are about 2x the costs (€bn, annualized)
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(1) Losses & Thefts. We estimate losses and thefts to amount to 2-7% across
Europe. Smart meters and Smart grids more in general would help identify
right away thefts, and would lower network losses. We assume savings
ranging from 1pp to 3pp.

(2) Lower consumption (energy efficiency). Most industry-expert reports and
case studies in the US seem to indicate power demand savings of 2-4%. If we
also add demand response measures — which SG would allow to implement
more effectively — then we could see power demand savings of up to 8%.
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(3) Peak shaving. Helping consumers understand the pricing difference
between peak and base hours could lower peak consumption. Considering
that peak wholesale power prices are c€10/MWh higher than baseload, and
assuming peak shaving of 10-50%, savings could be sizeable.

(4) Lower backup needs. Better network stability, better flow management and
lower consumption would also imply less backup-capacity needs. This would
allow capadity closures, which would in turn lead to opex savings, or would
allowto lower power generation subsidies (capacity payments).

(5) Avoided replacement of power plants. As for the previous point, the
need for replacements would also fall substantially (22-88GW).

(6) Lower CO2 emissions. Lower power consumption would imply lower
production from thermal plants and thus lower carbon emissions.

(7) Lower opex on legacy grid. Automatized grids, the presence of
sensorsiwifi, and the larger use of tabletssmart applications would allow
utiliies to reduce their workforce and save of general & administrative
expenses.

(8) Lower maintenance capex on legacy grid. The availability of millions of
real-time data and the availability of new technologies (tablets for workers for
instance) would allow targeted pre-emptive interventions on the grid and an
immediate identification of faults (sometimes right before they actually
happen), which should allow for savingsin maintenance capex.

Figure 5: Smart grids detailed benefit analysis (€bn pa)

Low Medium High
Losses & Thefts (1%-2%-3% reduction) 5 10 15
Lower consumption (2%-5%-8% reduction) 10 25 41
Peak shaving (10%-25%-50% drop in peak consumption) 1 3 5
Lower backup needs (22GW-55GW-88GW closures) 0 1 2
Avoided replacement power plants cost (GWs from previous point) 0 1 2
Savings from lower CO2 emissions (32mt-8 Imt-129mt) 0 1 3
Lower opex (5%-15%-25% drop in cost to serve) 2 5 8
Lower capex (5%-15%-25% drop in maint capex) 1 2 3
Total Benefits pa (eur bn) 20 48 79

Source: UBSe
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Why smart grids: renewables, energy efficiency, savings

Better integration of renewables and thus better network stability. The
steep increase in intermittent output (Figure 6) has made the management of
the grid more and more difficult. The quick inversion in flows — think of solar
PV production during a sunny summer day, which suddenly becomes cloudy —
and the need to maintain constant frequency throughout the grid makes
necessary the introduction of new devices that grant better stability and better
management of flows.

Figure 6: Wind and solar capacity additions over 2008-18E in Europe (GW)
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Boost energy efficiency. The EU has a 20% energy effidency target by 2020
(20% energy consumption reduction vs business as usual). The application of
smart grids is proven to lower consumption, as seen in several pilot tests in the
US. This would allow achieve these targets more easily.

Implement demand response and peak shaving. The implementation of
demand response and the reduction of consumption during peak hours (made
possible thanks to smart grids) could be better alternative to a wide
introduction of capacity payments. The combination of lower demand and less
demand at peak would imply the possibility to close more plants, and would
reduce the needs for asset replacement.

Reduce the cost to serve customers. As shown earlier, the deployment of
smart grids would lead to a meaningful reduction in operating costs and
maintenance capex on the existing grid.
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What is a smart grid — meters, cabins, wifi and software

The strong increase in intermittent generation sources and the rising penetration
of distributed energy (e.g., solar PV) have highlighted the need to upgrade the role
of power networks, particularlyin medium and low voltage (distribution).

Key issues to address include actively managing distributed energy, improving the
network stability and implementing demand responseknergy efficiency
programmes. The required upgrade would turn power grids from ‘passive’ into
‘active’, and the process would give birth to what is commonly known as ‘smart
grids’. A smart grid is the combination of hardware components (smart meters,
new cabins/ubstations, new sensors, broadband connection devices) and software
upgrades which allow managing the rising data-flow. A smart grid is obtained by
overlaying these items on the existing conventional network. Key elements of
smart grids are:

* Smart meters to allow for real-time reading in the usage of power from
consumers. In the future, this element will be key to implement demand
responseknergy efficiency measures.

* Equipment installed in houses. These indude displays that show real time
electricity costs and increase customer awareness. It could also include energy
boxes which manage domestic appliances and optimize consumption profiles.

= Upgraded primary and secondary cabins/substations to help maintain
network parameters (voltage, frequency) within acceptable ranges throughout
the grid, regardless of the volumes produced from renewables.

»= Sensors, to be deployed throughout the grid and to gather real-time
information.

*= Wi-Fi connections to allow real-time data gathering from the grid and from
final consumers.

= New software to manage the grid to aggregate and interpret the data
acquired, and to provide real time information to consumers, to modulate
consumption accordingly.

= Additional items, could indude equipment to prepare houses for the
integration of electric vehicles, which we decided to ignore in this analysis, as
we don't see their widespread viability within a reasonable timeframe.
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Meaningful EPS upside risk for integrated utilities

Even though the mid-range investment needs in SG of c€290bn could take place  15% EPS uplift (vs 2014)
over 10-20 years, the earnings upside potential would be sizeable. More

importantly, it would open up a growth avenue for a sector that, until not long

ago, was perceived as entirely ex-growth. We estimate a potential LT EPS upside

risk of c15%. Enel would be the main beneficiary.

Identify the winners: most integrated names but Enel above all

To identify the main winners, we firstly have to understand which Utilities have a  Enel c40% EBITDA from distribution
meaningful exposure to power distribution. For €-integrated utilities, the exposure

to this activity is c25%, measured on an EBITDA basis. Enel is well above average,

as these activities account for c40% of group EBITDA.

Figure 7: EBITDA from power distribution (2014 €m)

EU distribution % of

2014 EBITDA group EBITDA

(2014)

Enel 5,838 38% 15,481
Iberdrola 2,112 32% 6,660
GAS 589 12% 4,969
EDP 709 21% 3,451
EON 2,300 25% 9,315
RWE 2,287 29% 7,862
EDF 3,793 22% 17,313
Total 17,628 25% 65,051

Source: UBSe

0, 1 o)
To assess the earnings upside, we assumed (i) capex at €858/customer (more on 15% LT EPS uplift (c30% for Enel)

this later in the report), (i) 7% return on investments, (iii) useful life for these
projects of 20 years, (iv) cost of debt at 4%. On this basis, we estimate an average
15% EPS accretion for €-integrated utilities. Enel — which, as already said, enjoys
the largest power distribution business in Europe — would be the main beneficiary
(c30% EPS accretion potential).

Figure 8: EPS upside from deploying smart grids :c15% on avg, c25% for Enel

Customers (m) Capex EBITDA uplift Ne.t income % of

(€ bn) (€ bn) uplift (€bn) 2014 EPS

Enel 47.5 37.8 4.5 0.7 24%
Iberdrola 14.1 12.1 1.5 03 12%
GAS 3.8 33 0.4 0.1 5%
EDP 6.7 5.8 0.7 0.1 15%
EON 14.3 12.3 1.5 0.3 16%
RWE 10.0 8.6 1.0 0.2 12%
EDF 35.0 30.0 3.6 0.6 15%
Total 14%

Source: UBSe

We should point out that our analysis is based on a regulated return on
investments, without accounting for the effectiveness of the investment itself.
Clearly, there may be efficiency criteria that could increasedower these returns
accordingly.
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Also, it appears clear that smart grids would lead to sizeable savings, as already
detailed. To avoid the creation of excess profits, we assume that Utilities would
have to pass through to final customers all the costs saved thanks to SG. However,
governments/egulators could decide not to remunerate these investments.
Instead, utilities could be allowed to retain all their savings.

Sector valuation full: only BYs can drive it higher from here

Following the c70% re-rating in €-integrated names, the sector now trades on 15x
PE, on a 2014 basis. This is in line with the overall European equity market.
Although 2014 is a trough year for the sector and even if we see c4-5% annual
EPS growth post 2014, the near-term valuation seems to suggest limited upside to
fair value for the sector as a whole, especially if we think that the LT mid-cycle PE
has been 13.5x. In our view, multiples could continue to expand, but this would
have to be function of sustainably low bond yields.

Figure 9: Utilities PE vs the rest of the market (2014)
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The Utilities "story" remains attractive

If we simply reflect on the sector investment thesis and think of valuation
separately, we would say that Utilities look attractive, on three reasons.

= Sector earnings should bottom in 2014, five years after the overall market,
and show c4-5% annual growth thereafter, until 2018E.

= Utilities are increasingly regulated, as c70% of EPS will come from
networks, renewables and contracted generation by 2016.

= Dividends at ¢5%, and sustainable thanks to improving free cash flows. As
the markets become more expensive and sovereign yields remain so low, we
believe the hunt for yield will help utilities' performance.

All'in all, we retain our Neutral sector stance, with a clear preference for quality
integrated names, which offer a restructuring angle: Enel, EDP, SEV, REE and SSE

remain our top picks.

European Utilities 22 April 2014

Sector inv-thesis is attractive though

$UBS 9



Our two top picks: Enel and EDP

Enel (Buy, PT €4.25) — Despite the risks highlighted in this report, we remain
buyers on (1) fastest growing EPS amongst peer group: c8% EPS CAGR in 2014-
18E, (2) dividends to double during the plan: 2018E DY ¢6.5%, and (3) valuation
at unjustified discount to peers: ¢11x PE in 2016E. Our PT reflects the average of
target DY, target PE, and target EVEBITDA valuations.

EDP (Buy, PT €3.40) - We favour EDP as one of our top picks, on: (1)
strengthening balance sheet, once adjusted from regulatory receivables and work-
in-progress (NDEBITDA drops from ¢5.0x to ¢3.5x, and falling); (2) organic growth
thanks to new investments coming on stream in attractive areas such as Brazil, and
renewables; and (3) rising FCF yield, which should support deleveraging, growth
and a cash DY at ¢5.5%.
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Figure 10: Sector multiples
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RWE 272 16.6883 207 5 12.4x 12.8x 17.4x 15.5x 6.8x 6.9x 7.2 T.0x 3.T7% 2.9% 2.8% 2.8% -14% 4%
EOM 13.7 28,167 12.0 5 15.8x 15.6x 15.2x 12,0 7.1x G0 8.0 G.4x 3.8% 2.6% 3.68% 3.6% 2% 1%
EDF 28.0 53.817 26.0 N 13.7x 13.6x 13.1x 12.8x T.2x T2x 8.8x B8.0x 4.5% 4.5% 4.5% 4.5%, 2% 4%
GSZ 10.0 48,112 19.0 M 14 6x 14.4x 13.8x 13.1x 7.0x T.7x 7.5x T.2x 5.0% 5.3% 5.2% 5.4% 3% A%
Enel 4.08 38401 4.25 B 12.5x 12.2x 11.4x 1001 6.3x 8.23x B.4x 8.2x 32% 4.1% 4.8% 5.8% 5% 1%
EDP 3.28 12,301 3.40 B 14.0x 12.0x 10.6x 4% . 1x 8.5x T.0% T.4x 5.5% 5.5% 5.85% 5.6% 19% T
FGE 2018 B.024 15.50 N 18.1x 14.6x 14.9x 12.3x B.8x B8.5x 8.5x 5.8x 4.3% 4.8% 4.7% 5.7%) 4% 4%
TAL 507 2,125 4.80 M 7Gx B.8x §.0x 4 1x 5 5x B 3 8.3x 5.1x 8.0% 3.T% 4.1% 8.1% -5% T
Energa 18.08 1.788 17.50 B 8.7x 12.5x 11.2x 8.7x S.4x 6.2x 8.1x 5.8x B.7% T7.0% T4% 7.8% -T% 2%
CEZ 585.00 11,450 450.00 5 11.3x 12.0x 15.6x 15.8x 7.5x B.1x 8.4x 8.5x 5.1% 4.3% 4.3% 4.3% -15% -G
GAS 2032 20.148 16.00 s 14.7x 15.8x 15.9x 12.8x 7.5x T.6x Tdx B.6x 4.4% 4.5% 4.7% 5.1%| 4% -2%
IBE 485 20,755 480 M 13 8 13.4x 11.0x 11.3x 7.6x Todx 8.9x 8.7x 5.8% 5.68% 5.7% 5.08% 8% %
S5E 1.502.00 17413 1.475.00 B 12.0x 11.2x 10.8x 10.2x 7.6x T.2x 7.0 6.6x B8.0% 8.2% 8.5% 8.7% 5% 8%
CHA 345.00 21,621 280.00 5 13.8x 14.4x 13.0x 12.2x G.0x G.1x G.0x 5.8x 5.2% 5.4% 5.8% 5.8% 3% 1%
BEW 30.75 1,162 32.00 N 10.0x B.1x 8.0x B.7x 5.8x 5.5x% 5.2x 4 .Bix 3.8% 3.8% 3.8% 3.8% 5% 4%

12 9x 13.0x 12.7x 11.4x T0x T0x 6 9x B.5x 5.0% 4.7% 4.9% 5.3% 1% 3%

FuUM 158.7 13,947 127 = 17 5x 18.4x 17 1= 18.1x 10.0x O.0x 10.6x 11.1x T0% 4.8% 4.8% 4.8% 1% -3
DRX 753.0 3,883 820.0 B 19.6x 15.0x 13.3x 8.5 10.8x B.5x 7.5x 5.4x 2.5% 3.2% 3.8% 35.0% 22% 18%
VER 142 4,937 147 M 30 1x 22 7x 202x 19 4x 10.8x 0. 7x 9.3 8.1x 1.8% 2.8% 3.0% 31% 22% 8%
Alpig 112.4 25268 1220 4 18 8x 18.3x 17 6x 16.8x 5.8x 2. 3x 8.8x 8.2x 1.8% 1.8% 2.8% 2.8% -2% -5

21.0x 18 4x 17 1x 15.9x 10.0x 93x 91x 8. 5x 33% 31% 3.5% 11.4% 11% A%

REE 58.8 7.047 85.0

B 14.2x 13.5x 13.0x 12.7x B.dx B8.7x 8.5x 8.3x 4.8% 5.2% 54% 5.8%) 4% 3%

EMG 22.3 5,318 21.0 &) 12.8x 15.5x 15.7x 16.0x 9.8x 10.8x 10.7x 10.7x= 5.8% 4.8% 5.1% 5.2% -9% -5%
SRG 425 14,348 4.10 M 14 5x 14.4x 14 3x 13.8x A0 .4x 10 2x 10.2x 10.1x] 50% 5.9% 5.8% 58% 1% 3%
TRM 3.e8 7. 765 3.80 M 15.6x 14.8x 15.1x 14.68x 10.2x O.Bx O.8x 9.5 S5.4% 5.5% 5.8% 5.8% 2% A%
NG B824.0 38.767 780.0 N 15.6x 15.4x 14.0x 14.4x 10.2x 10.2x 10.0x 8.8x 5.2% 5.4% 5.8% 5.7%) 3% 4%
SVT 1,782.0 5,143 1,885.0 &) 20.6x 23.1x 21.8x 21.8x 10.9x 11.3x 11.1x 11.0x 4.8% 4.5% 4.8% 5.1% 4% 0%
U 78a.5 B8.380 7750 M 17 Gix 18.6x 18.8x 18.7x 11.7x 12 2x 12.1x 12.3x] 4.0% 4.7% 4.8% 51% -5% 0%
PMM 744.0 2,204 795.0 B 20.1x 18.4x 12.1x 11.68:x 12.4x 12.1x 10.2x 10.2= 4.4% 4.8% 4.0% 5.2% i T
16.4x 16.6x 15.7x 15.5x 10.8x 10.8x 10.5x 10.4x 3.1% 3.1% 5.3% 5.9% 0% 2%

EDPR 475 4.141 420 I

49 9x

28.1x

.8

G.4x

S.2x

4. 8x

1%

49 9x

26 1x

T.8x

G.dx

5.3-3:

4 Bx

11%

VIE 14.35 7.268 1300 N 31.8x 18.4x 152x  14.5x B.4x 7.3x 7.0x B.0x 4.9% 4.0% 4.9% 4.9% a5% 12%
Suez 14.62 7,440 1630 B 18.3% 14.3x 12.5x 11.2x B.2x 7.6x 7.2x B.0x 4.4% 4.8% 5.5% £.2% 21% %
Mean 251x  16.4x 13 8x 12 8x 8.3x 7 5x 71 5.9x 4 7% 4.8% 52% 5 5% 33% 3%
Weighted Av 250x  16.3x 13.8x 12.8x 8.3x 7.5% 7.1x 5.9x 1.7% 1.8% 5.2% 5.5% 33% 9%
h Mean 16.9x 15.3x 14.4x 13.4x B.5x 8.3x B.1x 7.8x 4.7% 4.5% 4.7% 6.1% 6% 39

Weighted Av 152x  146x  140x  13.1x B.0x 7.9x 7.8x 7.5% 47% 4.8% 4.9% 5.4% 3.8%) 3%
Mean 15.8x 14.9x 142x  13.2x B.5x 8.4x 8.2x 7 9x 4.8% 4.6% 4.8% 6.2% 4% 3%

Weighted Av 149x  144x  139x  13.0x 8.0x 7.9x 7.7% 7.5x]  a8% 4.8% 1.9% 5.5%) 3.3%] 2%

Source: UBSe



Statement of Risk

Utilities are driven by commaodities, power prices, M&A, regulatory intervention
and interest rates.
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referred to herein as UBS.
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performance information; and certain additional disclosures concerning UBS research recommendations, please visit
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission.
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part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner,
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the specific recommendations or views expressed by that research analyst in the research report.

UBS Investment Research: Global Equity Rating Definitions

UBS 12-Month i IB
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Rating Services?
Buy FSR is > 6% above the MRA. 47 % 33%
Neutral FSR is between -6% and 6% of the MRA. 42 % 34%
Sell FSR is > 6% below the MRA. 1% 3%
UBS Short-Term 1, 41 ition Coverage’ B
Rating Services*
Bu Stock price expected to rise within three months from the time the ratingwas  [lessthan  Jess than
y assigned because of a specific catalyst or event. 1% 1%
sell Stock price expected to fall within three months from the time the rating was [essthan  [ess than
€ assigned because of a specific catalyst or event. 1% 1%

Source: UBS. Rating allocations are as of 31 March 2014.
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the 12-month rating category for which investment banking (IB) services were provided within the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category. 4:Percentage of companies
within the Short-Term rating category for which investment banking (IB) services were provided within the past 12 months.

KEY DEFINITIONS: Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend
yield over the next 12 months. Market Return Assumption (MRA) is defined as the one-year local market interest rate
plus 5% (a proxy for, and not a forecast of, the equity risk premium). Under Review (UR) Stocks may be flagged as UR
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually
in response to an event that may affect the investment case or valuation. Short-Term Ratings reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment
case. Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES: UK and European Investment Fund ratings and definitions are: Buy: Positive
on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure,
management, performance record, discount; Sell: Negative on factors such as structure, management, performance
record, discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the
Investment Review Committee (IRC). Factors considered by the IRC indude the stock's volatility and the credit spread of the
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the
relevant research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not
registeredfjualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained
in the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by
a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if
any, follows.

UBS Limited: Alberto Gandolfi; Stephen Hunt; Hugo Liebaert. UBS AG: Patrick Hummel, CFA.

European Utilities 22 April 2014 S UBS 13



Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date
Centrica4 14 CNA.L Sell N/A 345p 17 Apr2014
CEZ Group CEZP.PR Sell N/A Kc585.00 17 Apr2014
Drax Group DRX.L Buy N/A 753p 17 Apr2014
E.ON5. 16 EONGnN.DE Sell N/A €13.73 17 Apr2014
EDF2 4.6 EDF.PA Neutral N/A €29.00 17 Apr2014
EDP Renovaveis EDPR.LS Neutral N/A €475 17 Apr2014
Enagas® ENAG.MC Neutral N/A €22.28 17 Apr2014
Endesa ELE.MC Suspended N/A €26.34 17 Apr2014
Enel2 46.16 ENELMI Buy N/A €4.08 17 Apr2014
Energias de Portugal2 4 6. 16 EDP.LS Buy N/A €336 17 Apr2014
Fortum» FUM1V.HE Sell N/A €15.70 17 Apr2014
Gas Natural Fenosa GAS.MC Sell N/A €20.32 17 Apr2014
GDF Suezs 16 GSZ.PA Neutral N/A €19.94 17 Apr2014
Iberdrolaz 4> IBE.MC Neutral N/A €4.85 17 Apr2014
National Grid# 5. 16 NG.L Neutral N/A 824p 17 Apr2014
PGE PGE.WA Neutral N/A  PLN20.18 17 Apr2014
Red Electrica de Espaia's REE.MC Buy N/A €58.75 17 Apr2014
RWE#5.6.24 RWEG.DE Sell N/A €27.16 17 Apr2014
Snam# 22 SRG.MI Neutral N/A €425 17 Apr2014
SSE PLC? SSE.L Buy NA  1,502p 17 Apr2014
Suez Environnement SEVI.PA Buy N/A €14.62 17 Apr2014
Terna* TRN.MI Neutral N/A €3.88 17 Apr2014
Veolia Environnement's VIE.PA Neutral NA €14.35 17 Apr2014
Verbund AG VERB.VI Neutral N/A €14.21 17 Apr2014

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock

pricing date

2. UBS AG, its affiliates or subsidiaries has acted as managerto-manager in the underwriting or placement of
securities of this companykntity or one of its affiliates within the past 12 months.

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking
services from this companykntity.

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking
services from this companyntity within the next three months.

6. This companyntity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment
banking services are being, or have been, provided.

13. UBS AG, its affiliates or subsidiaries beneficially owned 1% or more of a class of this company’'s common equity

securities as of last month's end (or the prior month's end if this report is dated less than 10 days after the most
recent month's end).

14. UBS Limited acts as broker to this company.
16. UBS Securities LLC makes a market in the securities andbr ADRs of this company.
22. UBS AG, its affiliates or subsidiaries held other significant financial interests in this companyntity as of last

month’s end (or the prior month’s end if this report is dated less than 10 working days after the most recent
month's end).

24. UBS AG, its affiliates or subsidiaries beneficially held more than 5% of the total issued share capital of this
company; or for UK and Irish companies, a line of stock of this company; as of the date shown in this disclosure
table.
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For a complete set of disclosure statements associated with the companies discussed in this report, including information on
valuation and risk, please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention:
Publishing Administration.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's
interpretation of the data, information and/or opinions provided by that third party either publidy or through a subscription service, and such use and interpretation
have not been reviewed by the third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor's individual
circumstances or otherwise cnstitutes a personal recommendation. Investments involve risks, and investors should exerdse prudence and their own judgement in
making their investment decisions. The finandal instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign aurrency rates of
exchange may adversely affect the value, price or income of any seaurity or related instrument referred to in the document. For investment advice, trade execution or
otherenquiries, clientsshould contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past performance is not necessarily a guide
to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (induding investment loss) or damage arising out of the
use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no
representation that any transaction can or could have been effected at those_Tpn'ces, and any prices do not necessarily reflect UBS's intemal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation
of the analyst who prepared this document is determined exclusively by researdh management and senior management (not including investment banking). Analyst
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which
investment banking, sales and trading are a part.

For finandal instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disdosed in
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