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Spanish Infrastructure Utilities 
Potential coalition government could put at risk up 
to c15% of infrastructure utilities' EPS 
 

Change in Energy policy could put at risk up to 15% of EPS 
The ongoing political deadlock in Spain has been a drag on the performance of both 
Red Electrica (REE) and Enagas (ENG) relative to their peers – fairly so, in our view. 
According to energiadiario.com, the Socialist party PSOE recently presented a program 
to form a coalition government, where, among other measures, it includes the 
potential reform of regulated costs of gas/power T&D (Spanish Utilities note). Under a 
downside scenario, we believe that this could put at risk up to 15% of EPS for both REE 
and ENG. We reiterate our Neutral ratings on these stocks. 

REE and ENG with S/M-term returns above some of its European peers 
Pre-tax real returns for both REE and ENG stand currently at over 6%, above 5.3-5.4% 
for the Italian peers Terna and Snam. While in Spain returns were set two years ago 
based on higher interest rates and inflation, and fixed through to 2019-20, in Italy 
returns are broadly marked-to-market to current interest rates, with bi-annual updates. 
If the same methodology were to be used in Spain, returns of REE and ENG over the 
S/M-term could drop by almost 100bps, which would have cut EPS by almost 15%. In 
our numbers this could save to end-consumers around €150m pa. 

Potential new energy policy could put pressure on current returns 
One of the energy policies now supported by both PSOE and Podemos is the potential 
revamp of renewables, which, combined with reluctance to raise end-consumers' 
tariffs, would put downward pressure on costs. Given the relatively high returns of the 
Spanish infrastructure utilities vs. peers, we believe that this could be an area of 
intervention. However, given the current returns have been legally fixed until the end of 
2019-20, the legal basis for any change would need to be established. 

Valuation: Neutral ratings reiterated 
We reiterate our Neutral ratings on REE and ENG, based on: i) continuing political 
uncertainty; ii) full valuation; and iii) lack of key catalysts. As we explained with more 
detail in our note (European Infrastructures utilities note), our €79 PT for REE and €26 
PT for ENG are the average of target PEs (15.5x for REE and 15x for ENG) and DYs 
(5.0% for REE and 5.5% for ENG), cross-checked by DDM models. The multiples used 
are roughly in line with the recent multiples levels of these companies. 

 

Figure 1: Current PE 17E (x)  Figure 2: PE 17E adjusted by potential EPS cuts (x) 

 

 

 
Source:  UBSe, Bloomberg  Source:  UBSe, Bloomberg 
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Allowed returns: Spain vs. Italy 

Real pre-tax returns difference currently at almost 100bps. 

Adjusting for inflation in Spain, which is currently close to zero, we calculate an 
average real (pre-tax) allowed return for both REE and ENG of less than 6.5%. This 
compares with the allowed returns (real, pre-tax) recently set by the Italian 
regulator AEEG of 5.4% for Snam and 5.3% for Terna, respectively. 

Figure 3: Regulatory allowed returns (real, pre-tax): Spain vs. Italy 

 
Note: For both REE and ENG we assumed an inflation rate of +0.3% 

Source:  UBSe, companies 

Gap mostly driven by falling interest rates 

While in Italy returns have been broadly marked-to-market to current interest rates 
with bi-annual updates, in Spain returns were set two years ago based on higher 
interest rates levels, and fixed through to 2019-20. Under an environment of 
falling interest rates (since 2012-13), this turned out to be positive for the Spanish 
operators. It allowed these players to generate returns significantly above their cost 
of capital. 

Figure 4: Sovereign BY (10Y) – Spain and Italy 

 
Source:  UBS, Bloomberg 

Spanish operators with ROIC >200bps over European peers 

As a result, both REE and ENG are expected to deliver a ROIC (pre-tax) in 2016 of 
around 11.2-11.7%, over 200bps above the average of its European pure peers. 
We think that these differences could potentially attract the attention of a new 
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government. However, the legal basis for any change would need to be 
established. 

Figure 5: 2016e ROIC (pre-tax) for both Spanish and Italian operators 

 
Source:  UBSe 

EPS risk from a cut in allowed returns in Spain 
If we were to explore a scenario where Spanish returns would be lowered by 
100bps, we believe that this could put at risk up to c15% EPS on both REE and 
ENG. In our numbers, this could save roughly €150m pa in costs to the end-
consumer over the next few years. Although not sizeable relative to the cost of the 
overall energy system in Spain, it could help to contain potential tariff increases.  

Figure 6: EPS risk from 100bps cut in power/gas transmission allowed returns 

€ m, 2017E REE ENG Total 

Theoretical RAB (UBSe) 12,500 8,000 20,500 

Cut in S/M-term allowed return (bps) 100 100 100 

Net income impact (pre-tax) -125 -80 -205 

Net income impact (post-tax) -94 -60 -154 

    
Base case net income 670 422 1,092 

impact % -14% -14% -14% 
 

Source:  UBSe 

Spanish operators relative valuation post potential EPS cut 

Since the Spanish elections on 20 December, both REE and ENG have de-rated 
from PE levels of 15-16x down to 14.5x, already reflecting some of the current 
political risks. However, under our downside scenario, the implied PE 17E of both 
companies would rise up to 17x, a 10-15% premium to pre-election levels. In 
other words, we believe that the current valuations of REE and ENG reflect some 
risks but not our downside scenario. 
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Figure 7: Current PE 2017E  Figure 8: PE 2017E adjusted by potential EPS cuts 

 

 

 
Source:  UBSe, Bloomberg  Source:  UBSe, Bloomberg 

Ratings and Pivotal questions 

Red Electrica (Neutral, PT €79) 

We have a Neutral rating for three reasons: 1) the stock is trading close to the top 
of its valuation range, though it is likely to continue being supported by lower-for-
longer interest rates during 2016; 2) the combination of both regulatory and 
political risks, in our view, clouds another year of expected high-single-digit 
returns; and 3) we see no game-changing catalysts on the horizon, particularly 
after the acquisition of the Chilean operator TEN, where REE basically spent all the 
budget left for international acquisitions until 2019. 

Q: Should we expect further acquisitions in LatAm?  

Unlikely. Unless REE expands its 2014-19E ND/EBITDA target of 3.5x, we believe the 
company has no spare capacity for further acquisitions in LatAm. Re-leveraging to 4.5x, 
at the right price, could increase EPS CAGR by 200bps…  

Q: Should we be worried about the high premium paid for TEN in Chile?  

We believe that scepticism around the price to be paid to diversify away from ex-
growth domestic markets has increased. Although we understand the strategic 
rationale behind TEN's acquisition, we believe that it came at a very high price…      

Q: Should we expect a sizeable impact from the upcoming regulatory changes? 

No. In July 2015 the local press reported that the new regulatory framework in Spain 
would have a negative impact of 1.1% on transmission tariffs from 2016. However, 
uncertainty will likely continue to affect the stock… 

 

Enagas (Neutral, PT €26) 

We have a Neutral rating for three reasons: (1) although the company is expected 
to deliver decent EPS and sustainable DPS growth over the next few years, this 
should be driven mostly by international equity-accounted activities where visibility 
is lower and operation/execution risks are higher. Moreover, we believe this is 
already fully reflected in the current share price; (2) we think the long-term story of 
ENG is not compelling enough to support a more positive stance, given that (i) 
further international investments are unlikely due to high competitive pressure and 
(ii) domestic activities are ex-growth; and finally (3) we see no relevant key catalysts 
on the horizon. 

Q: Will the company achieve its €120m equity-accounted income target (2020)? 

Likely. The expected increase should be fully driven by already committed investments 
through to 2020. Moreover, this target has been based on conservative assumptions, 
according to the company, which, in our view, balances execution/operation risks… 
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Q: Given that regulated domestic revenues are ex-growth, is the current DPS  
sustainable? 

Yes, at least until the end of the current regulatory period in 2020, in our view. 

According to Enagas' dividend policy, DPS should increase by 5% pa until 2017. We 

think such a level should then be sustainable thereafter supported by lower growth in 

capex and increasing FCF… 
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European regulatory FAQ 
Q: What is the current regulatory timeline? 

A: Both the start of a new regulatory period and the change in allowed return 
rates are key regulatory events. On the following table we highlight these events 
for all the companies in the sector. Apart from UK power and gas and Italy's gas 
activities, no major changes are expected before 2019. 

Figure 9: Regulatory review timeline  

 
Source:  UBSe, information from companies and regulators 

Q: Should we expect a single regulatory framework in the long term? 

A: Very likely. We believe that the convergence to a single framework in Europe 
makes total sense. The most recent changes in Italy towards a framework similar to 
the one adopted in the UK, with the potential introduction of a Totex framework, 
is clear evidence. 

Q: What would be the most likely framework to be adopted? 

A: We believe that the current framework adopted in the UK by Ofgem and Ofwat 
is the likely preferred future framework. In our qualitative analysis, presented in the 
table below, we show that the UK framework screens as the most balanced one. It 
has been the one with: 1) the longest regulatory period, thus higher earnings 
visibility; and 2) presents the highest incentives to efficiency gains that ultimately 
will benefit end-costumers. For a detailed description of each regulatory 
framework, please see Figure 11. In the following table we present the key 
takeaways from each framework.  

Figure 10: Regulatory framework qualitative matrix (UBSe) (1-best; 3-worse) 

 
Duration Risk to changes Incentives Average 

REE 1 3 3 2.3 

Enagas 1 3 3 2.3 

Snam 2 2 2 2.0 

Terna 1 2 2 1.7 

NG 1 2 1 1.3 

UK water 1 1 2 1.3 
 

Source:  UBSe 

Country Company Sector Update timeframe Rate type

2016E 2017E 2018E

REE ET Fixed until 2020 6.5% 6.5% 6.5% Nominal, pre tax

Enagas EG Fixed until 2021 5.1% 5.1% 5.1% Nominal, pre tax

Terna ET 2018 (bi-annual) 5.3% 5.3% 5.5% Real, pre tax

GT 2018 (bi-annual) 5.4% 5.4% 5.7% Real, pre tax

GD 2018 (bi-annual) 6.1% 6.1% 6.4% Real, pre tax

Storage 2018 6.5% 6.5% 6.8% Real, pre tax

ET Annual 4.3% 4.5% 4.6% Vanilla, pre tax

GT Annual 4.1% 4.3% 4.4% Vanilla, pre tax

GD Annual 4.0% 4.2% 4.3% Vanilla, pre tax

United Utilities Water Fixed until 2019 3.6% 3.6% 3.6% Vanilla, pre tax

Severn Trent Water Fixed until 2019 3.6% 3.6% 3.6% Vanilla, pre tax

Pennon Group Water Fixed until 2019 3.7% 3.7% 3.7% Vanilla, pre tax
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Figure 11: Regulatory framework 

 
(*) note: The 'Vanilla' WACC consists of pre-tax cost of debt and post-tax cost of equity, weighted by a notional gearing assumption. 

Source:  UBE, regulators, companies 

Regulatory base Regulatory period Regulated Asset Base (RAB) Allowed return on RAB Allowed Opex Incentives on Capex Overall volume risk

Terna Price-Cap and incentive based
8 years (PR1+PR2)

Current: 2016-19

Revalued annually based on (1) Inflation; 

and (2) Net investment. Tariff RAB (T) = 

RAB (T-1) (NEW)

(Real, pre tax)

6.3% for 2016-17 (adjusted every 2 

years)

Revalued annually based on: (1) 

Inflation; (2) Efficiency factor (X-

factor = 1%); (3) Grid expansion.

+1% for 12-years on I/O-NPR1 

capex (NEW)
Limited exposure

REE Price-Cap
6 years

Current: 2014-2019

Revalued annually based on (1) 

Replacement cost; and (2) Net 

investment.

Tariff RAB (T) = RAB (T)

(nominal, real)

Avg. Sp. 10-year BY + spread; 6.5% 

(4.5% + 200bp) for 2014-19. Annual 

rate change capped by +/-50bp 

thereafter.

Revalued annually based on: (1) 

Inflation; (2) Efficiency factor (X-

factor = 1%); (3) Grid expansion.

No incentives on Capex Limited exposure

National Grid Price-Cap and incentive based
8 years

Current: 2014-2021

Revalued annually based on (1) Inflation; 

and (2) Net investment. Tariff RAB (T) = 

RAB (T-1)

Vannilla WACC (*) indexed to Avg. 

IBOXX Debt Index; 4.33% for 

2015/16; adjusted annually

Baseline regulatory controllable 

Opex allowance adjusted by Inflation 

(RPI)

46.9% shareholder retention for 

Capex spent below allowed level
Limited exposure

Snam Price-Cap and incentive based
4 years

Current: 2014-2017

Revalued annually based on: (1) 

Inflation; and (2) Net investment. Tariff 

RAB (T) = RAB (T-2)

(Real, pre tax)

5.4% for 2016-17 (adjusted every 2 

years)

Revalued annually based on: (1) 

Inflation; (2) Efficiency factor (X-

factor = 2.4%); (3) Grid expansion

+1% on capex from 2012 

(compensate 2-year time lag);

Additional +1.0%-2% up to 10-

years selected capex

Limited exposure

Enagas Cost-plus
6 years

Current: 2015-2020

Revalued annually based on Net 

investment. Tariff RAB (T) = RAB (T)

(nominal, pre tax)

Avg. Sp. 10-year BY + spread; 5.1% 

for 2015-20

Revalued annually based on: (1) 

Efficiency factor (X-factor = 3%); (2) 

demand.

No incentives on Capex Limited exposure

National Grid Cost-plus and incentive based
8 years

Current: 2014-2021

Revalued annually based on (1) Inflation; 

and (2) Net investment. Tariff RAB (T) = 

RAB (T-1)

Vanilla WACC (*) indexed to Avg. 

IBOXX Debt Index; 4.3% for 2015/16; 

adjusted annually

Baseline regulatory controllable 

Opex allowance adjusted by Inflation 

(RPI)

44.4% shareholder retention for 

Capex spend below allowed level
Limited exposure

United Utilities Price-Cap and incentive based
5 years

Current: 2015-2020

Revalued annually based on (1) Inflation; 

and (2) Net investment. Tariff RAB (T) = 

RAB (T-1)

Vanilla WACC (*); fixed at 3.6% until 

end-period

Baseline regulatory controllable 

Opex allowance adjusted by Inflation 

(RPI)

Outcome delivery incentives (RoE 

range: 1.5-8% vs. Base case 

5.6%)

Limited exposure

Severn Trent Price-Cap and incentive based
5 years

Current: 2015-2020

Revalued annually based on (1) Inflation; 

and (2) Net investment. Tariff RAB (T) = 

RAB (T-1)

Vanilla WACC (*); fixed at 3.6% until 

end-period

Baseline regulatory controllable 

Opex allowance adjusted by Inflation 

(RPI)

Outcome delivery incentives (RoE 

range: 0.8-9% vs. Base case 

5.7%)

Limited exposure

Pennon Group Price-Cap and incentive based
5 years

Current: 2015-2020

Revalued annually based on (1) Inflation; 

and (2) Net investment. Tariff RAB (T) = 

RAB (T-1)

Vanilla WACC (*); fixed at 3.7% until 

end-period

Baseline regulatory controllable 

Opex allowance adjusted by Inflation 

(RPI)

Outcome delivery incentives (RoE 

range: 2.1-9.9% vs. Base case 

5.9%)

Limited exposure
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Red Electrica de España (REE.MC) 

Income statement (€m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
Revenues 1,774 1,778 1,871 1,993 6.5 1,995 0.1 2,012 2,031 2,049 
Gross profit 1,335 1,375 1,435 1,513 5.4 1,513 0.0 1,524 1,537 1,549 
EBITDA (UBS) 1,265 1,315 1,390 1,493 7.4 1,500 0.5 1,522 1,543 1,564 
Depreciation & amortisation (405) (417) (441) (480) 9.0 (482) 0.3 (488) (494) (500) 
EBIT (UBS) 860 899 949 1,013 6.7 1,018 0.5 1,034 1,049 1,065 
Associates & investment income 0 0 0 0 - 0 - 0 0 0 
Other non-operating income 0 0 0 0 - 0 - 0 0 0 
Net interest (181) (166) (96) (145) -51.2 (142) 1.6 (139) (108) (109) 
Exceptionals (incl goodwill) 0 0 0 0 - 0 - 0 0 0 
Profit before tax 679 733 853 868 1.7 876 0.9 895 941 955 
Tax (188) (203) (134) (243) -80.9 (219) 9.9 (224) (235) (239) 
Profit after tax 491 529 719 625 -13.1 657 5.1 671 706 717 
Preference dividends 0 0 0 0 - 0 - 0 0 0 
Minorities 0 0 0 (1) - (1) -5.1 (1) (1) (1) 
Extraordinary items 1 0 0 0 - 0 - 0 0 0 
Net earnings (local GAAP) 492 530 719 624 -13.3 656 5.1 670 704 715 
Net earnings (UBS) 492 529 571 624 9.4 656 5.1 670 704 715 
Tax rate (%) 27.7 27.7 15.8 28.0 77.8 25.0 -10.7 25.0 25.0 25.0 

 

Per share (€) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
EPS (UBS, diluted) 3.64 3.91 4.22 4.61 9.4 4.85 5.1 4.95 5.21 5.29 
EPS (local GAAP, diluted) 3.64 3.92 5.32 4.61 -13.3 4.85 5.1 4.95 5.21 5.29 
EPS (UBS, basic) 3.64 3.91 4.22 4.61 9.4 4.85 5.1 4.95 5.21 5.29 
Net DPS (€) 2.37 2.54 3.00 3.21 7.0 3.43 7.0 3.68 3.93 4.21 
Cash EPS (UBS, diluted)1 6.64 6.99 7.48 8.16 9.2 8.41 3.0 8.56 8.86 8.98 
Book value per share 14.76 16.58 18.87 20.10 6.5 21.52 7.0 22.79 24.07 25.15 
Average shares (diluted) 135.27 135.27 135.27 135.27 0.0 135.27 0.0 135.27 135.27 135.27 

 

Balance sheet (€m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
Tangible fixed assets 8,266 8,427 8,923 8,973 0.6 9,189 2.4 9,398 9,602 9,632 
Intangible fixed assets 0 0 0 0 - 0 - 0 0 0 
Investments 59 64 72 72 0.0 447 NM 622 631 639 
Other assets 163 124 143 143 -0.2 143 0.0 143 143 143 
Total fixed assets 8,488 8,614 9,138 9,188 0.5 9,779 6.4 10,163 10,375 10,415 
Net working capital 413 225 843 737 -12.5 538 -27.0 420 424 427 
Cash 40 215 299 299 0.0 299 0.0 299 299 299 
Short term debt (1,764) (992) (1,549) (1,549) 0.0 (1,549) 0.0 (1,549) (1,549) (1,549) 
Long term debt (3,991) (4,663) (5,037) (4,791) 4.9 (4,990) -4.2 (5,082) (5,124) (5,020) 
Preferred shares 0 0 0 0 - 0 - 0 0 0 
Net (debt) / cash (5,714) (5,440) (6,287) (6,041) 3.9 (6,240) -3.3 (6,332) (6,374) (6,270) 
Other debt-deemed liabilities 0 0 0 0 - 0 - 0 0 0 
Provisions & non-debt deemed liabs (1,191) (1,156) (1,141) (1,141) 0.0 (1,141) 0.0 (1,141) (1,141) (1,141) 
Total equity 1,996 2,243 2,553 2,743 7.5 2,936 7.0 3,110 3,283 3,431 
Minority interests 0 0 0 (24) - (25) -4.7 (26) (28) (29) 
Common s/h equity 1,996 2,243 2,553 2,719 6.5 2,910 7.0 3,083 3,256 3,402 
Operating invested capital 7,651 7,619 8,768 8,712 -0.6 8,729 0.2 8,820 9,027 9,062 
Total capital employed 7,710 7,683 8,840 8,784 -0.6 9,176 4.5 9,442 9,658 9,701 

 

Cash flow (€m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
EBIT (UBS) 860 899 949 1,013 6.7 1,018 0.5 1,034 1,049 1,065 
Depreciation & amortisation 406 417 441 480 9.0 482 0.3 488 494 500 
Net change in working capital (273) 188 (498) 106 - 199 88.1 118 (4) (4) 
Net interest (181) (166) (96) (145) -51.2 (142) 1.6 (139) (108) (109) 
Tax paid (188) (203) (134) (243) -80.9 (219) 9.9 (224) (235) (239) 
Other operating 1 57 (150) 5 - 5 0.0 5 5 5 
Operating cash flow 625 1,192 512 1,216 116.2 1,342 6.2 1,282 1,200 1,217 
Tangible capital expenditure (706) (596) (958) (535) 44.1 (702) -31.2 (702) (702) (535) 
Intangible capital expenditure 0 0 0 0 - 0 - 0 0 0 
Equity free cash flow (81) 596 (445) 681 - 640 -5.9 580 498 682 
Net (acquisitions) & disposals 0 0 0 0 - (375) - (175) (9) (9) 
Equity dividends paid (320) (344) (406) (434) -7.0 (465) -7.0 (497) (532) (569) 
Share issues / (buybacks) 0 0 0 0 - 0 - 0 0 0 
Net other cash flows 0 0 0 0 - 0 - 0 0 0 
Cash flow (inc)/dec in net debt (401) 252 (851) 246 - (199) - (92) (42) 104 
FX / non cash items 193 22 4 0 - 0 - 0 0 0 
Balance sheet (inc)/dec in net debt (208) 274 (847) 246 - (199) - (92) (42) 104 
Source: Company accounts, UBS estimates.  (UBS) metrics use reported figures which have been adjusted by UBS analysts.1Cash EPS (UBS, diluted) is calculated using UBS net income adding back depreciation and 
amortization.  
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Red Electrica de España (REE.MC) 

Valuation (x) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
P/E (local GAAP, diluted) 9.5 10.8 11.8 15.6 14.8 14.5 13.8 13.6 
P/E (UBS, diluted) 9.5 10.8 14.8 15.6 14.8 14.5 13.8 13.6 
P/CEPS 5.2 6.0 8.4 8.8 8.5 8.4 8.1 8.0 
Equity FCF (UBS) yield % (1.7) 10.4 (5.3) 7.0 6.6 6.0 5.1 7.0 
Net dividend yield (%) 6.8 6.0 4.8 4.5 4.8 5.1 5.5 5.9 
P/BV x 2.3 2.5 3.3 3.6 3.3 3.1 3.0 2.9 
EV/revenues (core) 5.9 6.3 7.9 7.9 8.0 8.0 7.9 7.8 
EV/EBITDA (core) 8.2 8.5 10.6 10.6 10.7 10.6 10.4 10.2 
EV/EBIT (core) 12.1 12.4 15.5 15.6 15.7 15.5 15.4 15.0 
EV/OpFCF (core) 12.1 12.4 15.5 15.6 15.8 15.6 15.4 15.1 
EV/op. invested capital 1.4 1.5 1.8 1.8 1.8 1.8 1.8 1.8 

 

Enterprise value (€m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Market cap. 4,682 5,702 8,455 9,710 9,710 9,710 9,710 9,710 
Net debt (cash) 5,714 5,440 6,287 6,041 6,240 6,332 6,374 6,270 
Buy out of minorities 0 0 0 24 25 26 28 29 
Pension provisions/other 0 0 0 0 0 0 0 0 
Total enterprise value 10,396 11,142 14,742 15,775 15,975 16,068 16,112 16,009 
Non core assets 0 0 0 0 0 0 0 0 
Core enterprise value 10,396 11,142 14,742 15,775 15,975 16,068 16,112 16,009 

 

Growth (%) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Revenue 6.5 0.2 5.3 6.5 0.1 0.9 0.9 0.9 
EBITDA (UBS) 3.2 4.0 5.7 7.4 0.5 1.4 1.4 1.4 
EBIT (UBS) 1.9 4.5 5.6 6.7 0.5 1.5 1.5 1.5 
EPS (UBS, diluted) 7.0 7.5 7.8 9.4 5.1 2.2 5.1 1.6 
Net DPS 6.9 7.5 18.0 7.0 7.0 7.0 7.0 7.0 

 

Margins & Profitability (%) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Gross profit margin NM NM NM NM NM NM NM NM 
EBITDA margin 71.3 74.0 74.3 74.9 NM NM NM NM 
EBIT margin 48.5 50.5 50.7 50.8 51.0 51.4 51.7 52.0 
Net earnings (UBS) margin 27.7 29.8 30.5 31.3 32.9 33.3 34.7 34.9 
ROIC (EBIT) 11.6 11.8 11.6 11.6 11.7 11.8 11.8 11.8 
ROIC post tax 8.4 8.5 7.7 8.3 8.8 8.8 8.8 8.8 
ROE (UBS) 25.8 25.0 23.8 23.7 23.3 22.4 22.2 21.5 

 

Capital structure & Coverage (x) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Net debt / EBITDA 4.5 4.1 4.5 4.0 4.2 4.2 4.1 4.0 
Net debt / total equity % 286.3 242.6 246.3 220.2 212.6 203.6 194.1 182.8 
Net debt / (net debt + total equity) % 74.1 70.8 71.1 68.8 68.0 67.1 66.0 64.6 
Net debt/EV % 55.0 48.8 42.6 38.3 39.1 39.4 39.6 39.2 
Capex / depreciation % 174.1 143.1 NM 111.4 145.7 143.8 142.1 107.1 
Capex / revenue % NM NM NM 26.8 NM NM NM 26.1 
EBIT / net interest 4.8 5.4 9.9 7.0 7.2 7.5 9.7 9.7 
Dividend cover (UBS) 1.5 1.5 1.4 1.4 1.4 1.3 1.3 1.3 
Div. payout ratio (UBS) % 65.0 65.0 71.1 69.6 70.8 74.2 75.5 79.6 

 

Revenues by division (€m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Others 1,774 1,778 1,871 1,993 1,995 2,012 2,031 2,049 
Total 1,774 1,778 1,871 1,993 1,995 2,012 2,031 2,049 

 

EBIT (UBS) by division (€m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Others 860 899 949 1,013 1,018 1,034 1,049 1,065 
Total 860 899 949 1,013 1,018 1,034 1,049 1,065 
Source: Company accounts, UBS estimates.  (UBS) metrics use reported figures which have been adjusted by UBS analysts. 
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Enagas (ENAG.MC) 

Income statement (€m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
Revenues 1,199 1,308 1,224 1,239 1.2 1,221 -1.4 1,197 1,177 1,171 
Gross profit - - - - - - - - - - 
EBITDA (UBS) 934 1,028 940 922 -1.9 892 -3.2 868 848 842 
Depreciation & amortisation (316) (359) (350) (291) -16.9 (281) -3.5 (273) (266) (257) 
EBIT (UBS) 618 669 590 631 6.9 612 -3.0 594 582 585 
Associates & investment income 0 0 0 0 - 0 - 0 0 0 
Other non-operating income 0 0 0 0 - 0 - 0 0 0 
Net interest (77) (109) (106) (101) 4.0 (99) 2.6 (95) (93) (91) 
Exceptionals (incl goodwill) 0 0 0 0 - 0 - 0 0 0 
Profit before tax 542 559 484 529 9.3 513 -3.1 499 489 494 
Tax (163) (161) (88) (148) -69.1 (128) 13.5 (125) (122) (123) 
Profit after tax 379 399 397 381 -3.9 385 1.0 374 367 370 
Preference dividends 0 0 0 0 - 0 - 0 0 0 
Minorities (1) 5 10 33 229.2 30 -8.9 48 52 54 
Extraordinary items 0 0 0 0 - 0 - 0 0 0 
Net earnings (local GAAP) 378 403 407 414 1.8 415 0.2 422 419 424 
Net earnings (UBS) 378 403 407 414 1.8 415 0.2 422 419 424 
Tax rate (%) 30.1 28.7 18.1 28.0 54.7 25.0 -10.7 25.0 25.0 25.0 

 

Per share (€) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
EPS (UBS, diluted) 1.58 1.69 1.70 1.73 1.8 1.74 0.2 1.77 1.76 1.78 
EPS (local GAAP, diluted) 1.58 1.69 1.70 1.73 1.8 1.74 0.2 1.77 1.76 1.78 
EPS (UBS, basic) 1.58 1.69 1.70 1.73 1.8 1.74 0.2 1.77 1.76 1.78 
Net DPS (€) 1.11 1.27 1.30 1.32 1.5 1.39 5.3 1.46 1.49 1.51 
Cash EPS (UBS, diluted)1 2.90 3.19 3.17 2.95 -6.8 2.91 -1.3 2.91 2.87 2.86 
Book value per share 8.40 8.96 9.29 9.73 4.7 10.15 4.3 10.53 10.82 11.11 
Average shares (diluted) 238.73 238.73 238.73 238.73 0.0 238.73 0.0 238.73 238.73 238.73 

 

Balance sheet (€m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
Tangible fixed assets 5,680 5,802 5,337 5,195 -2.7 5,134 -1.2 5,081 4,965 4,857 
Intangible fixed assets 284 332 575 575 0.0 575 0.0 575 575 575 
Investments 14 3 741 1,179 59.2 1,283 8.9 1,398 1,369 1,342 
Other assets 0 0 0 0 - 0 - 0 0 0 
Total fixed assets 5,978 6,136 6,653 6,949 4.5 6,993 0.6 7,054 6,909 6,775 
Net working capital 333 464 272 341 25.5 398 16.5 390 384 382 
Cash 1,480 353 551 551 0.0 551 0.0 551 551 551 
Short term debt (575) (494) (943) (943) 0.0 (943) 0.0 (943) (943) (943) 
Long term debt (4,538) (3,649) (3,735) (3,887) -4.1 (3,887) 0.0 (3,851) (3,628) (3,424) 
Preferred shares 0 0 0 0 - 0 - 0 0 0 
Net (debt) / cash (3,633) (3,790) (4,127) (4,279) -3.7 (4,279) 0.0 (4,242) (4,020) (3,816) 
Other debt-deemed liabilities 0 0 (28) (28) 0.0 (28) 0.0 (28) (28) (28) 
Provisions & non-debt deemed liabs (672) (671) (537) (647) -20.5 (647) 0.0 (647) (647) (647) 
Total equity 2,005 2,139 2,233 2,337 4.6 2,436 4.3 2,527 2,598 2,666 
Minority interests 0 0 (14) (14) 0.0 (14) 0.0 (14) (14) (14) 
Common s/h equity 2,005 2,139 2,219 2,322 4.7 2,422 4.3 2,513 2,583 2,652 
Operating invested capital 5,624 5,926 5,647 5,464 -3.2 5,459 -0.1 5,398 5,276 5,167 
Total capital employed 5,638 5,929 6,387 6,643 4.0 6,743 1.5 6,797 6,645 6,509 

 

Cash flow (€m) 12/12 12/13 12/14 12/15E % ch 12/16E % ch 12/17E 12/18E 12/19E 
EBIT (UBS) 618 669 590 631 6.9 612 -3.0 594 582 585 
Depreciation & amortisation 316 359 350 291 -16.9 281 -3.5 273 266 257 
Net change in working capital (136) (125) (81) (69) 14.5 (56) 18.5 8 6 2 
Net interest (77) (109) (106) (101) 4.0 (99) 2.6 (95) (93) (91) 
Tax paid (163) (161) (88) (148) -69.1 (128) 13.5 (125) (122) (123) 
Other operating 23 (64) 10 33 226.7 75 128.1 82 82 81 
Operating cash flow 581 569 676 636 -0.8 684 3.4 738 721 711 
Tangible capital expenditure (761) (531) (625) (587) 6.0 (369) 37.1 (369) (150) (150) 
Intangible capital expenditure 0 0 0 0 - 0 - 0 0 0 
Equity free cash flow (180) 38 51 48 -4.5 315 NM 369 571 561 
Net (acquisitions) & disposals 5 12 37 0 - 0 - 0 0 0 
Equity dividends paid (237) (266) (302) (310) -2.6 (315) -1.5 (332) (349) (356) 
Share issues / (buybacks) 0 0 0 0 - 0 - 0 0 0 
Net other cash flows 462 (910) 413 110 -73.4 0 - 0 0 0 
Cash flow (inc)/dec in net debt 50 (1,126) 198 (152) - 0 99.8 37 222 205 
FX / non cash items (181) 970 (535) 0 - 0 - 0 0 0 
Balance sheet (inc)/dec in net debt (131) (157) (337) (152) 54.9 0 99.8 37 222 205 
Source: Company accounts, UBS estimates.  (UBS) metrics use reported figures which have been adjusted by UBS analysts.1Cash EPS (UBS, diluted) is calculated using UBS net income adding back depreciation and 
amortization.  
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Enagas (ENAG.MC) 

Valuation (x) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
P/E (local GAAP, diluted) 9.2 11.0 13.7 14.8 14.8 14.5 14.6 14.4 
P/E (UBS, diluted) 9.2 11.0 13.7 14.8 14.8 14.5 14.6 14.4 
P/CEPS 5.0 5.8 7.4 8.7 8.8 8.8 8.9 9.0 
Equity FCF (UBS) yield % (5.2) 0.8 0.9 0.8 5.1 6.0 9.3 9.2 
Net dividend yield (%) 7.6 6.8 5.6 5.1 5.4 5.7 5.8 5.9 
P/BV x 1.7 2.1 2.5 2.6 2.5 2.4 2.4 2.3 
EV/revenues (core) 6.1 6.4 7.5 7.6 7.6 7.7 7.6 7.5 
EV/EBITDA (core) 7.8 8.2 9.8 10.2 10.4 10.6 10.6 10.4 
EV/EBIT (core) 11.8 12.6 15.6 15.0 15.2 15.4 15.4 15.0 
EV/OpFCF (core) 11.8 12.6 15.6 15.0 15.2 15.4 15.4 15.0 
EV/op. invested capital 1.3 1.5 1.6 1.7 1.7 1.7 1.7 1.7 

 

Enterprise value (€m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Market cap. 3,477 4,435 5,586 6,124 6,124 6,124 6,124 6,124 
Net debt (cash) 3,634 3,790 4,127 4,279 4,279 4,242 4,020 3,816 
Buy out of minorities 0 0 42 42 42 42 42 42 
Pension provisions/other 175 177 163 163 163 163 163 163 
Total enterprise value 7,286 8,403 9,918 10,607 10,608 10,571 10,349 10,144 
Non core assets (14) (2) (741) (1,179) (1,283) (1,398) (1,369) (1,342) 
Core enterprise value 7,272 8,400 9,178 9,428 9,324 9,172 8,980 8,802 

 

Growth (%) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Revenue 3.8 9.1 -6.4 1.2 -1.4 -2.0 -1.6 -0.5 
EBITDA (UBS) 5.5 10.0 -8.6 -1.9 -3.2 -2.8 -2.2 -0.7 
EBIT (UBS) 5.5 8.2 -11.8 6.9 -3.0 -2.8 -2.0 0.5 
EPS (UBS, diluted) 3.5 6.8 0.9 1.8 0.2 1.8 -0.8 1.3 
Net DPS 12.1 13.8 2.6 1.5 5.3 5.0 2.2 1.3 

 

Margins & Profitability (%) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Gross profit margin - - - - - - - - 
EBITDA margin NM NM NM 74.4 73.1 72.5 72.1 71.9 
EBIT margin 51.6 51.1 48.2 50.9 50.1 49.7 49.5 50.0 
Net earnings (UBS) margin 31.5 30.8 33.2 33.4 34.0 35.3 35.6 36.2 
ROIC (EBIT) 11.3 11.6 10.2 11.4 11.2 11.0 10.9 11.2 
ROIC post tax 7.9 8.3 8.3 8.2 8.4 8.2 8.2 8.4 
ROE (UBS) 19.5 19.5 18.7 18.2 17.5 17.1 16.5 16.2 

 

Capital structure & Coverage (x) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Net debt / EBITDA 3.9 3.7 4.4 4.6 4.8 4.9 4.7 4.5 
Net debt / total equity % 181.2 177.2 184.8 183.1 175.6 167.9 154.8 143.1 
Net debt / (net debt + total equity) % 64.4 63.9 64.9 64.7 63.7 62.7 60.7 58.9 
Net debt/EV % 50.0 45.1 45.0 45.4 45.9 46.3 44.8 43.3 
Capex / depreciation % NM 147.9 178.6 NM 131.5 135.1 56.4 58.3 
Capex / revenue % NM NM NM NM NM NM 12.7 12.8 
EBIT / net interest 8.1 6.1 5.6 6.2 6.2 6.2 6.2 6.4 
Dividend cover (UBS) 1.4 1.3 1.3 1.3 1.3 1.2 1.2 1.2 
Div. payout ratio (UBS) % 70.4 75.0 76.3 76.1 80.0 82.5 85.0 85.0 

 

Revenues by division (€m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Others 1,199 1,308 1,224 1,239 1,221 1,197 1,177 1,171 
Total 1,199 1,308 1,224 1,239 1,221 1,197 1,177 1,171 

 

EBIT (UBS) by division (€m) 12/12 12/13 12/14 12/15E 12/16E 12/17E 12/18E 12/19E 
Others 618 669 590 631 612 594 582 585 
Total 618 669 590 631 612 594 582 585 
Source: Company accounts, UBS estimates.  (UBS) metrics use reported figures which have been adjusted by UBS analysts. 
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Valuation Method and Risk Statement 

Given that share-price movements are a function of valuation multiples (PE) and 
EPS changes, we have based our price-target calculations on these two 
components, combined with target DYs, overall back-checked with our DDM 
models. Since that visibility on EPS changes is reasonably high for fully regulated 
companies, the key variables in setting our price targets are both our target PE 
multiples and DYs. Differences across these variables are a function of: 1) expected 
moves in sovereign interest rates; 2) regulatory risk; and 3) political risk. 
 
For companies with no significant de-rating risks, we adopt target multiples 
roughly in line with the current ones. For companies where we perceive de-/re-
rating risks, we adjust down-/upwards the current valuations of the stocks. 
 
Risk statement: Utilities are driven by commodities, power prices, M&A, regulatory 
environment and interest rates. 
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Required Disclosures 

This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are 
referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
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. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report.  

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
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, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 48% 36% 

Neutral FSR is between -6% and 6% of the MRA. 39% 28% 

Sell FSR is > 6% below the MRA. 12% 22% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was 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 assigned because of a specific catalyst or event. <1% <1% 

Source: UBS. Rating allocations are as of 31 December 2015. 
1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within 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 include 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 
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions 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. 

http://www.ubs.com/disclosures
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UBS Limited:  Rui Dias; Alberto Gandolfi; Hugo Liebaert, CFA.   

Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Enagas5 ENAG.MC Neutral N/A €25.02 11 Feb 2016 

Red Electrica de España13 REE.MC Neutral N/A €70.04 11 Feb 2016 

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 
5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking 

services from this company/entity within the next three months. 
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). 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 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: Investment Research. 
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Global Disclaimer 
This document has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

Global Research is provided to our clients through UBS Neo, the UBS Client Portal and UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
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