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Executive summary

The euro area crisis that broke out in the middle of the year 2012 caused a generalized withdrawal
of private funds from periphery to core euro zone countries. This crisis highlighted the lack of
integration of European capital markets.

The new crisis episode could be solved by the ECB President’s announcement that he would do
“whatever it takes” to preserve the euro. In the month of September, this announcement
materialized into the program of Outright Monetary Transaction (OMT), which has helped to calm
down market tensions in the last quarter of the year.

The big issue at stake is when improved financial conditions will be transmitted into credit and
economic growth. Recent EU and IMF forecasts do not see a return to moderate growth until
2014. However, there are varying needs for public –and private- sector debt reduction across
sectors and countries in Europe and also large disparities in financing conditions.

The equity market valuation of Power companies has not evolved in the recent years as might
have been expected in times of economic turmoil. As a result of increasing and new risks, there
has been a change in the market risk perception of the Electricity Industry, altering its
conventional defensive conception.

2012 has been another year for share price underperformance for the Utility sector. The drivers
for this underperformance have been: high debt, regulatory risk and poor operating margins.

Power market fundamentals were still difficult in the year 2012. Slow demand growth resulting
from slow-moving economic activity underpinned low power prices. Increasing renewable
production also contributed to wholesale power price reductions. However, renewable subsidies
have increased electricity bills paid by end customers.

Operating margins have deteriorated for European electricity companies and cash flow generation
has become less predictable, which made funding more difficult. Despite funding difficulties,
capital expenditure in tangible assets has shown a remarkable resilience, while financial
investments have nearly stopped. Maintaining an enduring investment effort in a recessionary
economic environment implies that the European electricity companies have been unable to
reduce their debt / equity ratios.

The main conclusion of this report is that the gap between the cost of capital and the profitability
of European electricity companies has remained stable, indicating that the average company of the
sector is undergoing a value destruction process, which stock market prices, inevitably, reflect.
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1. Introduction. Update on macroeconomic conditions.

As 2014 and 2020 deadlines for energy policy targets are getting closer, the risks to financial
integration have put investment under strain over the year 2012.

The euro area crisis that broke out in the middle of the year provoked a generalized
withdrawal of private funds from periphery to core euro zone countries. This crisis
highlighted the lack of integration of European capital markets.

The next graph permits to realize how private capital left periphery countries since
December 2009 until October 2012, being replaced by public sector flows, mostly through
ECB borrowings.

Figure 1. Private and public lending to periphery countries (Dec 09 – Oct 12)

The European Central Bank (ECB) liquidity provision to banks in December 2011 and
February 2012 helped to alleviate tensions in the capital markets. Nevertheless, tensions
reinvigorated in the second quarter as a result of the renewed pessimistic growth prospects,
the Spanish banking crisis and the rumors about a Greek euro exit.

The new crisis episode could be solved by the ECB President’s announcement that he would
do “whatever it takes” to preserve the euro. The translation of this general commitment into
concrete measures took place in the month of September, with the introduction of a
program of Outright Monetary Transaction (OMT), oriented to provide liquidity to sovereign
debt markets in the euro zone periphery by making unlimited bond purchases on secondary
markets, conditioned to tough fiscal and structural reforms. The introduction of this OMT
program helped to calm down market tensions once again.
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By the beginning of 2013, ECB’s President was able to congratulate himself on the
normalization in financial market conditions. On the occasion of presenting the decisions of
the first governing council of the year, he said that “We are now back in a normal situation
from a financial viewpoint but we are not at all seeing an early and strong [economic]
recovery”.

Figure 2. Country risk premiums in some Eurozone countries
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Falling yields on sovereign bonds (see figure 2), capital flows to peripheral countries and
business confidence surveys were cited among the indicators of an improvement in financial
stress by Mr. Draghi1.

In the next two graphs (see figure 3 and figure 4), it can be observed how credit standards
and terms for loans to enterprises have improved since the third and fourth quarters of
2011.  The graphs are based on the results of a bank lending survey addressed to senior loan
officers of 131 banks representing all of the euro area countries,

In figure 3, it is shown that factors contributing to tightening credit standards have relaxed
since the end of 2011, so that credit standards applied to non-financial corporates have
improved. Factors that particularly contributed to that relaxation have been the access to
market financing and the bank’s liquidity positions. However, the expectations about the
general economic activity did not help to that relaxation of credit standards.

1 Nonetheless, a January calculation of Goldman Sach’s interest rate divergence indicator, which measures cross-
border variations in in interest rates charged by Eurozone banks has reached a record of 3.7 percentage points.
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Figure 3. Changes in credit standards, terms and conditions for approving credit lines to
enterprises. Factors contributing to tightening credit standards.

Source: European Central Bank. The euro area bank lending survey. 4th quarter of 2012

Figure 4 shows a significant alleviation of credit terms and conditions since the third quarter
of 2011. However, no significant changes have been reported by the surveyed banks over
the year 2012. Terms and conditions related to non-interest rate charges have improved by
the end of the year, while margins on average loans, riskier loans and collateral
requirements have remained virtually unchanged.

On the demand side (see Figure 5), since 2011 euro area banks have been reporting a
decline in the demand for loans to enterprises. According to reporting banks, the fall in net
demand for loans was mainly driven by a substantial negative impact from fixed investment
on firms’ financing needs.
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Figure 4. Changes in credit standards, terms and conditions for approving loans
or credit lines to enterprises.

Source: European Central Bank. The euro area bank lending survey. 4th quarter of 2012

Figure 5. Changes in demand for loans and credit lines

Source: European Central Bank. The euro area bank lending survey. 4th quarter of 2012
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ECB’s President’s contentment about financial fragmentation being repaired was not
matched with a similar satisfaction about real economy evolution. Economic activity
indicators deteriorated over the year, as the distress in more vulnerable Member States
progressively affected the rest of the Union. The EU economy dipped back into recession in
the second quarter of the year and a return to moderate growth in the Euro area is not
expected until the second half of 2013, while a more robust growth is forecast for 2014.

As the Autumn 2012 EU forecast said, “wide cross-country divergences in economic activity
and labour market dynamics have opened, originating primarily in varying needs for public -
and private - sector deleveraging and for reallocation of resources across sectors, but also in
large disparities in financing conditions”.

These disparities in financing conditions reveal that, even in capital markets, where
integration has been an EU primary objective for many years and physical barriers do not
exist, there is a lack of integration causing trouble. The EU Director General of Economic and
Financial Affairs states that

“By boosting confidence and providing investors with a longer-term perspective, swift
progress towards completing EMU’s architecture would help overcome market
fragmentation, increase the incentive to invest in weaker economies and ensure more
balanced financing conditions, hence supporting the process of rebalancing”.

On its last update in January, the International Monetary Fund (IMF) downgraded its near-
term growth forecast for the euro area, with the EU region now expected to contractslightly
in 2013.

JANUARY 2013 IMF FORECASTS
(Percent change unless noted otherwise)

Year over Year

Projections
Difference from

October 2012 WEO
Projections

2011 2012 2013 2014 2013 2014

Euro Area 1.4 –0.4 –0.2 1.0 –0.3 –0.1

Germany 3.1 0.9 0.6 1.4 –0.3 0.1

France 1.7 0.2 0.3 0.9 –0.1 –0.2

Italy 0.4 –2.1 –1.0 0.5 –0.3 0.0

Spain 0.4 –1.4 –1.5 0.8 –0.1 –0.2

United Kingdom 0.9 –0.2 1.0 1.9 –0.1 –0.3

European Union 1.6 –0.2 0.2 1.4 –0.3 –0.2
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The IMF decided this forecast revision, “even though progress in national adjustment and a
strengthened EU-wide policy response to the euro area crisis reduced tail risks and improved
financial conditions for sovereigns in the periphery.(…). This reflects delays in the
transmission of lower sovereign spreads and improved bank liquidity to private sector
borrowing conditions, and still-high uncertainty about the ultimate resolution of the crisis
despite recent progress.”

More recently, the European Commission has updated its economic forecasts. The
Commission admits that “..balance-sheet adjustments in the public and private sectors,
difficult financing conditions in several Member States, the under-utilisation of resources
related to deep adjustment processes and unusually high uncertainty will abate only very
gradually over the forecast horizon”.

MAY 2013 EUROPEAN COMMISSION FORECASTS
(Percent change unless noted otherwise)

Year over Year

Projections

2011 2012 2013 2014

Euro Area 1.4 –0.6 –0.4 1.2

Germany 3.0 0.7 0.4 1.8

France 1.7 0.0 -0.1 1.1

Italy 0.4 –2.4 –1.3 0.7

Spain 0.4 –1.4 –1.5 0.9

United Kingdom 1.0 0.3 0.6 1.7

European Union 1.6 –0.3 -0.1 1.4

Source: European Economic Forecast Spring 2013

The EU forecast projects a return to moderate growth in the course of 2014, as confidence
recovers and global economic context becomes more supportive. The improved financial
market situation contrasts with the absence of credit growth, which is accounting for a large
part of the fragility of domestic demand.

The crucial question is when the improved financial conditions will extend to credit and
economic growth.
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2. The effect on equity market valuation

The equity market valuation of Power companies has not evolved in the recent years as
might have been expected under times of economic turmoil. Instead of behaving like a
refuge stock, being demanded for their predictable earnings in times of uncertainty, power
companies’ shares have been underperforming the total market. This unconventional
behavior reveals a change in the market risk perception of the Electricity Industry2.

Figure 6. Utilities vs. market performance (2007-2012)
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Increasing and new risks in the power sector have altered its conventional defensive
perception:

 Short term political interventions and regulatory uncertainty have increased the risk
perception

 The difficulties in the access to capital markets have increased credit and liquidity risk.
However, the fragmentation of European capital markets mentioned in the
introductory section has resulted in significant variations in credit and liquidity risk
among companies.

 The crisis of sovereign debt has not affected all European countries, but in those
countries where there has been a diminution of the State creditworthiness, power
companies have not been able to isolate themselves from increasing funding unease.

2012 has been another year for share price underperformance for the Utility sector. This
underperformance has been even more apparent than in the precedent year. Despite the
efforts made by many companies to retain equity investors by maintaining dividend
payments, the Utility sector has been unable to benefit from the market recovery that

2 See D’ECCLESIIS & EUSTÁQUIO in Powering Investments: Challenges for the Liberalised Electricity
Sector
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started by the middle of the year. The drivers for this underperformance have been: high
debt, regulatory risk and poor operating margins.

Figure 7. Utility Sector stock market performance in comparison with Total Market Index
(2012)
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Figure 8. Sectorial stock market performance (2012)
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Other sectors have been able to benefit from the better liquidity conditions that prevailed in
the second half of the year. The Utility sector is one of the three sectors losing value in the
stock market over the year.

This underperformance has reflected a deterioration of stock market expectations. The next
figure shows how these market expectations evolved over the year (from January to
December). The graph reflects the market consensus (financial analysts’ expectations about
the likely end year results of utility companies in the stock market), that is to say, about EBIT
and Earnings per share for the years 2012 and 2013.

The deterioration of 2012 expectations reflects the poor performance that the companies
disclosed in their interim results. Since January to December 2012, the analysts’ expectations
about the EBIT at the end of the year worsened 16.5%. Their forecast for the year 2013 only
worsened 11.5%.

Regarding net income per share (EPS) for 2012, what analysts forecast last December was
7.6% worse than what they expected by the beginning of the year. Also in last December,
what they expected for the Utility sector 2013 EPS was 15.8% lower than in January.

Figure 9. Evolution of financial analysts’ expectations (2012)
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3 Credit Suisse First Boston, Citi, Bank of America Merrill Lynch, Santander, UBS



11

3. An update on operating performance and financial position.

A tough economic environment impacting on the operating performance of the Electricity
Industry has been widely commented in the two previous editions of this report. Power
market fundamentals did not change in the years 2011 and 2012, with decreasing electricity
demand, depressing generation spreads and renewable subsidized sources moving thermal
plants down the merit order.

Decreasing demand resulting from slow-moving economic activity underpinned by low CO2
and power prices.

Increasing renewable production has also contributed to wholesale power price reductions.
However, renewable subsidies have made grown electricity bills paid by end customers. The
increasing electricity bills have raised the regulatory risk of a translation of this increasing
burden to both conventional and renewable companies4.

Fiscal crisis in some Member States affected electricity regulatory risk, since some national
governments considered regulated sectors as an extraordinary source of fiscal revenues.

Figure 10 shows how electricity prices have risen for both industrial and domestic end
customers since the second half of 2007. It is also remarkable that electricity prices,
including taxes, have risen significantly more than electricity prices excluding taxes.

Figure 10a. Electricity prices for end industrial customers
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4 See Credit Suisse: European Utilities: Renewable subsidies….
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Figure 10b. Electricity prices for end residential customers
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The increase in end-use prices triggers a false perception of high profitability in the power
sector. However end user prices include more and more taxes. Furthermore, increasing
distribution fees include more and more pass through of cost of service the distribution grid
operation is obliged to fulfill or pass-through of subsidy mechanisms for the development of
renewable energy production.

Energy producers realize their real sales prices in a complex combination of day- ahead sales,
and one to three year forward sales depending on the liquidity of the wholesales markets
that allow them to cover their price risks. For fuel fired plants the margin furthermore
depends on the same complex combinations related to the purchase of the input factors
being coal, gas, biomass and the costs of emission rights.

In order to get a flavor of real margins we should thus analyze multiple indices. The following
two indices already give a completely different picture: day-ahead market price and one year
forward carbon compensated spark spreads.

Figure 11. Spot and One year forward power prices in Belpex market
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Source: Belpex

The graph for the Belpex long term day-ahead market seems to suggest a decrease in sales
prices for the commodities component on the wholesales markets. It is already a better
indicator of the profitability of an energy producer.

The Belpex market is not representative for Europe but a good example for the so-called
Central Western European (CWE) market which is coupled more and more of the time.
After an extreme peak in 2008 followed by a strong recession, prices have first recovered
partially, but then even after the Fukushima event (with the shutting down of several
nuclear power plants in Germany) started to decrease again. It is clear that the recurrent
winter price peak was lower in the winter of 2012-2013 despite the fact that it was unusually
cold in the CWE region.

Nevertheless, sales prices are no good indication of profits for conventional power plants.
The carbon compensated5 spreads are. These margins take into consideration the fuel cost
and the cost of carbon emissions. The following graph with year ahead carbon compensated
spark spreads (margins for gas fired power plants) indicate negative spreads more and more
of the time.

Figure 12. Carbon compensated spreads in the Central Western European market

Source: Belpex

The graph shows the same peak in 2008 and decline afterwards.  Peak prices are the prices
obtained during the day on peak consumption hours.  Gas powered power plants can be
designed to operate on peak hours only. Having negative base load margins does not
necessarily mean the gas powered power plants gain their investment costs. However the
negative the peak for the latest months and this during a winter peak period, clearly indicate
these power plants cannot earn anymore their investment cost. This is because their running
hours (the number of hours operating at a positive margin) are decreasing dramatically.

5 Including the effect of carbon emission costs.
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This is the underlying reason why several energy companies have announced the stop of
investments in these power plants and even the shut-down of recently commissioned power
plants. The situation is less dramatic for the so called carbon compensate dark spreads used
for coal fired power plants. This is a contradiction of the current European environmental
policy: while designed to give incentives for low carbon emission, coal power plants survive
better in the current market conditions.

While end consumers perceive higher prices which include the pass-through of subsidies to
renewable energy which is by nature un-predictable, this renewable energy needs back-up
capacity being out of the merit order more and more of the time, thus not attracting
investors anymore.

The pessimistic medium and long-term expectations about market developments triggered
the recognition of tangible and intangible asset impairments in the company results.
According to an Ernst & Young study6, 16 of the major utility companies recognized goodwill
and asset impairments for a € 17.7 billion amount in 2010 and 2011. Supply market
conditions and regulatory risk being signalled as the main drivers of these impairments.

The next two graphs in Figure 11 show the evolution of the companies’ operating
performance since 2007. The first graph shows the evolution of the relationship between the
operating result (Earnings before Interests and Taxes, EBIT) ant total operating revenues. The
second graph shows the Return on Assets, namely, the relationship between the operating
result and the net assets, that is to say, the value of the assets employed to produce that
operating result, once the accumulated depreciation has been deducted.

Figure 13. Operating performance. EBIT margin and Return on Assets
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The slowdown in European GDP led to weak electricity demand and put pressure on
operating margins. Since the beginning of the crisis, the operating performance has shown
no signs of improvement, with deteriorating or flat profits vs preceding years.

Cash flow generated by power companies has become less predictable, due to the impact of
economic recession and the uncertainties in European energy policy. Financial institutions

6 Ernst & Young: Benchmarking European Utility Asset Impairment. June 2012.
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have also experienced a change in their risk appetite because of a reduction of liquidity for
the banking sector and financing regulatory changes such as Basel III7.

In fact, in the following graphs, the negative operating cash flow evolution of the latest years
conceals a parallel declining tendency in capital expenditure.

Figure 14. Investment effort. Capex / Ebitda and Capex / Cash flow from operations
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Insufficient profitability, financial constraints and debt reduction needs have obliged some
companies to reduce capital spending, while some others, dealing with long term investment
commitments and public service obligations have shown a remarkable resilience to reduce
their asset acquisitions.

Figure 15. Total investment effort. Capital spending in tangible, intangible and financial
assets / Cash flow from operations
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7 See BAKER in Powering Investments: Challenges for the Liberalised Electricity Sector.
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Nevertheless, if instead of just considering capital spending in tangible and intangible assets,
we relate total investment activity8 to cash flow obtained from operations, we observe a
significant reduction since the record highs of 2008 and 2009.

Despite absence of ambitious growth plans and the continuous effort to get funds from asset
sales, the companies have been unable to reduce their debt levels to the extent required by
rating agencies and capital providers. The next graph shows a strong resistance of the
relationship between Net debt and Shareholders’ fund to diminish in the Utility sector.

Figure 16. Gearing evolution
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Another additional consequence of this deterioration of operating performance indicators is
that asset operation profitability becomes lower than the costs of the capitals employed for
the acquisition of those assets. The following table presents an estimation of European
Weighted Average Cost of Capital (WACC).

This WACC estimation is based on assumptions made by financial analysts9 in order to
discount cash flows from different businesses in their sum-of-the-part valuations. A WACC
average has been estimated, based on the assumptions for the different business areas of
the companies considered on the table, whose names have been concealed.

8 Expressed by net cash flow spent in investing operations: Purchases of financial, tangible and intangible assets,
after discounting cash proceeds from asset sales.
9 See Bank of America Merrill Lynch: Power Pulse Weekly. Industry Overview. 15 February 2013.
Reprinted by permission. Copyright © 2012 Merrill Lynch, Pierce, Fenner & Smith Incorporated. The use of the
above in no way implies that Bank of America Merrill Lynch endorses the views or interpretation or the use of
such information or acts as any endorsement the use of such information. The information is provided "as is" and
Bank of America Merrill Lynch does not warrant the accuracy or completeness of the information.
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A 8.8
B 8.0
C 7.5
D 7.4
E 8.1
F 7.5
G 8.0
H 8.0
I 9.1
J 10.9
K 8.6
L 7.9
M 7.8
N 7.8

Average 8.2

AVERAGE COST OF CAPITAL (WACC) (*)

EDF, RWE, Energias de Portugal, Tauron, Iberdrola
CEZ, Scottish and Southern Energy, Gas Natural Fenosa

Verbund, FORTUM, ENEL, E.ON, PGE Polska, GDF SUEZ

(*) Nominal rates, after taxes or pretax??
Source: Bank of America Merrill Lynch

There is a very relevant gap between this indicator of the cost of capital employed by the
companies and the average asset return that the companies are able to obtain. The average
return figures that have been shown in Figure 14 are nominal pre-tax figures. In order to
make both sets of figures comparable, ROA figures have been converted into nominal post-
tax figures in the next graph. All the companies considered are placed above the red line,
meaning that all of them obtained in 2012 returns on their investment below their cost of
capital.

Figure 17. Value creation or destruction in 2012.
Return on Assets (ROA) vs. Cost of Capital (WACC) (%)
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The wide gap between cost of capital and profitability indicates that the average company of
the sector is undergoing a value destruction, which stock market prices inevitably reflect.

Figure 18. Stock market vs. accounting valuation of European Electricity companies (%)

0,0

50,0

100,0

150,0

200,0

250,0

300,0

2007 2008 2009 2010 2011 2012

Market / Book value



19

4. Multi-sector comparison

In this section, three indicators of operating performance –Return on Invested Capital-,
capital structure –Debt / Equity ratio- and investment effort –Capital Expenditure / Ebitda-
are shown, comparing the results obtained for the Electricity Industry to the results for
several other sectors.

Figure 19. Return on Invested Capital before taxes 2007-2011 (%)
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An average of the calculated figures for the years 2007-2011 is presented in the graphs of
this section. The list of the companies included in each industrial sector can be seen in Annex
2. The analysis is based on our own elaborations of financial data provided by Fitch Ratings
Direct. For that reason, the figures presented for the electricity sectors may be different
from those included in other sections of this report10.

Figure 20. Investment effort: Capital Expenditure / Ebitdar 2007-2011 (%)
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10 Moreover, the ratio definitions are not exactly the same as those used in section 3. and the internal
composition of the Electricity Sector, provided in annex 2, is different from that included in our sample in other
sections of the report.
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The operating performance of the Electricity Industry in the period 2007-2011 has been
poorer than that of most of the industrial and service sectors. However, being a very capital
intensive sector, the Electricity Industry is forced to maintain a very persisting investment
effort, with one of the highest percentages of Capital Expenditure over funds generated in
operations (Ebitdar11) among industrial sectors.

Figure 21. Gearing: Debt / Equity (%)
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Source: Fitch Ratings Direct and own elaboration

Maintaining an enduring investment effort in a recessionary economic environment implies
that the Electricity companies are obliged to recourse to debt to deliver the investment
required. The comparison of the Equity ratio (Debt / Equity) among different industrial
sectors permits to appreciate how difficult it has been for the Electricity Industry to reduce
its debt despite the tight financial situation.

11 Ebitdar: Earnings before interests, depreciation, amortization and rentals. See ratio definitions in Annex
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5. Conclusion.

In 2012, electricity companies had to deal with an economic environment which was similar
to that of previous years: decreasing demand, depressing generation spreads and renewable
subsidized generation sources moving thermal power plants down or out of the merit
order.

Cash flow generated by Power companies has diminished and has become less predictable,
due to the impact of economic recession and to the uncertainties in European energy policy.
Furthermore, some Member States have tried to find solutions to their fiscal problems by
increasing the fiscal pressure on Energy companies.

Despite slightly decreasing electricity demand, there is a growing need for long-term
investment in the Electricity sector. In the generation business, the need for additional
investments is based on the ageing of operating power plants, the phase-outs due to the
Large Combustion Plant and Industrial Emissions Directives and the targets of renewable
sources imposed by European Energy Policy. In the distribution business, the need for
additional investments can be explained by the role to be played by electricity networks in a
decarbonized electricity system and smart grids

Financial institutions have changed their risk appetite because of recent experiences of
liquidity tensions and financing regulatory changes. Despite ECB initiatives to prevent
Europe’s monetary union fragmenting, there are still wide divergences across the Eurozone
of financial costs being borne by European businesses. The big Power companies analyzed in
this report have been able to sidestep tightening credit conditions by issuing corporate debt.

In order to keep investors satisfied, electricity companies will have to continue with their
efforts to repair their balance sheets. They will have to continue with their asset disposals,
which may decrease future earnings growth and they will have to continue with their efforts
to reduce debt, which are not compatible with ambitious investment targets.

But the most relevant signal that investors will take into account to provide funds to bond or
equity issuers is whether their investment will fail or not in terms of return. As this report
shows, the signal they are receiving is not the right one for investment at this moment.
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ANNEX 1
LIST OF COMPANIES TO ANALYSE THE ECONOMIC PERFORMANCE OF THE ELECTRICITY

COMPANIES (S ECTION 3)

ELECTRICITY COMPANIES
CEZ
EDF

ENERGIAS DE PORTUGAL
ENEL

FORTUM
GAS NATURAL FENOSA

GDF SUEZ
IBERDROLA

PGE POLSKA
TAURON

VERBUND
RWE

SCOTTISH & SOUTHERN ENERGY
E.ON

VATTENFALL
DONG ENERGIE

ENECO
EVN

PUBLIC POWER CORPORATION
ALPIQ

CENTRICA
MVM

ELECTRICITY SUPPLY BOARD
STATKRAFT

ACEA
A2A

EnBW
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ANNEX 2
COMPOSITION OF INDUSTRIAL SECTORS FOR THE PURPOSE OF THE MULTI-SECTOR COMPARISON (SECTION 4).

Auto &
Related

Aerospace and
Defense

Auto and
Related

Chemical
Consumer and

Retailing

Distribution,
Postal Services
and Technology

Diversified
Manufacturing

Food Beverage
Tobaco

Gaming, Ledging,
Leisure and

Diversified Services
Health Care

Media and
Enterteiment

Compagnie
Generale des
Etablissemen
ts Michelin

MTU Aero Engines
AG

Compagnie
Generale des

Etablissements
Michelin

Mossi &
Ghisolfi

International
S.A.

Carrefour SA
Deutsche Post

AG

Tyco
International

Ltd.

Pernod Ricard
S.A.

Thomas Cook Group
plc

Fresenius SE &
Co. KGaA

British Sky
Broadcasting

Group plc (Sky)

GKN Holdings
PLC

Thales SA
GKN Holdings

PLC
Lanxess AG METRO AG

Nokia
Corporation

ThyssenKrupp
AG

Diageo plc Ladbrokes plc
Bupa Finance

plc
Daily Mail and

General Trust Plc

Continental
AG

Finmeccanica SpA
Continental

AG
Royal DSM N.V.

Casino
Guichard-

Perrachon SA

Bertelsmann SE
& Co. KGaA.

Royal Philips
Electronics

Sodexo SA Rexel, SA Bayer AG SES S.A.

Robert Bosch
GmbH

Rolls-Royce
Holdings plc

Robert Bosch
GmbH

Akzo Nobel N.V.
Royal Ahold

N.V.
Telefonaktiebola
get LM Ericsson

Adolf Wurth
GmbH & Co KG

Imperial
Tobacco Group

PLC
Accor SA

Roche Holding
Ltd

ITV plc

Renault SA BAE Systems plc Renault SA BASF SE
Henkel AG &

Co. KGaA
ASML Holding

N.V.
Carlsberg

Breweries A/S
Whitbread PLC Sanofi SA

Bertelsmann SE &
Co. KGaA.

Fiat S.p.A. EADS Fiat S.p.A. Next plc
STMicroelectroni

cs N.V.
Unilever PLC Novartis AG Vivendi SA

Peugeot S.A. Peugeot S.A. Tesco PLC
Anheuser

Busch InBev
NV/SA

AstraZeneca PLC WPP plc

Daimler AG Daimler AG
Marks and

Spencer Group
plc

British
American

Tobacco plc.

GlaxoSmithKline
PLC

Reed Elsevier PLC

Volkswagen
AG

Volkswagen
AG

Nestle SA

SABMiller Plc
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Transportation
and Waste

Water Utilities
Capital Goods

ArcelorMittal
S.A.

Deutsche
Telekom, AG

Portugal Telecom
SGPS SA

Deutsche Bahn
AG

Siemens AG CEZ, a.s. Edison Spa Vattenfall AB Afren plc Eni SpA
Compagnie de
Saint-Gobain

Heidelber
gCement

AG

Smurfit Kappa
Group plc

France
Telecom S.A.

Cableuropa S.A. FirstGroup plc AB Electrolux
PGE Polska Grupa
Energetyczna S.A.

Terna Spa Enel S.p.A.
Aker

Solutions
ASA

BG Energy
Holdings Ltd

Vinci S.A. CRH Plc

UPM-
Kymmene Oyj

Telefonica SA
Bite Finance

International B.V.
Northumbrian
Water Limited

GEA Group
Aktiengesellschaft

Energie Baden-
Wuerttemberg AG

(EnBW)
Acea SpA Centrica plc

Polski
Koncern
Naftowy

ORLEN S.A.

Repsol, S.A.
PSP Swiss

Property AG
Lafarge

SA

Stora Enso Oyj
Telecom Italia

SpA

Wind
Telecomunicazioni

SpA

Wessex Water
Services Limited

ABB Ltd
EDP - Energias de

Portugal, S.A.
Fingrid Oyj

Electricite de
France (EDF)

MOL
Hungarian

Oil and
Gas

Company
Plc

Royal
Dutch/Shell

Group
Hammerson plc

Holcim
Ltd.

Evraz Group SA
Vodafone
Group Plc

SES S.A.
United Utilities

PLC
E.ON AG

DONG Energy
A/S

Western
Power

Distribution
(South

Wales) plc

Rompetrol
Group N.V.

(The)
BP plc

Unibail-
Rodamco SE

British
Land

Company
PLC (The)

Anglo
American plc

BT Group plc Royal KPN N.V.
United Utilities

Water PLC
RWE AG

TAURON
Polska

Energia S.A.

Western
Power

Distribution
(South West)

OMV AG Tenaris S.A.
Taylor Wimpey

plc
SEGRO

PLC

Ferrexpo plc

Hellenic
Telecommunication

s Organization
S.A.(OTE)

Stagecoach
Group plc

Gas Natural SDG,
S.A.

Statkraft As SSE plc

Iberdrola, S.A.
Fortum

Corporation
National Grid

Plc

Oil and GasNatural Resources Telecomunications ConstructionElectricity



ANNEX 3
RATIO DEFINITIONS

EBIT margin: Earnings before interests and taxes over operating revenues.

Return on Assets before taxes: Earnings before interests and taxes over  net
tangible, intangible assets, financial assets and current assets.

Capital expenditure / Ebitda: Purchases of tangible and intangible assets over
earnings before interest, taxes and depreciation.

Cash flow from investing activities / Cash flow from operations: Net cash inflows and
outflows from investing activities, i.e., purchases of tangible, intangible and financial
assets less proceeds from asset sales over net cash inflows and outflows from
operating activities.

Net Debt / Shareholders’ Funds: short and long-term loans and borrowings (not
including leases) minus cash and cash equivalents over share capital, reserves and
net profit for the year.

Weighted Average Cost of Capital: Debt cost rate x (Debt / Equity + Debt) + Equity
Cost Rate x (Equity / Equity + Debt). Equity cost rate is estimated by applying the
Capital Asset Pricing Model methodology.

Invested capital: Net intangible assets, plus net tangible assets, plus working capital.

Working capital: Current assets minus current liabilities (with the exception of short-
term debt).

Debt / Equity: short and long-term loans and borrowings (not including leases) over
share capital, reserves and net profit for the year.
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