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MARKET STRUCTURE 
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INVESTMENT HORIZON 
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INVESTMENT OBJECTIVES 

10YRS+ 

Stable returns 

Inflation hedge 

No specific exit 
strategy 

5-10YRS 

30%+ return 

Growth 

Exit (trade sale, 
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THE VIRTUOUS CIRCLE 

Source: SG Cross Asset Research/Equity 



 6 18/11/2013 

INDEPENDENCE 

CLEARLY STATED MISSION  

  eg maximisation of consumers’ welfare 

 

 

CLEARLY STATED ATTRIBUTIONS 

  eg the government sets the energy policy, the REG implements the law 

 

 

LENGTH OF MANDATE 

  where possible REG’s office tenure doesn’t overlap with that of the government 

 

 

POLITICAL MAJORITY REQUIRED 

  the larger the majority required , the better (where applicable) 

 

 

SKILLS REQUIRED 

  Often financial markets are under-represented or not represented at all 
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TRANSPARENCY – WHAT INVESTORS NEED 

X-factor 

Value of the X-
factor also 

needs to be 
published 

Profit-sharing 
from Opex 

outperformance 
stated upfront + 

period of full 
claw back 

Capex 
plan 

The presence of 
a National 

Investment Plan 
lends credibility 
to the D/TSOs 

Capex plan 

3-5YRS Capex 
plan 

communicated 
to 

REG/investors  

Reviews 

Consultation 
process needs 
to be pubic and 

open to ALL 
stakeholders 

Process need to 
start 1-2YRS 
ahead of the 

new regulatory 
period 

RAB 

Explicit value for 
the RAB by type 

of asset 

Methodology 
clearly stated 
(eg historical 
costs inflated) 

Return 

WACC & its 
constituents 
need to be 
published 

Methodology for 
calculation of 
parameters 

clearly identified 
for each 

constituent 

Roll-
forward 

Specify how 
tariffs & RAB + 

Return are rolled 
forward within a 

regulatory 
period 

Interim reviews 
within a 

regulatory 
period but if 

justified by solid 
reasons 

Source: SG Cross Asset Research/Equity 
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TRANSPARENCY – HOW INVESTORS LOOK AT IT 

RAB x ALLOWED RETURN 
= EBIT (Coupon) 

EBIT / WACC = 
ENTERPRISE VALUE 

(EV) 

EV / RAB = 
Premium/Discount to 

RAB 

Capex incentives, cost 
cutting, regearing 

Source: SG Cross Asset Research/Equity 
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Incentives to capex 
There needs to be a clear and well 

identifiable need for new 
infrastructures  

Incentives give upside to 
valuation and revaluation 

of the equity 

Cost cutting 
Important in the early stages of 

regulation as mature businesses 
have less to cut 

Further upside to equity 
holders, a greater ‘buffer’ 

for bond holders 

Balance sheet 
gearing 

Assumed return by the REG needs 
to be neither too aggressive on 

gearing nor too generous 

Balance sheet restructuring 
is very important for some 

funds (eg infrastructure 
funds) 

TRANSPARENCY – WHAT INVESTORS LIKE 

Exposure to 
volumes 

Commodity/capacity component to 
reflect the nature of TSO costs 

(variable vs fixed) 

Intended as a further 
incentive to capex growth. 
Because of RES volumes, 
sterilization now preferred 

High & sustainable 
coupons/dividends 

All of the above need to translate in 
attractive cashflows to bond/equity 

holders 

Regulation can’t be too 
generous (investors apply a 

discount) or too punitive 
(they will not invest) 

Cashflow visibility 
Independence, transparency, 

consistency translate into higher 
visibility of future profits hence a 

lower cost of capital 

Management actions can 
spoil the party (eg 

acquisitions) 

Source: SG Cross Asset Research/Equity 
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CONSISTENCY 

Tariff methodology 

Consistent application WITHIN a 

regulatory period 

 

Consistent application BETWEEN 

regulatory periods 

 

Communication 

Leakages to local newspapers (better to 

use instutional channels/events/papers) 

 

Announcements ‘when market open’ or 

during holiday periods 

 

Political intervention 

Use of regulation for political purposes 

(Eg tariff freeze) increases investors’ risk 

perception, hence their cost of capital 

 

Ultimately consumers suffer 

Classic ‘mistakes’ 

Sudden changes never flagged in 

Discussion Papers 

 

Taxes, worst of all if applied 

retrospectively 

Source: SG Cross Asset Research/Equity 
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CONCLUSIONS 

Financial markets are indeed open to finance gas&power infrastructures 

 

 

 

 

Regulated assets are typically preferred as they offer long-term investment opportunities and usually 

with better visibility of future cash flow 

 

 

 

 

To this end, a clear and stable regulatory picture is needed which itself is a function of the 

independence of the regulatory body 

 

 

 

 

A lower perceived risk  by investors translates into ample availability of financing for new 

infrastructures ( security of supply) and at a lower cost ( lower tariffs, consumers’ welfare) 

 

Source: SG Cross Asset Research/Equity 
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APPENDIX 

Analyst Certification  

The following named research analyst(s) hereby certifies or certify that (i) the views expressed in the research report (or in the case 

of contributing analysts, in his or her contribution to the report) accurately reflect his or her personal views about any and all of the 

subject securities or issuers and (ii) no part of his or her compensation was, is, or will be related, directly or indirectly, to the 

specific recommendations or views expressed in this report: Alberto Ponti 

 

The analyst(s) who author research are employed by SG and its affiliates in locations, including but not limited to, Paris, London, 

New York, Hong Kong, Tokyo, Bangalore, Madrid, Milan, Warsaw and Moscow. 
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APPENDIX 

SG EQUITY RESEARCH RATINGS on a 12 months period (in effect 

as of March 14, 2012) 

BUY: absolute total shareholder return forecast of 15% or more 

over a 12 month period. 

HOLD: absolute total shareholder return forecast between  0% 

and +15% over a 12 month period. 

SELL: absolute total shareholder return forecast below  0% over a 

12 month period. 

Total shareholder return means forecast share price appreciation 

plus all forecast cash dividend income, including income from 

special dividends, paid during the 12 month period.  Ratings are 

determined by the ranges described above at the time of the 

initiation of coverage or a change in rating  (subject to limited 

management discretion). At other times, ratings may fall outside of 

these ranges because of market price movements and/or other  

short term volatility or trading patterns. Such interim deviations 

from specified ranges will be permitted but will become subject to 

review by research management. 

Prior to the change in SG Equity Ratings on March 14, 2012, the 

SG Equity Ratings in effect were: BUY (expected upside of 10% or 

more over a 12 month period; HOLD (expected return between -

10% and +10% over a 12 month period); and SELL (expected 

downside of -10% or worse over a 12 month period). 

Sector Weighting Definition on a 12 months period: 

The sector weightings are assigned by the SG Equity Research 

Strategist and are distinct and separate from SG equity research 

analyst ratings. They are based on the relevant MSCI. 

OVERWEIGHT: sector expected to outperform the relevant broad 

market benchmark over the next 12 months. 

NEUTRAL: sector expected to perform in-line with the relevant 

broad market benchmark over the next 12 months. 

UNDERWEIGHT: sector expected to underperform the relevant 

broad market benchmark over the next 12 months. 

The Preferred and Least preferred stocks are selected by the 

covering analyst based on the individual analyst’s coverage 

universe and not by the SG Equity Research Strategist. 

 Equity rating and dispersion relationship 

    

 
Source: SG Cross Asset Research 
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APPENDIX 

All pricing information included in this report is as of market close, unless otherwise stated. 

 

MSCI DISCLAIMER: The MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without 

prior written permission of MSCI, this information and any other MSCI intellectual property may not be reproduced, redisseminated or 

used to create any financial products, including any indices. This information is provided on an “as is” basis. The user assumes the 

entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling 

the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular 

purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any 

third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, 

Morgan Stanley Capital International and the MSCI indexes are service marks of MSCI and its affiliates or such similar language as may 

be provided by or approved in advance by MSCI. 
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APPENDIX - DISCLAIMER 

FOR DISCLOSURES PERTAINING TO COMPENDIUM REPORTS OR RECOMMENDATIONS OR ESTIMATES MADE ON SECURITIES OTHER THAN THE PRIMARY 
SUBJECT OF THIS RESEARCH REPORT, PLEASE VISIT OUR GLOBAL RESEARCH DISCLOSURE WEBSITE AT http://www.sgresearch.com/compliance.rha  or call 
+1 (212).278.6000 in the U.S.. 

European Specialty Sales  

If a European specialist sales personnel is listed on the cover of research reports, these employees are in SG’s Global Markets division responsible for the sales effort in their 
sector and are not part of SG’s Cross-Asset Research Department.    Specialist Sales do not contribute in any manner to the content of research reports in which their names 
appear. 

The analyst(s) responsible for preparing this report receive compensation that is based on various factors including SG’s total revenues, a portion of which are generated by 
investment banking activities. 

Non-U.S. Analyst Disclosure:  The name(s) of any non-U.S. analysts who contributed to this report and their SG legal entity are listed below.  U.S. analysts are employed by SG 
Americas Securities LLC.  The non-U.S. analysts are not registered/qualified with FINRA, may not be associated persons of SGAS and may not be subject to the FINRA 
restrictions on communications with a subject company, public appearances and trading securities held in the research analyst(s)’ account(s): Alberto Ponti Société Générale 
Milan 

 IMPORTANT DISCLAIMER:  The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and has been obtained 

from, or is based upon, sources believed to be reliable but is not guaranteed as to accuracy or completeness.  Material contained in this report satisfies the regulatory 

provisions concerning independent investment research as defined in MiFID. SG does, from time to time, deal, trade in, profit from, hold, act as market-makers or advisers, 

brokers or bankers in relation to the securities, or derivatives thereof, of persons, firms or entities mentioned in this document and may be represented on the board of such 

persons, firms or entities.  SG does, from time to time,  act as a principal trader in  equities or debt securities that may be referred to in this report and may hold equity or debt 

securities positions.  Employees of SG, or individuals connected to them, may from time to time have a position in or hold any of the investments or related investments 

mentioned in this document.   SG is under no obligation to disclose or take account of this document when advising or dealing with or on behalf of customers.  The views of SG 

reflected in this document may change without notice.  In addition, SG may issue other reports that are inconsistent with, and reach different conclusions from, the information 

presented in this report and is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report.    To the maximum extent 

possible at law, SG does not accept any liability whatsoever arising from the use of the material or information contained herein.  This research document is not intended for 

use by or targeted to retail customers.  Should a retail customer obtain a copy of this report he/she should not base his/her  investment decisions solely on the basis of this 

document and must seek independent financial advice.  

The financial instrument discussed in this report may not be suitable for all investors and investors must make their own informed decisions and seek their own advice regarding 

the appropriateness of investing in financial instruments or implementing  strategies discussed herein.    The value of securities and financial instruments is subject to currency 

exchange rate fluctuation that may have a positive or negative effect on the price of such securities or financial instruments, and investors in securities such as ADRs effectively 

assume this risk.  SG does not provide any tax advice.  Past performance is not necessarily a guide to future performance.   Estimates of future performance are based on 

assumptions that may not be realized.  Investments in general, and derivatives in particular, involve numerous risks, including, among others, market, counterparty default and 

liquidity risk.   Trading in options involves additional risks and is not suitable for all investors.  An option may become worthless by its expiration date, as it is a depreciating 

asset.  Option ownership could result in significant loss or gain, especially for options of unhedged positions. Prior to buying or selling an option, investors must review the 

"Characteristics and Risks of Standardized Options" at http://www.optionsclearing.com/publications/risks/riskchap.1.jsp.  
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APPENDIX - DISCLAIMER 

Notice to French Investors:  This publication is issued in France by or through Société Générale ("SG") which is authorised and supervised by the Autorité de Contrôle Prudentiel and 

regulated by the Autorite des Marches Financiers.  

Notice to U.K. Investors:  Société Générale is a French credit institution (bank) authorised by the Autorité de Contrôle Prudentiel (the French Prudential Control Authority) and the Prudential 

Regulation Authority and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of our authorisation and regulation by 

the Prudential Regulation Authority, and regulation by the Financial Conduct Authority are available from us on request. 

Notice to Polish Investors: this document has been issued in Poland by Societe Generale S.A. Oddzial w Polsce (“the Branch”) with its registered office in Warsaw (Poland) at 111 

Marszałkowska St. The Branch is supervised by the Polish Financial Supervision Authority and the French ”Autorité de Contrôle Prudentiel”. This report is addressed to financial institutions 

only, as defined in the Act on trading in financial instruments. The Branch certifies that this document has been elaborated with due dilligence and care. 

Notice to U.S. Investors:  For purposes of SEC Rule 15a-6, SG Americas Securities LLC (“SGAS”) takes responsibility for this research report. This report is intended for institutional 

investors only.  Any U.S. person wishing to discuss this report or effect transactions in any security discussed herein should do so with or through SGAS, a broker-dealer registered with the 

SEC and a member of FINRA, with its registered address at 245 Park Avenue, New York, NY, 10167. (212) 278-6000.  

Notice to Canadian Investors: This document is for information purposes only and is intended for use by Permitted Clients, as defined under National Instrument 31-103, Accredited 

Investors, as defined under National Instrument 45-106, Accredited Counterparties as defined under the Derivatives Act (Québec) and "Qualified Parties" as defined under the ASC, BCSC, 

SFSC and NBSC Orders.  

Notice to Singapore Investors:  This document is provided in Singapore by or through Société Générale ("SG"), Singapore Branch and is provided only to accredited investors, expert 

investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289.  Recipients of this document are to contact Société Générale, Singapore Branch in 

respect of any matters arising from, or in connection with, the document.  If you are an accredited investor or expert investor, please be informed that in SG's dealings with you, SG is  relying 

on the following exemptions to the Financial Advisers Act, Cap. 110 (“FAA”): (1) the exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts SG from 

complying with Section 25 of the FAA on disclosure of product information to clients; (2) the exemption set out in Regulation 34 of the FAR, which exempts SG from complying with Section 27 

of the FAA on recommendations; and (3) the exemption set out in Regulation 35 of the FAR, which exempts SG from complying with Section 36 of the FAA on disclosure of certain interests in 

securities. 

Notice to Hong Kong Investors:  This report is distributed in Hong Kong by Société Générale, Hong Kong Branch which is licensed by the Securities and Futures Commission of Hong Kong 

under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) ("SFO"). This document does not constitute a solicitation or an offer of securities or an invitation to the 

public within the meaning of the SFO.  This report is to be circulated only to "professional investors" as defined in the SFO. 

Notice to Japanese Investors: This publication is distributed in Japan by Societe Generale Securities (North Pacific) Ltd., Tokyo Branch, which is regulated by the Financial Services Agency 

of Japan.  This document is intended only for the Specified Investors, as defined by the Financial Instruments and Exchange Law in Japan and only for those people to whom it is sent directly 

by Societe Generale Securities (North Pacific) Ltd., Tokyo Branch, and under no circumstances should it be forwarded to any third party. The products mentioned in this report may not be 

eligible for sale in Japan and they may not be suitable for all types of investors. 

Notice to Korean Investors: This report is distributed in Korea by SG Securities Korea Co., Ltd which is regulated by the Financial Supervisory Service and the Financial Services 

Commission. 

Notice to Australian Investors:  Societe Generale is exempt from the requirement to hold an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of 

financial services, in reliance on ASIC Class Order 03/8240, a copy of which may be obtained at the web site of the Australian Securities and Investments Commission, 

http://www.asic.gov.au. The class order exempts financial services providers with a limited connection to Australia from the requirement to hold an AFSL where they provide financial services 

only to wholesale clients in Australia on certain conditions. Financial services provided by Societe Generale may be regulated under foreign laws and regulatory requirements, which are 

different from the laws applying in Australia. 

http://www.sgcib.com. Copyright: The Société Générale Group 2013.  All rights reserved. 

 

This publication may not be reproduced or redistributed in whole in part without the prior consent of SG or its affiliates. 
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SG LEADER IN GLOBAL CROSS ASSET RESEARCH 

Macro & Strategy 

#1 Global Strategy 

#1 Multi Asset Research 

#3 Global Economics 

Fixed Income 

#1 Overall Credit Strategy  

#1 Overall Trade Ideas 

#1 in Sovereigns 

#1 in 3 sector teams 

2013 

Commodities Equity 

#2 Equity Quant 

#2 Index Analysis 

#3 SRI Research 

12 sector teams in the Top 10 

2013 

2013 

  

#1 Best Overall Commodity Research 

#1 Research in Oil 

#1 Research in Natural Gas Europe 

#1 Research in Base Metals 

#1 Research in Coal 

* Euromoney - Primary Debt Poll 


