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Buy the national champions 

 

In recent days, the Polish government has announced still undefined 

but, by all accounts, wide-reaching plans to consolidate the power 

and coal industries into national champions able to fund themselves 

on competitive terms with their larger European peers. We see the 

greatest potential for synergies in a Tauron/Enea combination which 

– conveniently enough – would also create a credible counterweight 

for a PGE/Energa combination. For the minority investors, we would 

expect the state to keep the value that could be created through 

consolidation for its national champions and key investment vehicles 

– PGE and Tauron – and invest accordingly. 

Together with a first look at the potential synergies of these 

combinations, we update our recommendations and price targets for 

minor changes in our power macro assumption, distribution WACC 

and RFR (but not potential synergy gains): we upgrade Tauron to BUY 

from Hold with a price target (PT) of PLN 6.2 – this is the company with the 

most to gain from the consolidation story – and Enea to HOLD from Sell 

(PT PLN 18.0, up from PLN 15.2). Under any consolidation scenario, Enea 

is likely to be acquired but, excluding an all cash-offer, this is largely 

reflected in our PT, we believe. We maintain our BUY on PGE (PT PLN 

24.3, up slightly from PLN 24.0) and our HOLD on Energa (PT PLN 24.0, 

up from PLN 21.9): we appreciate the latter’s investment case of high, 

sustainable dividends and low exposure to value-destroying generation 

capex, but there is a significant risk that, in combination with PGE, the 

compensation for Energa’s minorities investors would not reflect 

expectations. 

A Tauron/Enea combination would create the biggest synergies, we 

believe, and would be a credible counterweight for a PGE/Energa 

combination. In absolute terms, cost synergies in distribution for both of 

these combinations could be similar but, in terms of generation – where the 

main synergies are in centralising dispatching – and lowering financing 

costs, a Tauron/Enea combination could yield more than either 

PGE/Energa or Energa/Enea. The end-user market share would be 

roughly similar and so increases the chances for regulatory approval (we 

expect the regulator to be accommodating in the face of governmental 

plans, but we should not take their compliance for granted).  

Kompania Weglowa recapitalisation plan looks like the “soft” option 

for utilities and, relative to expectations for this autumn, would play 

out best for PGE. While the government has conceded to union miners 

more than it proposed initially, the plan does limit their direct exposure: a 

state-controlled SPV would take over the “good” mines, forgive or 

restructure debts and be partly recapitalised by Weglokoks, before the 

gencos will inject new capital – at c.PLN 2-3bn, we estimate, or 3-5% of 

the sector’s market capitalisation. The “bad” mines would undergo deeper 

restructuring at taxpayers’ expense (another c.PLN 3bn). The structure 

would keep mining assets off the gencos’ balance sheets, and make it less 

problematic to extract cash from Tauron, Energa and Enea, which 

appeared previously able to remain on the sidelines.  

Risks: the biggest fixed cost savings would come through headcount 

reductions, which are also the most problematic for Polish gencos until 

2017/18E because of union labour agreements. There is zero visibility how 

a business combination would be structured and how the state would treat 

minorities.  
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Investment summary 

In recent days, the Polish government has announced still undefined but, by all accounts, wide-

reaching plans to consolidate the country’s power and coal industries into national champions 

able to fund themselves on competitive terms with their larger European peers. We see the 

greatest potential for synergies in a Tauron/Enea combination which – conveniently enough – 

would also create a credible counterweight for a PGE/Energa combination, something PGE has 

been pursuing since 2010. Consolidation on these lines would have a better chance of winning 

antitrust approval, we believe. For the minority investors, we would expect the state to keep the 

value that could be created through consolidation for its national champions and key 

investment vehicles – PGE and Tauron – and invest accordingly. 

Presently, the most likely consolidation scenario is for PGE to combine with Energa (PGE+ENG) and 

Tauron with Enea (TPE+ENA). Energa acquiring Enea remains a possibility but, if the government 

intends to build national champions, then fortifying Tauron – which, with its weaker balance sheet, has 

already had to abandon generation projects – would be optimal, in our view. For minority investors, the 

implications are largely positive: the gencos would likely take a break from their battle over end-user 

customers – which has driven down companies’ sales margins across the board – and focus on more 

constructive tasks, such as seeking out cost savings and efficiencies, rationalising capex plans, and 

working the Eurobond market for new debt and cheaper refinancing. The downside is that gencos are 

still on the hook for recapitalising Kompania Weglowa (KW) – this is implicit in the government’s 

consolidation plans – which could still cost a couple of billion PLN over time, but would be likely to be 

kept off the balance sheet. The pace of achieving synergies is also likely to be affected by union labour 

agreements, which are valid until 2017/18E.  

 Financing costs: collectively, over the next decade, we estimate that the sector will need to 

borrow and refinance c.PLN 45bn of debt, not including either the cost of recapitalising the coal 

sector or new nuclear. EUR borrowing costs for ‘A’ rated utilities are c.25-30bps cheaper than 

the BBB/BBB+ rated peers, implying a reduction in financing costs of c.5-10%. A TPE+ENA 

combination would, we believe, have the most to gain by opening the door to the Eurobond 

market; to date, they are almost wholly dependent on domestic banks.  

 Fixed cost and capex savings: generally speaking, the biggest chunk of fixed costs from 

which the companies can reap synergies is in the distribution segment and back-office 

functions. Both TPE+ENA and PGE+ENG combinations would have distribution opex of PLN 

5.6bn; however, in the case of the former, it would represent a higher share of the total opex 

(25%) compared to the latter (19%), so each unit of cost savings would be more visible on the 

bottom line. TPE+ENA will also, over the capex cycle, devote proportionately more capex to 

distribution so, on the margin, should find large potential savings as well.  

 Generation: the main synergy to be gained would be from centralising dispatch and, again, we 

believe a TPE+ENA combination would benefit the most, with Enea adding 2.9GW (and 

another 1.1GW from 2017E) of efficient baseload capacity to Tauron’s c.3.8GW of dispatchable 

capacity, or an increase of 75%. Given the nature of Energy’s generation fleet – one centrally 

dispatched plant used largely (c.70%) by the grid operator as a balancing plant – a PGE+ENG 

combination would not, in our view, yield a lot of additional flexibility.  

 Centralising fuel purchasing: in the near term at least, synergies here would be limited. 

Assuming that cheaper imported coal is off-limits for state-own generators and with domestic 

mines already with their backs to the wall financially, we believe there would be relatively little 

to extract. For the record, though, a PGE+ENG combination would increase the former’s 

external coal purchasing by c.25%, while a TPE+ENA combination would increase Tauron’s 

external coal purchasing by 250%. 

Market changes since 2011 raise the odds for regulatory approval. Aside from a change in 

management at the Polish antitrust office (UOKiK) since PGE’s bid for Energa was rejected in 2011, 

there are three other reasons regulators might allow the consolidation of the sector in 2015: 1) a 

TPE+ENA and PGE+ENG combination would have higher but balanced retail market share (c.45% 

each vs. 42% and 29% for the next largest supplier (Tauron) in 2011); 2) households switching 

suppliers has become more common (175k at end-2013 vs. 17k at end-2011); and 3) antitrust 

regulators could define Central Europe, not only Poland, as the “relevant market” (while Poland 

remains, effectively, an EU power island, the market is demonstrably moving towards opening up).  

We update our power price estimates to reflect the current forward market and our updated 

Polish thermal coal prices. We now use a 2016E baseload of PLN 178/MWh and PLN 186/MWh for 

2017E, or a c.7% increase since last summer (in line with the ytd increase in the 2015E contract), a 

2015-17E Polish power coal price of c.10.6/GJ (- c.2%) and CO2 of EUR 7.5/tonne (higher by EUR 

1/tonne). Our baseload price assumptions imply a CDS of c.PLN 45/MWh vs. the 2011-15A average of 

c.PLN 55/MWh.  
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Valuation: on average, Polish gencos are c.10% cheaper versus their Western European peers 

compared to six months ago, trading at 5.8x 2015-16E EV/EBITDA and 9.6x PER, or discounts to 

the Western European peer group of 17% and 26%, respectively. In large part, this is on earnings 

upgrades: consensus EBITDA is higher by c.3% and net profit by c.7% (EU gencos are, on the other 

hand, still seeing earning downgrades), but political risks – the coal sector bailout and, now, sector 

consolidation – are also a factor. Tauron remains the cheapest play in the Polish sector on a forward 

EV/EBITDA of c.4.8x and has also seen the biggest upgrades in its earnings forecasts. Enea, which is 

furthest along in its capex cycle, is now also the most expensive stock on an EV/EBITDA of 7.4x as 

gearing should jump to c.2.5x this year from 1.2x for 2014. PGE is the main beneficiary of the higher 

power price environment and should readjust its pricing for end-customers in 2015-16E to cut losses in 

that segment: on a 2015-16x EV/EBITDA of c.5.6x, it trades in line with its Polish peers and at a c.20% 

discount to its EU peers, which is unjustified, we believe, in view of the c.33% premium for Polish 

baseload over German. Energa trades at an EV/EBITDA of 5.5x – low for a fully-regulated utility – but 

because it is much less leveraged, with net debt/EBITDA of c.2.0x vs. 4.9x for its EU network peers: 

barring a big acquisition (e.g., Enea), this valuation gap could persist for many years, in our view. 

PGE (stays BUY, PT PLN 24.3) – combining with Energa would negate PGE’s greatest perceived 

weakness – i.e., being long generation – creating an entity whose power output would be almost 

entirely hedged by end-user sales. The share price prices in far more value destruction due to the 

Kompania Weglowa (KW) restructuring than is justified, we believe, and, conversely, does not attribute 

any value to a PGE/Energa combination. The state’s track record of advancing national interests in a 

way that also benefits minorities in state-controlled companies is mixed; championing a combination 

with Energa, though, would see the interests of both aligned, we believe. Only once the air clears, 

though, is the market likely to begin to price in Poland’s positively accommodative macro environment 

for generators (capacity reserve, limited crowding out by RES) vs. its European peers and relatively 

attractive valuations vs. similarly-sized EU peers. 

Tauron (upgraded to BUY, PT PLN 6.2) – a combination with Enea would make sense for both 

the state and minority investors, we believe, and investors should view the prospect of a 

combination with Enea in the same positive light as in the case of Energa: the synergies in distribution 

and back-office would be of a similar magnitude, we believe, and even greater in generation, plus a 

TPE+ENA combination may finally be able to tap the Eurobond market, which would lower borrowing 

costs materially. Tauron’s status as a “strategic” company also suggests that it should have first choice 

on Enea. Tauron is still several years behind Enea in its capex cycle, which is reflected in the current 

multiples. Especially in an all-share deal, it would be to the state’s benefit to adjust for this, which 

would mean a re-rating of the stock before Tauron’s capex peaks in 2017-18E. 

Energa (stays HOLD, PT PLN 24.0) – Polish political risk now plays a bigger role than ever in the 

market’s perception of the company since the IPO, in our view, and the consolidation story leaves 

investors facing three options, namely, trust that: 1) the Pomeranian lobby can establish Energa as a 

national champion (together with Enea) alongside PGE and Tauron – the blue-sky case; 2) a 

combination with PGE would compensate the minorities in line with the market’s expectations (the 

Bloomberg consensus PT for Energa is PLN 26.1/share, or upside of c.20%); 3) the consolidation 

plans go nowhere and the Energa dividend story rolls on. Regulators can block the creation of a power 

market duopoly but sign off on splitting the market three ways, and we would hold the stock for just this 

eventuality; meanwhile, though, heightened political risk is likely to weigh on the stock price. 

Enea (upgraded to HOLD, PT PLN 18.0) – the question of who – Tauron or Energa – could be 

Enea’s chosen partner will drive the share price in the coming weeks and months, in our view. 

Compared to Energa – which could afford an all-cash offer for Enea’s minorities – a state-orchestrated 

combination with Tauron would not be so attractive for the minorities, in our view: Enea already trades 

at premiums vs. Tauron of c.20% on PER and c.60% on EV/EBITDA. Even allowing PLN 0.5bn of 

immediate cost synergies, a standard 30% premium for control would not justify a cash offer over PLN 

20/share, in our view. In the absence of any details from the state on how the consolidation might 

proceed or who Enea’s partner could be, we assume that the state will choose to strengthen Tauron (a 

“strategic” state company) over a sale to Energa (which is not), with negative implications for a 

takeover premium for Enea’s minorities. 
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Synergies: a Tauron/Enea combination offers the greatest potential 

Basic data for Polish power utilities (2014E) 

 
PGE Tauron Energa Enea 

 
PGE+ENG TPE+ENA 

 
ENG+ENA 

Generation (GWh) 54.6 15.6 5.1 18.5 
 

59.7 34.1 
 

23.6 

End-user sales (GWh) 39.2 37.9 16.1 16.5 
 

55.3 54.4 
 

32.6 

Distribution (GWh) 32.3 47.9 21.0 17.5 
 

53.2 65.5 
 

38.5 

          

End-user market share 32% 31% 13% 14% 
 

45% 45% 
 

27% 

Generation market share 39% 11% 4% 13% 
 

43% 24% 
 

17% 

          

EBITDA (2015-20E) 49.4 24.8 14.3 12.2 
 

63.7 37.0 
 

26.5 

Capex (2015-20E) 42.7 22.4 8.5 16.6 
 

51.2 39.0 
 

25.1 

Capex/EBITDA 86% 90% 59% 136% 
 

80% 105% 
 

95% 

Source: Company data, WOOD Research 

Broadly speaking, the biggest chunk of fixed costs (personnel, maintenance) from which the Polish 

gencos could reap synergies is in the distribution segment – the most labour- and materials-intensive – 

followed by customer service/corporate units. There are fewer overlapping fixed costs between power 

stations: some maintenance activities could be centralised (specialist technicians, for instance, can 

travel as needed), as well as materials and fuel purchasing but, otherwise, they operate as stand-alone 

units. In a PGE+ENG and TPE+ENA combination scenario, neither junior partner has any mining 

assets, so there are no savings here, we believe.  

Structure of headcount (2013A) 

Employees PGE Tauron Energa Enea 
 

PGE+ENG TPE+ENA 
 

ENG+ENA 

Distribution 10,938 27% 10,579 41% 6,079 62% 5,762 60%     17,017 33% 16,341 46%     11,841 61% 

Sales 1,928 5% 582 2% 1,285 13% 409 4%     3,213 6% 991 3%     1,694 9% 

Customer service, Other 8,874 22% 2,686 10% 848 9% 785 8%     9,722 19% 3,471 10%     1,633 8% 

Generation (incl. RES, Heat) 10,367 25% 5,965 23% 1,572 16% 2,586 27%     11,939 23% 8,551 24%     4,158 22% 

Mining 9,088 22% 6,142 24% n.m. 0% n.m. 0%     9,088 18% 6,142 17%     n.m. 
 

Total 41,195 
 

25,954 
 

9,784 
 

9,542 
 

    50,979 
 

35,496 
 

    19,326 
 

% of employee with greatest 
 potential for cost synergies 

21,740 53% 13,847 53% 8,212 84% 6,956 73%     29,952 59% 20,803 59%     15,168 78% 

Source: Company data, WOOD Research 

We should note, though, that some of the biggest fixed cost savings would be likely to come through 

headcount reduction, which could also be the most problematic because of the union labour 

agreements valid through to 2017/18. To achieve these savings in the near term, the new groups 

would likely require another round of voluntary redundancy programmes – with the associated upfront 

costs – but the employees most likely to take this option may have already done so, so there are fewer 

easy wins for the companies to exploit.  

Distribution: greatest savings impact for a TPE+ENA combination 

In terms of the Distribution, Sales and Other activities, a TPE+ENA combination, in our view, should be 

able to realise proportionally greater synergies: it would have the most dense distribution network (in 

terms of network in km/distribution area and customers per km of network); therefore, in principle, it 

would be able to reduce headcount and maintenance costs more easily (both through the number of 

employees required to service the distribution concession, and the distances travelled to effect regular 

maintenance and repairs). Both PGE+ENG and TPE+ENA combinations would have distribution opex 

of c.PLN 5.5bn; however, in the case of the latter, it would represent a higher share of total opex (26%) 

compared to a PGE+ENG combination (19%), so each unit of cost savings would be more visible on 

the bottom line. Just taking a simple assumption of 10% cost synergies, or c.PLN 550m, this would 

represent 10% of 2015E EBITDA for a TPE+ENA combination, but only 6% EBITDA for a PGE+ENG 

combination.   
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Distribution networks (2014E) 

 
PGE Tauron Energa Enea     PGE+ENG TPE+ENA     ENG+ENA 

Customers ('000) 5,300 5,369 2,946 2,420     8,246 7,789     5,366 

Network (km) 279.7 261.0 193.1 129.0     473 390     322 

Area (km2) 122.4 57.1 75.0 62.5     197 120     138 

Network density ('000 km/ km2) 2.3 4.6 2.6 2.1     2.4 3.3     2.3 

Customers ('000)/ Network ('000 km) 19 21 15 19     17 20     17 

     
    

  
    

 

Distribution expenses  3,386 3,671 2,333 1,946     5,720 5,617     4,279 

Expenses/Customer 639 684 792 804     694 721     13.3 

Expenses/Network 12.1 14.1 12.1 15.1     12.1 14.4     13.3 

Distribution Opex/Total Opex 17% 25% 29% 25%     20% 25%     27% 

Source: Company data, WOOD Research 

Despite the ramp-up of spending on new generation projects, a TPE+ENA would, over the capex 

cycle, devote proportionately more capex to distribution – c.PLN 3.0bn, or c.50% of the total capex in 

2013 and a similar share in 2019-20E vs. c.38% (c.PLN 2.7bn) for PGE+ENG last year and c.43% in 

2019-20E – so, on the margin, should find large potential savings as well.  

Generation: a TPE+ENA portfolio would be highly complementary 

In terms of generation, the main synergy to be gained would be from centralising dispatch, i.e., having 

the scale and flexibility to deploy the most profitable unit(s) at any time, and to cover planned and 

unplanned outages (as power otherwise would have to be sourced from the market). Here, again, we 

believe that a TPE+ENA combination would benefit the most, with Enea adding 2.9GW (and another 

1.1GW from 2017E) of efficient baseload capacity to Tauron’s c.3.8GW of dispatchable capacity, or an 

increase of 75%.  

A PGE+ENG combination would not, in our view, create a lot of additional flexibility as: 1) Energa’s 

Ostraleka B at 0.65GW is small relative to PGE’s existing fleet (c.11GW thermal) and the hydro 

component is unpredictable (anyway, PGE has more pumped-hydro capacity); and 2) Ostroleka is 

already dispatched largely (c.70%) by the grid operator as a balancing plant, so adds even less 

flexibility for PGE.  

In the near term at least, synergies from centralising fuel purchasing, we believe, are likely to be 

limited: assuming that cheaper imported coal is off-limits for state-own generators (which would most 

benefit PGE+ENG’s plants in the north of the country) and with domestic mines already with their 

backs to the wall financially, we believe that there would be relatively little to extract through 

consolidating purchasing. For the record, though, a PGE+ENG combination would increase the 

former’s external coal purchasing by c.25%, while a TPE+ENA combination would increase Tauron’s 

external coal purchasing by 250%; clearly, the TPE+ENA combination would have more scope to 

negotiate a group discount.  

Financing: bigger is cheaper to fund 

Collectively, over the next decade, we estimate that the sector will need to borrow and refinance c.PLN 

45bn of debt, not including either the cost of recapitalising the coal sector or new nuclear. To date, it 

has financed itself primarily from the local market but, with the sums involved and PGE’s initial success 

on the Eurobond market – and the sting of JSW’s and KW’s rejection – have been an impetus for the 

state to prepare companies to look abroad for cheaper funds. Inasmuch as rating agencies set great 

store by size, scale and competitive position, implying sector consolidation would lead to upgrades: 

longer duration EUR borrowing costs for ‘A’-rated EU utilities are c.25-30bps cheaper than the 

BBB/BBB+ rated peers, which alone implies a reduction in financing costs of c.5-10%. A TPE+ENA 

combination – both BBB (Fitch) – would, we believe, have the most to gain in terms of both scale, 

which could open the door for them to the Eurobond market; to date, they have been almost wholly 

dependent on domestic banks. PGE (BBB+) and Energa (BBB) can already borrow on the Eurobond 

market and relatively cheaply – PGE’s 5Y EUR 500m bond was priced at 98bps over mid-swaps, the 

same as CEZ’s most recent EMTN issue; the upside for the combined group would include tapping the 

market for 20+ year money (currently they can borrow for only 10-15 years). 
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EUR EU utilities yields and PLN swaps  EUR EU utilities and PLN swaps spreads 

  

Source: Bloomberg, WOOD Research 

A TPE+ENA combination would, we believe, have the most to gain as scale and improving leverage 

ratios could open the door to the Eurobond market – to date, they have had to depend almost wholly 

on domestic banks. The combination (pre-synergies) would have EBITDA of c.EUR 6.3bn (c.70% of 

PGE’s), a 2015-20E gearing of 3.4x and would not exceed 3.0x (while Tauron’s gearing would average 

3.0x), and its capex/CFO would remain below 1.2x vs. Tauron peaking at 1.3x. Even the capex 

schedules fit nicely: Enea’s new Kozienice plant should start generating cash just as spending for 

Jaworzno peaks.  

Net debt/EBITDA (2013A-18E)    Capex to cash from operations (2013A-18E) 

  

Source: Company data, WOOD Research 

Dividends: higher payouts contingent on synergies achieved 

In a PGE+ENG and TPE+ENA combination scenario, the payout policy of the “acquirer” is less 

generous than those of the “target”: ceteris paribus, payouts from the sector as a whole should then 

fall, unless managements deliver on potential synergies. On our current estimates, taking the 

combined PGE+ENG net profit and PGE’s 50% payout policy, the total paid as dividends through to 

2020E would be c.PLN 180m, or 7% lower; on our assumption of a 25% payout from Tauron through to 

the end of the decade, the dividend paid by a TPE+ENA combination would be lower by c.PLN 100m, 

or 15%. To compensate, we need to see c.PLN 365m of annual savings from a PGE+ENG 

combination (c.5% of controllable opex) and c.PLN 420m (7% of controllable capex) from a TPE+ENA 

combination: we believe that this scale of cost savings could be achieved just from rationalising costs 

in the distribution segments alone – for both groups, c.PLN 5.5bn/year opex/year – implying that, in the 

mid-term, payouts at the current levels are sustainable.  
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Market changes since 2011 raise the odds for regulatory approval 

Much was made at the time about PM Tusk’s dismissal last spring of the previous UOKiK (antitrust 

office) president, Malgorzata Krasnodebska-Tomkiel, under whose direction the office rejected PGE’s 

bid to acquire Energa in 2011. A change in the leadership at UOKiK is one reason to believe that, this 

time around, the office might approve power sector consolidation, but there are others as well: 

 In 2011, PGE+ENG would have controlled 42% of the retail market vs. 29% for the next largest 

supplier (Tauron). If sector consolidation includes a TPE+ENA combination, then the retail 

market share of the two groups would be roughly even at c.45% each: the market would be 

more concentrated but not unbalanced.  

 Concerning the retail power market, UOKiK made the distinction between G-tariff customers 

(households) and all others, determining that, as the G-tariff is set by the Energy Regulatory 

Office (ERU), there was “almost no competition” between suppliers to the former, while there 

was no such limitation on the latter. Since 2011, the G-tariff is still regulated, but switching 

suppliers has become common even for households (at end-2013, c.175k households, or 1.3% 

of the total, had switched suppliers vs. 14k at end-2011) and the number of independent 

suppliers has grown. 

 In 2011, UOKiK defined the relevant market as Poland only – not the wider Central European 

market – because of the technical barriers resulting from the lack of cross-border connections. 

Since then, however, Poland has gone from a net power exporter to a small net importer, work 

has finished on the new interconnection with Lithuania and the country is four years closer to 

installing phase shifters on the German border to expand import capacities in c.2018E: from a 

technical point of view, Brussels regulators may take a different view on Polish integration 

(though, clearly, with Polish wholesale prices at a c.34% premium to German levels, the 

country remains, effectively, an EU power island).  
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KW recapitalisation: an “opportunity” they cannot refuse 

The government’s recapitalisation plan for the KW mines remains a threat for minority investors, 

although the proposed SVP structure suggests that the impact may not be as bad as feared originally, 

especially for PGE, which has always been the most likely candidate – alongside the state-owned 

Weglokoks coal trader – to buy the KW mines outright.  

The government’s restructuring plan for KW calls for splitting the business into “good” and “bad” mines; 

the former would be moved into a state-controlled SPV in two phases. In the first phase, state-owned 

Weglokoks would recapitalise four of nine “good” mines (with the help of a PLN 600m cash injection 

from ZUS’s Demographic Reserve Fund), as well as forgiving PLN 1.2bn in KW debt (from a total of 

c.PLN 4bn); in the second stage, power companies would have the opportunity to participate in 

recapitalising another five. Four “bad” mines would be transferred to Spolki Restrukturyzacji Kopaln 

(SRK, a state-owned company for mine restructuring and recultivation); the cost of restructuring these 

mines (c.PLN 3bn over 2015-16E) will fall on taxpayers. In a major concession to the unions, the 

government agreed not to liquidate this mines – as presented originally – but restructure and sell them. 

Tauron has expressed interest in buying all or part of the loss-making Brzeszcze from SRK, 

presumably after its liabilities have been assumed by the state, and the Polish press is hypothesising 

that PGE will make a similar offer.  

The bailout plan is still very much a work in progress (the government is promising an update on its 

plans in February) and the details of how and when the gencos should inject cash into the new SVP is 

still unclear, but we initially estimate the exposure for the sector at PLN 2-3bn, probably as the 

combination of a direct equity contribution and long-term loans. Based on the government’s 

presentation and the October 2014 Mineral Expert’s Report, we estimate that, at current coal prices 

and costs, KW’s annual cash burn is c.PLN 1.4bn, based on EBITDA of c.PLN 0.9bn and capex – 

including both equipment and mine development – of c.PLN 2.3bn (both under IFRS). KW’s previous 

management had planned capex of c.PLN 1.9bn, which would reduce the funding gap to c.PLN 1bn 

and excluding the “bad mines” – at least temporarily – would cut this by another PLN 0.9bn. Debt relief 

of PLN 1.2bn from Weglokoks and PLN 0.6bn from the Demographic Reserve Fund would leave “new 

KW” with c.PLN 3bn of debt on PLN 0.6bn of capital: to recapitalise the business, so it would be a 

creditable borrower, we would want to see c.PLN 5-6bn of new capital, of which we assume that 

Weglokoks and the gencos would each contribute half. On this basis, the gencos’ exposure to mine 

restructuring represents 3-5% of the sector’s market capitalisation.  
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Polish power prices: commodity prices   

The Polish power and coal markets have, so far, been unfazed by developments outside the country’s 

borders, supporting our view that Poland is both a power and a coal island within the region and can 

remain delinked for some time yet. The 2016E baseload continues to trade between PLN175-180/MWh 

or at almost a 30% premium to German baseload. According to the most recent ARP data from 

November, Polish coal prices have been flat at around PLN 10.5 since April, tracking API2, which, 

thanks to the weaker PLN, is imperceptibly lower (in EUR terms, however, lower by c.12%).   

Polish vs. German 1Y baseload power (in PLN/MWh) 

  

Source: TSE, Bloomberg, WOOD Research 

Polish power plant coal vs. API2 (in PLN/GJ) 

  

Source: polskirynekwegla.pl, Bloomberg, WOOD Research 
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Earnings changes: power price drives c.6% net profit growth across the 

sector 

Our earnings changes are driven primarily by changes in our power macro assumption – 2016-17E 

baseload price assumption, colour certificate prices – on the upside and continued margin 

compression in the Retail/Trade segments on competition pressure (although we do expect this to 

stabilise at higher levels than in 2014E). In the distribution segments, we are looking for the modest 

growth observed in 2014E to slow further this year and for flat or slightly lower earnings in 2016E, 

when we expect the WACC to decline to 5.86% – based on a 10-year bond yield of 2.8% – from 7.0% 

in 2015E. 

Earnings changes (2014-17E) 

  
2014E 

  
2015E 

  
2016E 

  
2017E 

 

in PLNm New Old Chg New Old Chg New Old Chg New Old Chg 

PGE 
            

Sales 27,374 27,278 0% 28,865 28,520 1% 30,904 29,726 4% 32,566 30,279 8% 

EBITDA 7,845 7,127 10% 7,339 7,336 0% 7,810 7,567 3% 8,108 8,005 1% 

Net profit 3,511 3,220 9% 3,194 3,211 -1% 3,367 3,156 7% 3,500 3,405 3% 

DPS 0.94 0.86 9% 0.85 0.86 -1% 0.90 0.84 7% 0.94 0.91 3% 

Tauron 
            

Sales 18,287 19,396 -6% 18,295 19,631 -7% 19,292 19,856 -3% 19,989 20,276 -1% 

EBITDA 3,828 3,447 11% 3,844 3,626 6% 3,933 3,895 1% 4,097 3,868 6% 

Net profit 1,237 1,048 18% 1,163 1,028 13% 1,030 1,043 -1% 1,264 1,102 15% 

DPS 0.18 0.15 18% 0.17 0.15 11% 0.15 0.15 -2% 0.18 0.16 15% 

Energa 
            

Sales 10,370 11,611 -11% 10,958 11,748 -7% 11,493 12,120 -5% 11,910 12,600 -5% 

EBITDA 2,402 2,272 6% 2,384 2,202 8% 2,452 2,257 9% 2,340 2,325 1% 

Net profit 1,053 910 16% 937 801 17% 938 788 19% 815 803 2% 

DPS 1.21 1.21 0% 1.35 1.32 2% 1.40 1.34 4% 1.40 1.30 8% 

Enea 
            

Sales 9,690 11,043 -12% 9,756 11,322 -14% 9,874 11,506 -14% 10,171 10,459 -3% 

EBITDA 1,767 1,617 9% 1,687 1,681 0% 1,738 1,721 1% 1,907 1,959 -3% 

Net profit 906 633 43% 713 628 14% 683 622 10% 605 629 -4% 

DPS 0.62 0.50 23% 0.48 0.50 -3% 0.46 0.49 -5% 0.41 0.50 -18% 

Source: WOOD Research 

 Our 2015E PGE earnings estimates are essentially unchanged (EBITDA of PLN 7.34bn and 

net profit of PLN 3.2bn), but we raise our estimates for the next two years by c.3%; the main 

changes for 2016-17E are a c.6% increase in baseload power prices – to PLN 173/MWh and 

PLN 179/MWh in 2016E and 2017E, respectively – which partially offset the continued margin 

erosion in the sales segments (mainly retail and, to a lesser extent, in wholesale) on 

competitive pricing pressure.  

 We raise our Tauron 2015-16E EBITDA estimates by c.3%, driven another upgrade in our 

outlook for generation earnings (+14%, or c.PLN 37/year), due to higher power prices and the 

widening peak-baseload spread to (PLN 55/MWh from PLN 40/MWh) and a 2% (c.PLN c.60m) 

increase in distribution earnings prices on a better than 2015E expected tariff increase. 

Offsetting this, we see lower earnings from mining (we have lowered our coal prices 

assumptions by c.2%) and in the heat segment (increased external purchases).  

 We raise our Energa 2015-16E EBITDA estimates by about 8%, or PLN 190m, on the back 

of higher earnings from generation: of this, over half is from the hydro segment – we now 

assume green certificate support of nearly c.PLN 200m/year for large hydro will end from 

2017E, on management’s guidance, or two years later than planned – and the balance is higher 

realised prices for “must-run” coal generation. Offsetting this, we now expect flat distribution 

earnings vs. c.6% p.a. growth on a lower WACC (we assume 5.78% for 2016E) and reduced 

capex. Our Trade segment EBITDA is unchanged.  

 Our updated earnings outlook for Enea is broadly unchanged, with 2015-16E EBITDA of 

c.PLN 1.7bn. We reflect the positive impact of Enea’s recently launched c.PLN 0.5bn efficiency 

programme, especially in the distribution segment, where we raise EBITDA by c.10% for 2015-

16E (assuming PLN 350m of savings through to 2016E), but this is almost wholly offset by 

lower earnings in Trade (c.PLN 40m/year, or 20% lower) on colour certificates and Other (in 

part, changes in the consolidation group). Our generation EBITDA is c.3% (c.PLN 20m/year) 
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higher on power prices. 2014E EBITDA is now 9% higher, but due wholly to PLN 258m of non-

recurring LTC revenues booked in 2Q14. 

Our power macro assumptions for this report have not changed dramatically, especially in contrast to 

the German market, where power prices have moved another leg down to c.EUR 32/MWh on falling 

API2 coal prices: in Poland, we believe we can look forward to another one-to-two years of relative 

stability – if not political, with regards to pricing at least. The key changes in our power macro 

assumptions are: 

 A higher baseload power price by 4.4% to PLN 175/MWh in 2016E and 2.5% for 2017E to 

177.6/MWh. 

 Green certificate prices of PLN 240/MWh in 2016E and PLN 250/MWh in 2017E (+c.6% on 

average). rising to 300/MWh from 2019E-onwards (vs. PLKN 280/MWh). 

 USD/EUR of 1.25 for 2016E and 1.3 for 2017E (from 1.35). 

 Together with assumption for a stronger USD, we lower our price assumptions for Polish 

thermal coal by 2% this year (to 10.3/GJ) and 5% in 2017E (EUR 10.8/GJ). 

 Lower distribution WACC in 2016E to 5.86% (from 7.2%) and 5.81% for 2017E, rising to 6.54% 

for 2018-23E. 

Polish power price assumptions 

 
2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

PLN/EUR 4.12 4.21 4.20 4.18 4.20 4.20 4.20 4.20 

Coal (PLN/GJ) 11.5 12.5 11.3 10.6 10.9 11.1 10.9 11.5 

CO2 (PLN/t) 53.9 31.7 24.3 25.8 29.4 33.6 37.8 42.0 

Marginal baseload plant 
        

Efficiency 35% 35% 35% 35% 36% 36% 37% 37% 

CO2 intensity 1.05 1.05 1.05 1.05 1.02 1.01 1.00 1.00 

Free CO2 90% 90% 53% 49% 42% 31% 24% 19% 

Baseload price 
        

Coal cost 118.0 129.0 116.3 109.5 109.0 109.8 107.1 112.0 

CO2 cost 5.7 3.3 12.0 13.8 17.4 23.5 28.8 33.9 

CDS (marginal) 71 71 57 33 42 48 48 48 

SRMC for coal plant 194.3 202.9 185.8 156.5 168.3 181.3 184.0 193.9 

in EUR/MWh 47.2 48.2 44.3 37.4 40.1 43.2 43.8 46.2 

Source: polskirynekwegla.pl, Bloomberg, WOOD Research 
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Valuations: 10-year SOTP DCFs 

For all of our Polish utilities, we arrive at our price targets (PT) using 10-year SOTP valuations – the 

details of which are in the individual company sections – and cross check these with fair values by 

applying the current peer group multiples (below) and the stocks’ trailing three-year premium/discount 

(one-year for Energa) to the companies’ 2014-16E earnings. 

Price target changes 

 
MktCap Rating New PT Old PT Change Upside Fair value on  Fair value on 

 
(EURm) 

 
(PLN) (PLN) 

  
2014-16E 2014-16E 

       
PER EV/EBITDA 

PGE 8,161 BUY 24.3 24.0 1% 28% 24.2 22.7 

Tauron 1,967 BUY 6.2 6.0 3% 27% 7.9 7.1 

Energa 2,066 HOLD 24.0 21.9 13% 14% 25.1 28.6 

Enea 1,641 HOLD 18.0 15.2 18% 11% 21.9 16.3 

Source: WOOD Research 

In our DCF models, we have used a risk free rate of 3.5% for Poland (from 4.25% in June 2014) and 

an equity risk premium of 4.5% (unchanged). We use an unlevered beta for integrated utilities of 0.49 

(from Damodaran Online) and the levered betas based on long-term D/(D+E) assumptions are in the 

table below:  

WACC calculations 

 
PGE Tauron Energa Enea 

Risk free rate 3.50% 3.50% 3.50% 3.50% 

Levered beta 0.47 0.90 0.71 0.48 

Risk premium 4.50% 4.50% 4.50% 4.50% 

Cost of equity 5.63% 7.57% 6.70% 5.64% 

Cost of debt 4.20% 4.50% 4.50% 4.50% 

Tax rate 19% 19% 19% 19% 

Effective cost of debt 3.40% 3.65% 3.65% 3.65% 

Weight of equity 70.0% 48.0% 34.0% 63.0% 

Weight of debt 30.0% 52.0% 66.0% 37.0% 

WACC 4.96% 5.53% 4.68% 4.90% 

Source: Damodaran Online, WOOD Research 

 

Valuations: peer group multiples 

Peer group multiples 

Name Country Last price Mkt Cap P/E 
 

EV/EBITDA 
 

Dividend yield 

  
(LCU) (EUR) 14E 15E 16E 

 
14E 15E 16E 

 
13A 14E 

PGE Poland 18.9 8,169 10.1 11.1 10.5 
 

4.4 5.5 5.8 
 

5.8% 5.0% 

Tauron Poland 4.9 1,970 6.9 7.3 8.3 
 

4.2 4.5 5.0 
 

4.3% 3.6% 

Energa Poland 21.6 2,064 8.5 9.5 9.5 
 

5.3 5.5 5.5 
 

5.9% 5.6% 

ENEA Poland 16.1 1,644 7.8 10.0 10.4 
 

5.2 6.8 8.0 
 

3.5% 3.8% 

CEZ CR 578 11,140 12.0 13.1 12.8 
 

6.7 7.0 6.7 
 

7.1% 7.1% 

E.ON Germany 13.3 26,669 15.0 15.2 15.4 
 

5.7 5.6 5.3 
 

4.5% 3.8% 

RWE Germany 23.6 14,311 11.0 11.3 12.1 
 

4.8 4.3 3.9 
 

4.2% 4.2% 

ENEL Italy 3.8 35,394 11.9 11.3 11.0 
 

5.9 5.8 5.8 
 

3.5% 3.5% 

Endesa Spain 16.9 17,872 11.3 16.3 14.8 
 

7.4 8.8 8.3 
 

2.3% 2.8% 

Iberdrola Spain 5.7 36,440 16.2 15.4 14.4 
 

9.1 8.8 8.5 
 

2.8% 4.8% 

EdF France 22.3 41,515 10.5 10.8 10.9 
 

4.8 5.0 4.9 
 

5.6% 5.6% 

Fortum Finland 18.6 16,497 16.7 17.5 17.5 
 

11.7 12.2 12.1 
 

0.0% 5.7% 

European generators average 
  

13.1 13.9 13.6 
 

7.0 7.2 6.9 
 

3.7% 4.7% 

Polish generators average 
  

8.3 9.5 9.7 
 

4.8 5.6 6.1 
 

4.9% 4.5% 

Polish vs European gencos 
  

-36% -32% -29% 
 

-32% -22% -13% 
   

Source: WOOD Research 
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PGE Buy 

Maintained 

Price: PLN 19.54 
Price target: PLN 24.3 

(from PLN 24.0) 

KW discount overdone  

 

We maintain our BUY rating on PGE, with a slight (c.2%) increase in our 

price target (PT) to PLN 24.3/share. PGE’s current share price assumes, 

we believe, massive value destruction due to the Kompania Weglowa 

(KW) restructuring of over PLN 8bn implied in our model, compared to 

the c.PLN 3bn the government says taxpayers will pay as their share of 

the bill. Even if the “private sector” (Weglokoks plus the gencos) foots 

double that amount, PGE’s KW discount is overdone, in our view. 

Conversely, investors are not yet attributing any value to a PGE/Energa 

combination (admittedly, Energa/Enea would be a transparent affair, 

while the government’s plans are not). The state’s track record of 

advancing national interests in a way that also benefits minorities is 

mixed; championing a combination with Energa, though, would be a 

case where the interests of both are aligned, we believe. Once the air 

clears, however, the market should begin to price in Poland’s positively 

accommodative macro environment for generators vs. the European 

peers and attractive valuations.  

Combining with Energa would negate PGE’s greatest perceived 

weakness in the eyes of many investors – being long generation – 

creating an entity whose power output (c.60GWh/year) is almost entirely 

hedged by end-user sales (c.55GWh). This could trigger a truce in the battle 

for end-user market share – in which PGE, to date, has been rather a victim 

than a victor. And while we see more potential in a Tauron/Enea 

combination, PGE would still stand to gain from cost and capex efficiencies – 

the combined group would have c.PLN 7.8bn in controllable costs, we 

estimate. PGE also still has its borrowing cycle ahead of it so would benefit 

immediately from lower borrowing costs in the Eurobond market.  

PGE should be the main beneficiary of high domestic power prices and 

widening CDS. The 2016E baseload has proven resilient – with little 

downside for coal prices this year and very limited competition from imports, 

this is logical – with the premium to German baseload now at c.34% vs. 

c.15% in the summer last year. Losses in the retail segment should abate, in 

our view, as PGE has revised its pricing strategy. 

Minor model adjustments for 2015-17E. Our 2015E earnings estimates are 

essentially unchanged (EBITDA of PLN 7.35bn and net of PLN 3.2bn), but 

we raise our estimates for the next two years by c.3%; the main changes for 

2016-17E are a c.6% increase in baseload power prices – to PLN 173/MWh 

and PLN 179/MWh in 2016E and 2017E, respectively – which is partially 

offset by continued margin erosion in the sales segments (mainly retail; 

wholesale to a lesser extent) on competitive pricing pressure. PGE should be 

able to pay a DPS of PLN 0.94 for 2014E and PLN 0.85 for 2015E (implied 

yields of 5.0% and 4.5%, respectively); on our PT, PGE would yield an 

average c.3.6% vs. the 4.0% of its EU peers.   

Valuations: trading at c.5.8x 2015-16E EV/EBITDAs and c.11.3x PERs, 

PGE is at a discount of 15% vs. its EU peers (13.3x and 7x, respectively) and 

enjoys a more supportive power macro environment.  

Expected Events 

4Q14 results 17 February 2015 

1Q15 results 6 May 2015 

2Q15 results 11 August 2015 

3Q15 results 9 November 2015 

Key Data 

Market Cap EUR 8,169m  

Free float 41.6%  

Shares outstanding 1,870m 

Average daily volume EUR 12.2 

Major shareholder State (58.4%) 

Reuters code PGE.WA  

Bloomberg code PGE PW  

WIG30 Index 2,472 

Price Performance 

52-w range 22.5-16.0 

52-w performance 12.7% 

Relative performance 16.0%  
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EQUITY 

RESEARCH 
Analyst: Bram Buring, CFA Prague: +420 222 096 250 

E-mail: bram.buring@wood.cz Website: www.wood.com 

Year Sales EBITDA EBIT Net profit EPS EPS P/E P/CE EV/ DPS Dividend

(PLN bn) (PLNm) (PLNm) (PLNm) (PLN) growth (x) (x) EBITDA (PLN) yield (%)

2016E 30.9 7,810 4,701 3,367 1.80 5% 10.5 5.4 5.8 0.90 4.8%

2015E 28.9 7,339 4,255 3,194 1.71 -9% 11.1 5.5 5.5 0.85 4.5%

2014E 27.4 7,872 4,852 3,511 1.88 -15% 10.1 5.2 4.4 0.94 5.0%

2013 30.1 8,025 5,060 4,119 2.20 28% 8.8 4.7 4.1 1.10 5.7%

2012 30.6 6,791 3,871 3,211 1.72 -35% 10.6 4.2 4.6 0.86 4.7%

2011 28.1 6,849 4,144 4,973 2.66 317% 7.8 6.6 8.4 1.83 8.8%
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Company snapshot 

 

  

PGE is Poland’s largest integrated power utility: it ranks first in terms of power generated – 57 

TWh – and second in terms of distribution and sales to end-customers (31.8 TWh and 36.9 TWh, 

respectively). Generation accounts for about half of PGE’s group EBITDA. PGE’s generation fleet 

is primarily lignite-fired: lignite accounts for c.60% of its installed capacity (7.3GW) and c.70% of 

its power generation. PGE’s lignite comes exclusively from the company’s own mines, with a 

proven reserves life of c.25 years; production costs at the mines are among the lowest in the 

region. The company has ambitious capex plans to replace its aging generation capacity and 

lower its CO2 emissions: management aims to invest PLN 33bn by 2020, including three new 

conventional plants – Opole, Turow and Pulawy – worth c.PLN 15bn. In addition, PGE boasts the 

sector’s strongest balance sheet and we believe a c.50% dividend payout throughout the capex 

cycle is sustainable. The key risks are the power market macro and capex discipline; in its role as 

national champion, PGE could be forced to pursue marginal projects in the interest of national 

energy policy (e.g., nuclear power). 
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Valuation 

DCF valuation 

In our DCF model, we use a risk free rate of 3.5% and an equity risk premium of 4.5%, along with a 

levered beta 0.47 (our unlevered beta for integrated utilities of 0.49 from the Damodaran database). 

We use a terminal growth rate of 0%.  

PGE: 10-year SOTP DCF 

 
  EV (PLN m) EV % of EV EV/EBITDA Note 

Segment      (PLN/sh)    2015E   

Conventional   26,610 14.2 52% 7.0x  PLNk/MW=2.29 

Renewables   4,343 2.3 9% 11.0x  PLNk/MW=4.46 

Wholesale   5,009 2.7 10% 11.1x  2014-23 EBIT margin 5.21% 

Distribution   14,400 7.7 28% 6.4x  1.4% premium to RAB 

Retail   1,134 0.6 2% 12.2x  2014-23 EBIT margin 0.5% 

Other   -540 -0.3 -1% n.m.   

Total Enterprise Value 50,955 27.3 100% 6.9x    

Net cash (2014E)   624         

Provisions (2013A)   -5,961         

Minorities   -266         

Equity value   45,352         

12M PT (PLN)   24.3         

Source: WOOD Research 

For a sanity check for our DCF SOTP valuation, we apply the current peer group multiples and PGE’s 

trailing three-year premium/discount to the peer group multiples to PGE’s 2014-16E earnings. On this 

basis, we see a fair value for PGE of PLN 22.7/share on 2014-16E EV/EBITDA and PLN 24.5/share on 

PER, or some 3% lower than our DCF SOTP.  

PGE: multiples-based valuation 

 
P/E EV/EBITDA 

Peer group avg. multiples 2014-16E 13.1 7.0 

Trailing 1yr premium/discount 3% 5% 

Average 2014-16E earnings forecast (PLN m) 3,358 7,674 

EV  56,081 

Net debt  -4,728 

Minorities  -266 

Provisions  -5,961 

Equity value 45,303 45,126 

12M fair value (PLN) 24.2 22.7 

Weight 50% 50% 

12M fair value (PLN) 23.5 

Source: WOOD Research 
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Financials 

Income statement 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Revenues 28,111 30,557 30,145 27,374 28,865 30,904 32,566 33,581 

Cost of goods sold -20,621 22,345 -23,370 -20,745 -22,719 -24,120 -25,411 -26,204 

Gross profit 7,491 8,212 6,775 6,629 6,147 6,784 7,155 7,377 

Selling expenses -1,638 -1,496 -1,244 -1,507 -1,588 -1,700 -1,791 -1,847 

General and Admin expenses -819 -765 -795 -758 -722 -773 -814 -840 

Other revenues/(expense) -889 -2,080 325 488 418 390 358 369 

EBIT 4,144 3,871 5,060 4,852 4,255 4,701 4,908 5,060 

Financial income/(expense) 1,847 246 0 -460 -262 -492 -532 -592 

Share of profit of associate 174 -14 -1 0 0 0 0 0 

Pre-tax profit 6,166 4,103 5,059 4,392 3,993 4,209 4,376 4,468 

Income tax expense -1,194 -870 -916 -878 -799 -842 -875 -894 

Minority interest 0 -22 -25 -3 0 0 0 0 

Net profit 4,973 3,211 4,119 3,511 3,194 3,367 3,500 3,575 

EPS 2.66 1.72 2.20 1.88 1.71 1.80 1.87 1.91 

         

Depreciation 2,711 2,920 2,964 3,020 3,084 3,109 3,201 3,276 

EBITDA 6,849 6,791 8,025 7,872 7,339 7,810 8,108 8,337 

- Conventional generation 4,527 3,725 3,820 4,821 3,809 4,312 4,545 4,341 

- Renewable energy 214 251 386 405 384 508 556 574 

- Wholesale 204 574 982 481 452 503 541 560 

- Distribution 1,619 1,970 2,209 2,278 2,265 2,164 2,269 2,413 

- Retail 134 228 288 -300 93 110 129 148 

 -Other activities 150 43 340 160 337 212 68 301 

Adjusted EBITDA 7,471 8,035 8,315 6,335 7,239 7,760 8,108 8,337 

Source: WOOD Research 

Balance sheet 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Non-current assets 44,445 44,857 47,738 50,878 58,608 65,511 70,075 72,963 

Inventories 1,305 2,213 1,684 2,053 1,424 1,524 1,606 1,656 

Receivables 1,768 1,895 2,192 1,654 1,977 2,117 2,231 2,300 

Other current assets 7,192 4,493 3,185 3,688 3,530 3,372 3,216 3,086 

Current assets 10,265 8,601 7,061 7,395 6,931 7,013 7,052 7,042 

Accounts payable -1,117 -1,202 -935 -814 -1,107 -1,185 -1,249 -1,288 

Other current liabilities -8,559 -7,174 -6,328 -4,722 -4,772 -4,822 -4,872 -4,922 

Net working capital 590 226 -202 1,859 1,052 1,006 931 833 

Net capital employed 45,035 45,083 47,537 52,737 59,660 66,516 71,006 73,796 

         

Shareholders' equity 40,759 40,382 43,382 44,866 46,305 48,075 49,892 51,716 

Minority interest 414 289 266 266 266 266 266 266 

Long-term debt 1,341 1,085 1,994 4,584 8,584 13,584 15,584 16,584 

Short-term debt 698 812 528 218 218 218 218 218 

Total debt 2,039 1,897 2,522 4,802 8,802 13,802 15,802 16,802 

Cash -4,052 -4,795 -5,952 -5,426 -3,942 -3,856 -3,183 -3,217 

Net debt/(cash) -2,013 -2,899 -3,430 -624 4,860 9,946 12,619 13,585 

Provisions 3,216 4,695 4,462 5,213 5,213 5,213 5,213 5,213 

Other long-term liabilities 2,658 2,615 2,857 3,016 3,016 3,016 3,016 3,016 

Net capital employed 45,035 45,083 47,537 52,737 59,660 66,516 71,006 73,796 

Total assets 58,763 58,254 60,751 63,698 69,481 76,379 80,309 83,223 

Source: WOOD Research 

 

 



 

 

PGE 19 WOOD & Company 

Cash flow statement 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Net profit 3,211 4,119 3,511 3,194 3,367 3,500 3,575 3,338 

Depreciation 2,711 2,902 2,957 3,102 3,084 3,109 3,201 3,276 

Provisions and other non-cash -16 1,113 1,208 547 -69 -31 10 321 

Changes in working capital 1,036 -1,291 265 -1,007 600 -162 -132 -81 

Inflows 6,942 6,843 7,941 5,837 6,982 6,416 6,653 6,855 

         

Capex -4,519 -4,399 -4,619 -6,542 -10,579 -9,697 -7,405 -5,818 

Financial investments/acquisitions 895 2,123 -99 -109 0 0 0 0 

Dividends -1,411 -3,506 -1,611 -2,027 -1,755 -1,597 -1,684 -1,750 

Other 94 -185 -1,081 35 -132 -207 -237 -252 

Cash outflow -4,940 -5,968 -7,410 -8,643 -12,466 -11,502 -9,326 -7,821 

New capital 0 11 0 0 0 0 0 0 

         

Change in net debt -2,002 -885 -532 2,807 5,484 5,086 2,673 965 

Source: WOOD Research 
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Tauron Buy 

Upgraded from Hold 

Price: PLN 5.04 
Price target: PLN 6.2 

(from PLN 6.0) 

Enea deal could trigger re-rating 

 

Against the background of the government’s consolidation plans for 

the sector, we upgrade our rating on Tauron to BUY from Hold, with a 

revised price target (PT) of PLN 6.2/share (+3%). In our view, investors 

should view the prospect of a combination with Enea in the same 

positive light as for Energa: the synergies in distribution and back-

office would be of a similar magnitude, we believe, and even greater in 

generation, plus a TPE+ENA combination may finally be able to tap the 

Eurobond market, which would lower borrowing costs materially. 

Tauron’s status as a “strategic” company also suggests that it should 

have first choice on Enea, in our view. Tauron is still several years 

behind Enea in its capex cycle, which is reflected in the current 

multiples. Especially in an all-share deal, it would be to the state’s 

benefit to adjust for this, which would mean a re-rating of the stock 

before Tauron’s capex peaks in 2017-18E.  

Combining Tauron and Enea makes strategic sense for the government 

as it would be a credible counterweight to a PGE+ENG combination – so 

raising the chances for antitrust office approval – and would let the synergies 

from the merger accrue to its “other” national champion. In distribution, 

TPE+ENA’s denser network may allow for greater savings from a combined 

c.PLN 5.6bn distribution cost base (25% of total opex vs. 19% for PGE+ENG) 

and the two generation businesses would be highly complementary, we 

believe, allowing more efficient dispatch. We estimate it would need 

c.PLN 19bn in new debt/refinancing, but with a high gearing for the combined 

group – c.3.5x from 2017-20E, or c.3.2x, with c.PLN 0.6bn of cost synergies 

– we see the opportunity to save PLN 1.5-1.8bn in financing costs over the 

next decade. 

We raise our 2015-16E EBITDA estimates by c.3%, driven by another 

upgrade in our outlook for generation earnings (+14%, or c.PLN 37/year), 

due to higher power prices and the widening peak-baseload spread to PLN 

55/MWh from PLN 40/MWh and a 2% (c.PLN c.60m) increase in distribution 

earnings prices on a better than 2015E expected tariff increase. Offsetting 

this, we see lower earnings from mining (we have lowered our coal prices 

assumptions by c.2%) and in the heat segment (increased external 

purchases). We note that our numbers here are c.9% ahead of the 

consensus, but also that, in Tauron’s case, the consensus has consistently 

lagged behind. 

Valuations: Tauron remains the cheapest Polish genco, trading at c.4.8x 

2015-16E EV/EBITDA and c.7.8x PER, or 22% and 25% discounts, 

respectively, to its local peers (vs. a trailing 12M discount of c.10%, on the 

consensus estimates). The stock’s mediocre dividend yield (c.3.5%) is one 

justification for the discount, as are the impending capex for Jaworzno and 

management’s apparent eagerness to acquire the KW mines, in our view. 

The prospect of a value-accretive combination with Enea and gaining access 

to the Eurobond funding, though, would justify a re-rating of the stock, we 

believe.  

 

 

Expected Events 

4Q14 results 12 March 2015 

1Q15 results 14 May 2015 

2Q15 results 20 August 2015 

3Q15 results 10 Nov 2015 

Key Data 

Market Cap EUR 1,970  

Free float 59.6%  

Shares outstanding 1,753m 

Average daily volume EUR 3.2m 

Major shareholders State (30.1%) 

  KGHM (10.4%) 

Reuters code TPA.WA  

Bloomberg code TPE PW  

WIG30 Index 2,472 

Price Performance 

52-w range 5.6-4.0 

52-w performance 15.0% 

Relative performance 18.2% 
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TPE PW WIG30 (rebased)

 

EQUITY 

RESEARCH 
Analyst: Bram Buring, CFA Prague: +420 222 096 250 

E-mail: bram.buring@wood.cz Website: www.wood.com 

Year Sales EBITDA EBIT Net profit EPS EPS P/E P/CE EV/ DPS Dividend

(PLN bn) (PLN m) (PLN m) (PLN m) (PLN) growth (x) (x) EBITDA (PLN) yield (%)

2016E 19.3 3,933 1,895 1,030 0.59 -11% 8.3 2.7 5.0 0.15 3.0%

2015E 18.3 3,844 1,906 1,163 0.66 -6% 7.3 2.7 4.5 0.17 3.4%

2014E 18.3 3,701 1,872 1,237 0.71 -5% 6.9 3.2 4.2 0.18 3.6%

2013 19.1 3,661 1,934 1,308 0.75 -11% 5.9 1.9 3.5 0.19 4.3%

2012 24.7 3,840 2,153 1,467 0.84 20% 5.7 2.4 3.3 0.20 4.2%

2011 20.8 3,023 1,611 1,220 0.70 30% 7.7 4.2 4.8 0.31 5.8%



 

 

Tauron 22 WOOD & Company 

Company snapshot 

 

  

Tauron is Poland’s second-largest integrated power utility, focusing on distribution and sales: 

last year, it ranked first in terms of distribution and sales (c.48 TWh and c.41 TWh, respectively) 

and second in terms of power generated (c.19 TWh). Since 2014, it has controlled 100% of the 

PKW black coal mine, which will supply >50% of its total consumption. Earnings from regulated 

businesses account for up to c.70% of EBITDA. Tauron will need to retire c.1.3GW (c.25%) of 

its 5.6GW generation capacity by 2016 and management aims to spend c.PLN 9bn through to 

2023, replacing it with a mix of brownfield and greenfield projects. Of its new projects, one – 

Stalowa Wola – is to be completed next year, work on its 910MW Jaworzno project is starting 

this year, as is the selection of a contractor for a new 450MW CCGT at Lagisza. The key risks 

for the company are capex discipline, new distribution regulations from 2015, falling Polish 

yields (+/-1% flex to WACC would have a +/-4.2% impact on EBITDA, on our estimates) and 

lower coal prices. 
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Valuation 

DCF valuation 

In our DCF model, we use a risk free rate of 3.5% and an equity risk premium of 4.5% along with a 

levered beta 0.90 (our unlevered beta for integrated utilities of 0.49 from the Damodaran database). 

We use a terminal growth rate of 0%.  

Tauron: 10-year SOTP DCF 

 
  EV (PLN m) EV % of EV EV/EBITDA Note 

Segment   
 

(PLN/sh) 
 

2015E   

Mining  605 0.3 3% 3.7x  

Generation  -2,917 -1.7 -15% n.m.  

Renewables  1,315 0.8 7% 6.2x PLNk/MW=4.2 

Distribution  15,045 8.6 76% 6.3x -2.7% premium to RAB 

Sales  5,578 3.2 28% 10.3x 2014-23 EBIT margin 3.4% 

Heat  772 0.4 4% 2.3x PLNk/MW=1.6 

Other  -600 -0.3 -3% n.m.  

Total Enterprise Value 19,798 11.3 100% 5.3x  

Net cash/(debt) (2014E)  -7,147     

Provisions (2013A)   -1,713     

Minorities  -60     

Equity value  10,878     

12M PT (PLN)  6.2     

Source: WOOD Research 

For a sanity check for our DCF SOTP valuation, we apply the current peer group multiples and 

Tauron’s trailing three-year premium/discount to peer group multiples to Tauron’s 2014-16E earnings. 

On this basis, we see a fair value for Tauron of PLN 7.1/share on 2014-16E EV/EBITDA and 

PLN 7.9/share on PER, or some 21% higher than our DCF SOTP.  

Tauron: multiples-based valuation 

 
P/E EV/EBITDA 

Peer group avg. multiples 2014-16E 13.1 7.0 

Trailing 3yr premium/discount -8% -13% 

Average 2014-16E earnings forecast (PLN m) 1,144 3,826 

EV 
 

23,227 

Net debt 
 

-60 

Minorities 
 

-9,002 

Provisions 
 

-1,713 

Equity value 13,784 12,452 

12M fair value (PLN) 7.9 7.1 

Weight 50% 50% 

12M fair value (PLN) 7.5 

Source: WOOD Research 
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Financials 

Income statement 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Revenues 20,755 24,741 19,131 18,287 18,295 19,292 19,989 20,617 

Cost of goods sold -18,185 -21,282 -15,990 -15,283 -15,234 -16,158 -16,756 -17,402 

Gross profit 2,570 3,459 3,141 3,004 3,061 3,134 3,233 3,214 

Selling expenses -284 -552 -554 -551 -537 -566 -586 -605 

General and Admin expenses -664 -735 -645 -652 -639 -693 -718 -740 

Other revenues/(expense) -11 -19 -8 81 21 19 18 17 

EBIT 1,611 2,153 1,934 1,872 1,906 1,895 1,947 1,886 

Financial income/(expense) -45 -216 -248 -320 -452 -607 -367 -436 

Share of profit of associate -1 -2 -3 -2 0 0 0 0 

Pre-tax profit 1,566 1,936 1,684 1,550 1,454 1,288 1,580 1,450 

Income tax expense -327 -395 -337 -307 -291 -258 -316 -290 

Minority interest -19 -74 -38 -5 0 0 0 0 

Net profit 1,220 1,467 1,308 1,237 1,163 1,030 1,264 1,160 

EPS 0.70 0.84 0.75 0.71 0.66 0.59 0.72 0.66 

         

Depreciation -1,411 -1,686 -1,727 -1,828 -1,938 -2,037 -2,149 -2,258 

EBITDA 3,023 3,840 3,661 3,701 3,844 3,933 4,097 4,145 

- Distribution 1,280 1,944 2,208 2,328 2,390 2,389 2,420 2,452 

- Sales 289 478 899 618 543 603 663 701 

- Generation 1,187 833 32 279 279 342 292 236 

- Heat 229 263 232 284 269 206 284 286 

- Mining 105 287 166 101 163 168 194 208 

- RES 126 143 136 211 211 234 251 266 

Source: WOOD Research 

Balance sheet 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Non-current assets 23,426 25,507 27,600 29,936 32,600 35,517 38,078 39,772 

Inventories 575 708 509 547 539 555 561 565 

Receivables 2,743 3,037 2,135 1,980 2,155 2,220 2,300 2,372 

Other current assets 1,277 990 1,475 1,012 1,012 1,012 1,012 1,012 

Current assets 4,596 4,735 4,119 3,538 3,706 3,787 3,873 3,949 

Accounts payable -2,349 -2,628 -2,024 -1,703 -1,905 -2,008 -2,081 -2,146 

Other current liabilities -2,275 -2,477 -2,950 -2,296 -2,296 -2,296 -2,296 -2,296 

Net working capital -29 -370 -854 -461 -495 -518 -504 -493 

Net capital employed 23,397 25,137 26,746 29,475 32,105 35,000 37,574 39,279 

         

Shareholders' equity 15,694 16,307 17,327 18,296 19,149 19,889 20,895 21,739 

Minority interest 455 493 466 30 30 30 30 30 

Long-term debt 4,252 5,223 5,501 6,184 6,517 9,020 13,120 14,070 

Short-term debt 214 287 285 1,145 2,992 2,750 0 0 

Total debt 4,466 5,510 5,785 7,329 9,508 11,770 13,120 14,070 

Cash -506 -1,031 -637 -182 -632 -786 -617 -757 

Net debt/(cash) 3,960 4,479 5,148 7,147 8,876 10,984 12,503 13,313 

Provisions 1,265 1,651 1,639 1,686 1,732 1,780 1,829 1,879 

Other long-term liabilities 2,022 2,208 2,164 2,317 2,317 2,317 2,317 2,317 

Net capital employed 23,397 25,137 26,745 29,475 32,105 35,000 37,574 39,279 

Total assets 28,527 31,274 32,356 33,657 36,938 40,090 42,568 44,478 

Source: WOOD Research 
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Cash flow statement 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Net profit 1,220 1,467 1,308 1,237 1,163 1,030 1,264 1,160 

Depreciation 1,411 1,686 1,727 1,828 1,938 2,107 2,295 2,631 

Provisions and other non-cash -9 725 261 18 -6 -7 -9 -10 

Changes in working capital -409 -358 782 -428 34 23 -14 -10 

Inflows 2,214 3,520 4,079 2,656 3,128 3,152 3,536 3,770 

         

Capex -2,302 -3,302 -3,934 -3,913 -4,212 -4,544 -4,300 -3,720 

Acquisition of subsidiary -3,380 -6 0 0 0 0 0 0 

Financial investments/acquisitions -34 114 4 -4 0 0 0 0 

Dividends -263 -543 -351 -324 -309 -291 -258 -316 

Other -243 -286 -454 -398 -337 -426 -498 -544 

Cash outflow -6,221 -4,024 -4,734 -4,640 -4,858 -5,260 -5,055 -4,580 

New capital -26 -15 -15 -14 0 0 0 0 

         

Change in net debt 4,033 518 669 1,998 1,729 2,108 1,519 810 

Source: WOOD Research 
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Energa Hold 

Maintained 

Price: PLN 21.15 
Price target: PLN 24.0 

(from PLN 21.9) 

Energa and Polish political risk: et tu, Brute?  

 

We maintain our HOLD rating on Energa, with a revised price target (PT) 

of PLN 24.0/share (+10%). The stock has sold off, we believe, on 

concerns it may not avoid participating in the Kompania Weglowa (KW) 

restructuring plans and that the government’s plans to build national 

power champions will see Enea going to Tauron and Energa with PGE: 

essentially, that Energa’s country risk goes well beyond the usual 

regulatory matters. Investors who have bought into Energa for the low 

commodity risk/high return profile are facing three options, namely, 

trust that: 1) the Pomeranian lobby can establish Energa as a national 

champion (together with Enea) alongside PGE and Tauron – the blue-

sky case; 2) that a combination with PGE will compensate the 

minorities in line with the market’s expectations (the Bloomberg 

consensus PT for Energa is PLN 26.1/share, or upside of c.20%); 3) the 

consolidation plans go nowhere and the Energa dividend story rolls on. 

Regulators can block the creation of a power market duopoly but sign 

off on splitting the market three ways, and we would hold the stock for 

just this eventuality; meanwhile, though, the heightened political risk 

are likely to weigh on the stock price.  

An Energa/Enea combination would be optimal from the point of view of 

the minority investors, we believe: Energa’s low generation capex (even if 

it invests in a 450MW gas-fired unit) means it could make an all-cash, i.e., 

non-dilutive, offer, while keep gearing at c.3.8x, assuming c.PLN 0.6bn of 

costs synergies, or c.17% controllable capex (excluding fuel, purchased 

power and transmission fees). Capex/CFO would not exceed 1.9x and there 

is a high probability that it could finance both the acquisition and Enea’s 

generation capex on the Eurobond market. Combined generation would 

initially cover c.50% and c.75% of end-user sales from 2018E: with no direct 

exposure to mining, the logic is that it would be relatively immune to the KW 

restructuring costs.  

We raise our 2015-16E EBITDA estimates by about 8%, or PLN 190m on 

the back of higher earnings from generation: of this, over half is from the 

hydro segment – we now assume green certificate support of nearly c.PLN 

200m/year for large hydro will end from 2017E, on management’s guidance, 

or two years later than planned – and the balance is higher realised prices for 

“must-run” coal generation. Offsetting this, we now expect flat distribution 

earnings vs. c.6% p.a. growth on a lower WACC (we assume 5.78% for 

2016E) and reduced capex. Our Trade segment EBITDA is unchanged.  

Valuations: after this recent correction, Energa is trading at 5.5x 2015-16E 

EV/EBITDA and 9.5x PER, in line with its Polish peers and at a c.20% 

discount to our European peer group. Compared to EU network utilities, 

trading at c.10.5x EV/EBITDA and 15.8x PER, Energa is at a c.40% discount  

and is also much less leveraged – net debt/EBITDA of c.2.0x vs. 4.9x – so, 

excluding a large acquisition (e.g., Enea) or a dividend recapitalisation 

(unlikely, given the Polish power sector’s investment needs), this valuation 

could persist for many years.  

 

Expected Events 

4Q14 results 13 March 2015 

1Q15 results 12 May 2015 

2Q15 results 12 August 2015 

3Q15 results 9 November 2015 

 

Key Data 

Market Cap EUR 2,064  

Free float 48.5% 

Shares outstanding 414.1 

Average daily volume  EUR 3.8m 

Major shareholder State (51.5%) 

Reuters code ENGP.WA 

Bloomberg code ENG PW 

WIG30 Index 2,472 

Price Performance 

52-w range 25.1-16.6 

52-w performance 33.0% 

Relative performance 36.1% 

 

 

 

 

15

17

19

21

23

25

27
ENG PW WIG30 (rebased)

 

EQUITY 

RESEARCH 
Analyst: Bram Buring, CFA Prague: +420 222 096 250 

E-mail: bram.buring@wood.cz Website: www.wood.com 

Year Sales EBITDA EBIT Net profit EPS EPS P/E P/CE EV/ DPS Dividend

(PLN bn) (PLN m) (PLN m) (PLN m) (PLN) growth (x) (x) EBITDA (PLN) yield (%)

2016E 11.5 2,452 1,488 938 2.27 0% 9.5 4.6 5.5 1.40 6.5%

2015E 11.0 2,384 1,467 937 2.26 -11% 9.5 4.3 5.5 1.35 6.3%

2014E 10.4 2,412 1,554 1,053 2.54 38% 8.5 6.0 5.3 1.21 5.6%

2013 11.4 1,965 1,195 764 1.84 67% 9.2 3.5 5.1 1.00 5.9%

2012 11.2 1,629 906 457 1.10 -31% 15.4 5.3 5.2 1.20 7.1%

2011 10.4 1,520 863 664 1.60 10% 10.6 4.8 5.1 1.58 9.3%
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Company snapshot 

 

  

Energa is Poland’s third-largest state-owned power utilities, accounting for 16% of power distribution 

(17.3 TWh), 17% of end-user sales (18.3 TWh) and c.3% of total generation (5.0 TWh) last year. It has 

one smaller coal-fired generation plant – Ostroleka – but 46 hydro power plants with total capacity of 

203MW, including the country’s biggest run-of-the-river unit; at the end of last year, it also acquired 

165MW of wind capacity. Over 90% of Energa’s earnings come from regulated activities, primarily 

distribution (70% of adjusted 2013 EBITDA) and renewable energy (c.18%), but also in conventional 

generation: over half of the production from Ostroleka is sold to the Polish TSO as balancing capacity, for 

which it receives 105% of the plants’ variable costs, including CO2. Energa’s stable earnings profile 

enables it to pay the highest dividend yields in the sector, currently c.6%; alone in the sector, the 

company should achieve an optimal capital structure by paying dividends to its shareholders, not from 

borrowing to fund conventional generation projects with questionable returns, in our view. The main risks 

for the company are new distribution regulations from 2015 and falling Polish yields (+/-1% on RFR would 

have a +/-5.8% impact on EBITDA), RES support for wind (we assume old hydro will lose support from 

2017) or a governmental decision to re-launch plans for a new 0.8-1.0GW coal plant at Ostroleka. 
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Valuation 

DCF valuation 

In our DCF model, we use a risk free rate of 3.5% and an equity risk premium of 4.5% along with a 

levered beta 0.71 (our unlevered beta for integrated utilities of 0.49 from the Damodaran database). 

We use a terminal growth rate of 0%.  

Energa: 10-year SOTP DCF 

  
EV (PLN m) EV % of EV EV/EBITDA Note 

 

Segment 
  

(PLN/sh) 
 

2015E 
  

Distribution 
 

10,777 26.0 73% 6.9 -1.83% premium to RAB 

Sales 
 

1,514 3.7 10% 5.6 2014-23 EBIT margin 2.4% 

Generation (Ostroleka+CHP) 516 1.2 3% n.m. 
  

Hydro 
 

1,200 2.9 8% 4.7 PLNk/MW=3.33 

Wind 
 

1,230 3.0 8% 13.5 PLNk/MW=7.46 

Other 
 

-390 -0.9 -3% n.m. 
  

Total Enterprise Value 14,847 35.9 100% 6.2 
  

Net debt (2014E) 
 

-4,065 
     

Provisions (2013A) 
 

-802 
     

Minorities 
 

-30 
     

Equity value 
 

9,950 
     

12M PT (PLN) 
 

24.0 
     

Source: WOOD Research 

For a sanity check for our DCF SOTP valuation, we apply the current peer group multiples and 

Energa’s trailing one-year premium/discount to peer group multiples to Energa’s 2014-16E earnings. 

On this basis, we see a fair value for Energa of PLN 27.9/share on 2014-16E EV/EBITDA and PLN 

25.1/share on PER, or some 10% higher than our DCF SOTP.  

Energa: multiples-based valuation 

 
P/E EV/EBITDA 

Peer group avg. multiples 2014-16E 13.0 7.0 

Trailing 1yr premium/discount -18% -0.1% 

Average 2014-16E earnings forecast (PLN m) 976 2,416 

EV 
 

16,894 

Net debt 
 

-4,493 

Minorities 
 

-30 

Provisions 
 

-802 

Equity value 10,405 11,569 

12M fair value (PLN) 25.1 27.9 

Weight 50% 50% 

12M fair value (PLN) 26.5 

Source: WOOD Research 
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Financials 

Income statement 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Revenues 10,368 11,177 11,429 10,370 10,958 11,493 11,910 12,596 

Cost of goods sold -8,759 -9,482 -9,455 -8,268 -8,912 -9,391 -9,912 -10,412 

Gross profit 1,609 1,694 1,974 2,103 2,046 2,103 1,998 2,184 

Selling expenses -188 -308 -294 -267 -287 -303 -320 -336 

General and Admin expenses -414 -377 -412 -342 -383 -404 -426 -448 

Other revenues/(expense) -144 -104 -72 61 92 92 92 92 

EBIT 863 906 1,195 1,554 1,467 1,488 1,344 1,492 

Financial income/(expense) 35 -280 -172 -203 -295 -315 -325 -328 

Pre-tax profit 899 626 1,022 1,351 1,172 1,173 1,019 1,164 

Income tax expense -197 -167 -274 -275 -234 -235 -204 -233 

Minority interest -39 1 21 -21 0 0 0 0 

Net profit 664 457 764 1,053 937 938 815 931 

EPS 1.60 1.10 1.84 2.54 2.26 2.27 1.97 2.25 

         

Depreciation -657 -723 -771 -858 -917 -964 -996 -1,027 

EBITDA 1,520 1,629 1,965 2,412 2,384 2,452 2,340 2,519 

- Conventional generation 4,527 3,725 3,820 4,821 3,809 4,312 4,545 4,341 

- Renewable energy 214 251 386 405 384 508 556 574 

- Wholesale 204 574 982 481 452 503 541 560 

- Distribution 1,619 1,970 2,209 2,278 2,265 2,164 2,269 2,413 

- Retail 134 228 288 -300 93 110 129 148 

 -Other activities 150 43 340 160 337 212 68 301 

Adjusted EBITDA 1,611 1,864 2,220 2,412 2,384 2,452 2,340 2,519 

Source: WOOD Research 
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Balance sheet 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Non-current assets 9,713 10,697 12,650 13,634 14,712 15,468 16,170 16,882 

Inventories 396 377 302 284 300 315 326 345 

Receivables 1,521 1,521 1,470 1,364 1,411 1,480 1,534 1,622 

Other current assets 277 249 311 356 356 356 356 356 

Current assets 2,195 2,146 2,083 2,004 2,067 2,151 2,216 2,323 

Accounts payable -894 -711 -890 -568 -751 -787 -816 -863 

Other current liabilities -1,290 -1,292 -1,282 -960 -960 -960 -960 -960 

Net working capital 11 143 -89 475 356 403 440 500 

Net capital employed 9,725 10,841 12,561 14,110 15,069 15,871 16,610 17,382 

         

Shareholders' equity 7,826 7,671 8,034 8,567 9,004 9,416 9,652 10,003 

Minority interest 60 47 14 30 30 30 30 30 

Long-term debt 1,904 3,105 4,931 5,829 6,329 7,079 7,379 7,379 

Short-term debt 45 390 345 382 382 382 382 382 

Total debt 1,949 3,495 5,276 6,212 6,712 7,462 7,762 7,762 

Cash -1,777 -2,069 -2,352 -2,414 -2,443 -2,852 -2,699 -2,328 

Net debt/(cash) 172 1,426 2,923 3,797 4,269 4,610 5,063 5,434 

Provisions 667 711 549 621 671 721 771 821 

Other long-term liabilities 1,000 985 1,040 1,094 1,094 1,094 1,094 1,094 

Net capital employed 9,725 10,841 12,561 14,110 15,069 15,871 16,610 17,382 

Total assets 9,151 10,001 11,773 12,777 13,855 14,312 15,014 15,726 

Source: WOOD Research 

Cash flow statement 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 2019E 2020E 

Net profit 664 457 764 1,053 937 938 815 931 727 733 

Depreciation 657 723 771 858 917 964 996 1,027 1,059 1,091 

Provisions and other non-cash 375 278 137 71 110 90 81 77 78 84 

Changes in working capital -214 -124 335 -501 119 -47 -36 -60 -16 -27 

Inflows 1,482 1,335 2,007 1,480 2,083 1,945 1,856 1,975 1,848 1,881 

           

Capex -1,469 -1,817 -1,627 -1,432 -1,699 -1,370 -1,311 -1,339 -1,373 -1,409 

Acquisition of subsidiary -604 -3 -1,216 0 0 0 0 0 0 0 

Dividends -189 -654 -497 -414 -500 -526 -580 -580 -580 -580 

Other 2 -114 -164 -509 -355 -390 -419 -427 -427 -427 

Cash outflow -2,261 -2,588 -3,505 -2,355 -2,555 -2,286 -2,309 -2,346 -2,380 -2,416 

New capital 0 0 0 0 0 0 0 0 0 0 

           

Change in net debt  779 1,254 1,498 874 472 341 453 371 532 535 

Source: WOOD Research 
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Enea Hold 

Upgraded from Sell 

Price: PLN 16.50 
Price target: PLN 18.0 

(from PLN 15.4) 

Fading hopes for a rich cash premium  

 

We upgrade Enea to HOLD from Sell, with a revised price target (PT) of 

PLN 18.0/share (+17%) on better-than-expected underlying earnings, 

thanks to cost cuts and the expectation – now effectively confirmed – 

that the company will be consolidated with one of its larger peers. We 

missed last autumn’s brief rally on the conjecture that Energa could be 

considering an offer, which priced in, at the peak, a (relatively modest) 

c.14% premium to Energa’s multiples. With a state-orchestrated 

combination with Tauron now equally possibly as well, the offer that 

Enea’s minorities could expect would not be so rich, we believe. Enea 

already trades at a premium to Tauron of c.20% on PER and c.60% on 

EV/EBITDA: even allowing PLN 0.5bn of immediate cost synergies, a 

standard 30% premium for control would not justify a cash offer over 

PLN 20/share, in our view. In the absence of any details from the state 

on how the consolidation might proceed or who Enea’s partner would 

be, we assume that the state will choose to strengthen Tauron (a 

“strategic” state company) over a sale to Energa (which is not), with 

negative implications for a takeover premium for Enea’s minorities.  

Ongoing speculation over who – Tauron or Energa – will be Enea’s 

chosen partner is likely to drive the share price in the coming weeks 

and months: under normal conditions, Energa could afford an all-cash offer 

with a premium for Enea’s minorities; however, in a state-orchestrated 

combination with Tauron, the chance of it overpaying is far less, we believe, 

and the substantial synergies would rather accrue to the acquirer.  

Our updated earnings are broadly unchanged, with 2015-16E EBITDA of 

c.PLN 1.7bn. We reflect the positive impact of Enea’s recently launched 

c.PLN 0.5bn efficiency programme, especially in the distribution segment 

where we raise EBITDA by c.10% for 2015-16E (assuming PLN 350m of 

savings through to 2016E), but this is almost wholly offset by lower earnings 

in Trade (c.PLN 40m/year, or 20% lower) on colour certificates and Other (in 

part, changes in the consolidation group). Our generation EBITDA is c.3% 

(c.PLN 20m/year) higher on power prices. The 2014E EBITDA is now 9% 

higher, but due wholly to PLN 258m of non-recurring LTC revenues booked 

in 2Q14.  

Enea is the most expensive of the Polish gencos, on a 2015-16E 

EV/EBITDA of c.7.5x – a c.25% premium its domestic peers – as its debt 

mounts for the Kozienice project. This is because it will be the most highly 

geared: net debt/EBITDA to jump to 2.6x in 2015E from 0.2x in 9M14 and 

almost 4x in 2016E and c.4.2x through to 2020E. On a 2015-16E PER of 

c.10.5x, it trades in line with its Polish peers (excluding capitalised interest 

costs for Kozienice; with interest, the stock would be at c.12.6x, or a c.20% 

premium). On a payout of 30%, Enea could pay a DPS from its 2014E 

earnings of PLN 0.62 (a 3.8% yield), but we expect the yields to fall in the 

coming years; even after commissioning Kozienice, the company is likely to 

likely focus on reducing debt rather than paying shareholders, in our view.  

 

Expected Events 

4Q14 results March 2015 

1Q15 results May 2015 

2Q15 results August 2015 

3Q15 results November 2015 

Key Data 

Market Cap EUR 1,644m 

Free float 48.5% 

Shares outstanding 441.4m 

Average daily volume EUR 2.2m 

Major shareholder State (51.5%) 

Reuters code ENEA.WA 

Bloomberg code ENA PW 

WIG30 Index 2,472 

Price Performance 

52-w range 18.1-12.5 

52-w performance 21.1% 

Relative performance 24.2% 
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EQUITY 

RESEARCH 
Analyst: Bram Buring, CFA Prague: +420 222 096 250 

E-mail: bram.buring@wood.cz Website: www.wood.com 

Year Sales EBITDA EBIT Net profit EPS EPS P/E P/CE EV/ DPS Dividend

(PLN bn) (PLN m) (PLN m) (PLN m) (PLN) growth (x) (x) EBITDA (PLN) yield (%)

2016E 9.9 1,738 976 683 1.55 -4% 10.4 4.9 7.9 0.46 2.9%

2015E 9.8 1,687 954 713 1.62 -21% 10.0 4.9 6.6 0.48 3.0%

2014E 9.7 1,767 1,066 906 2.05 27% 7.8 4.4 5.1 0.62 3.8%

2013 9.2 1,659 897 715 1.62 1% 9.9 4.9 3.8 0.57 3.5%

2012 10.1 1,596 847 711 1.61 -10% 9.8 5.0 3.7 0.36 2.3%

2011 9.7 1,556 844 793 1.80 24% 10.4 5.6 4.8 0.48 2.6%
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Company snapshot 

 

 

Enea is the smallest of the country’s four state-owned power utilities, accounting for c.9% of total 

generation (11.9 TWh), 14% of power distribution (17.3 TWh) and 12% of end-user sales (13.2 

TWh) last year. Its main generation asset is the Kozienice power plant: unlike its larger peers, it 

does not have its own source of coal and therefore captures only part of the integrated generation 

margin. This is offset partially by the fact that it sources most of its coal from the nearby Bogdanka 

mines at a discount to Silesian coal. Enea’s sole generation project is a new 1,075MW block at 

Kozienice, which should be the first new systems plant to come into operation (in mid-2017). In the 

past, the Treasury had considering selling Enea to a strategic investor, but the plan has been put 

on hold until the project is more advanced. In January 2014, Vattenfall sold its entire 18.7% stake 

in the company, which it had acquired in the company’s 2008 IPO, and the EBRD sold its 2.5% 

stake in April. The main risk to earnings are new distribution regulations from 2015 and falling 

Polish yields (+/-1% flex to WACC would have a +/-4.2% impact on EBITDA, on our estimates), as 

well as the pass-through of certificate costs onto retail sales tariffs. 
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DCF valuation 

DCF valuation 

In our DCF model, we use a risk free rate of 3.5% and an equity risk premium of 4.5% along with a 

levered beta 0.48 (our unlevered beta for integrated utilities of 0.49 from the Damodaran database). 

We use a terminal growth rate of 0%.  

Enea: 10-year SOTP DCF 

 
  EV (PLN m) EV % of EV EV/EBITDA Note 

Segment   
 

(PLN/sh) 
 

2015E   

Trade  1,884 4.3 18% 12.7x 2014-23 EBIT margin 3.6% 

Distribution  7,421 16.8 69% 7.1x 4.9% premium to RAB 

Generation  1,663 3.8 15% 3.3x  

Other  -225 -0.5 -2% n.m.  

Total enterprise value 10,743 24.3 100% 6.4x   

Net debt (2014E)  -2,057     

Provisions (2013A)  -681     

Minorities  -66     

Equity value  7,939     

12M PT (PLN)  18.0     

Source: WOOD Research 

For a sanity check for our DCF SOTP valuation, we apply the current peer group multiples and Enea’s 

trailing three-year premium/discount to peer group multiples to Enea’s 2014-16E earnings. On this 

basis, we see a fair value for Enea of PLN 16.3/share on 2014-16E EV/EBITDA and PLN 21.9/share 

on PER, or some 6% higher than our DCF SOTP.  

Enea: multiples-based valuation 

 
P/E EV/EBITDA 

Peer group avg. multiples 2014-16E 13.1 7.0 

Trailing 1yr premium/discount -4% 2% 

Average 2014-16E earnings forecast (PLN m) 767 1,731 

EV 
 

12,320 

Net debt 
 

-66 

Minorities 
 

-4,362 

Provisions 
 

-681 

Equity value 9,649 7,211 

12M fair value (PLN) 21.9 16.3 

Weight 50% 50% 

12M fair value (PLN) 19.1 

Source: WOOD Research 
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Financials 

Income statement 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Revenues 9,689 10,096 9,151 9,690 9,756 9,874 10,171 11,041 

Cost of materials and COGS -1,745 -1,907 -1,754 -1,750 -2,097 -2,128 -2,105 -2,570 

Energy purchased for sale -4,113 -4,076 -3,303 -3,921 -3,630 -3,642 -3,759 -3,702 

Payroll expenses -1,012 -1,009 -1,036 -945 -1,133 -1,146 -1,159 -1,173 

Transmission services -714 -714 -599 -711 -609 -612 -614 -617 

Other external services -415 -437 -420 -315 -312 -316 -325 -353 

Taxes and charges -205 -225 -244 -268 -273 -276 -285 -309 

Other operating revenue 248 108 125 126 125 125 125 125 

Other operating costs -178 -239 -260 -137 -138 -140 -142 -144 

EBITDA 1,556 1,596 1,659 1,767 1,687 1,738 1,907 2,298 

 - Trade 160 242 251 103 148 158 155 152 

 - Distribution 679 774 881 1,008 1,048 1,077 1,100 1,089 

 - Production 795 649 559 676 509 614 764 1,083 

 - Other segments 77 77 85 26 27 27 28 29 

 - Elimination and Group -155 -146 -118 -46 -36 58 60 -25 

Depreciation -712 -750 -762 -701 -733 -763 -928 -983 

EBIT 844 847 897 1,066 954 976 979 1,315 

Net financial revenue/(expense) 139 59 48 40 -40 -100 -203 -430 

Share of profit of associate 5 3 0 1 0 0 0 0 

Pre-tax profit 987 908 945 1,107 914 876 775 886 

Income tax -195 -197 -230 -201 -201 -193 -171 -195 

Net income 793 711 715 906 713 683 605 691 

EPS 1.80 1.61 1.62 2.05 1.62 1.55 1.37 1.57 

Source: WOOD Research 

Balance sheet 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Fixed assets 9,797 11,012 12,369 15,244 18,054 20,992 22,940 24,349 

Inventories 341 503 521 531 535 541 557 605 

Receivables 1,052 1,449 1,346 1,487 1,417 1,434 1,477 1,603 

Other current assets 760 646 512 434 434 434 434 434 

Current assets 2,153 2,598 2,379 2,451 2,385 2,408 2,468 2,642 

Accounts payable -1,199 -1,290 -1,408 -1,195 -1,203 -1,217 -1,254 -1,361 

Other current liabilities -528 -709 -847 -653 -653 -653 -653 -653 

Net working capital 426 599 125 604 529 538 561 628 

Net capital employed 10,223 11,610 12,494 15,848 18,583 21,530 23,501 24,977 

         
Shareholders' equity 10,451 10,916 11,469 12,084 12,525 12,994 13,394 13,903 

Minority interest 29 23 19 66 66 66 66 66 

Long-term debt 73 51 820 2,465 4,965 7,465 8,892 9,500 

Short-term debt 46 24 23 23 23 23 23 23 

Total debt 119 75 843 2,488 4,988 7,488 8,915 9,523 

Cash -1,218 -1,095 -1,573 -430 -687 -758 -666 -356 

Other short-term investments -532 -5 0 -192 -192 -192 -192 -192 

Net debt/(cash) -1,631 -1,026 -731 1,865 4,109 6,537 8,058 8,974 

Provisions 454 543 476 485 535 585 635 685 

Other long-term liabilities 920 1,155 1,261 1,348 1,348 1,348 1,348 1,348 

Net capital employed 10,223 11,610 12,494 15,848 18,583 21,530 23,501 24,977 

Total assets 13,700 14,710 16,322 18,318 21,317 24,351 26,265 27,539 

Source: WOOD Research 
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Cash flow statement 

PLN m 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 

Net profit 793 712 715 906 713 683 605 691 

Depreciation 712 750 762 702 733 763 928 983 

Provisions and other non-cash -43 -74 -15 -6 -6 -6 -6 -6 

Changes in working capital -51 -145 231 -531 125 41 27 -17 

Inflows 1,410 1,242 1,693 1,072 1,565 1,480 1,554 1,651 

         

Capex -1,171 -1,789 -1,989 -3,143 -3,546 -3,704 -2,878 -2,395 

Investment in subsidiaries -589 -53 3 -260 0 0 0 0 

Financial investments/acquisitions 1,171 192 -145 -3 0 0 0 0 

Dividends -194 -212 -159 -252 -272 -214 -205 -181 

Other -32 14 302 -11 9 9 9 9 

Cash outflow -815 -1,848 -1,989 -3,668 -3,808 -3,909 -3,074 -2,567 

New capital 0 0 0 0 0 0 0 0 

         

Change in net debt -596 606 295 2,596 2,244 2,428 1,520 917 

Source: WOOD Research 

 

 

 

 



 
 

 

Important disclosures 
This investment research is published by Wood & Company Financial Services, a.s. (“Wood & Co”) and/or one of its branches who are authorised and regulated by 
the CNB as Home State regulator and in Poland by the KNF, in Slovakia by the NBS, in Italy by the CONSOB and in the UK by the FCA as Host State regulators. 
 

Wood’s 12-month ratings and price targets for PGE 
16/06/2014 BUY  

16/06/2014  PLN 24.0 

22/01/2015  PLN 24.3 
 

Wood’s 12-month ratings and price targets for Tauron 
16/06/2014 HOLD  

16/06/2014  PLN 6.0 

22/01/2015 BUY  

22/01/2015  PLN 6.2 
 

Wood’s 12-month ratings and price targets for Energa 
16/06/2014 HOLD – initiation of coverage  

16/06/2014  PLN 21.9 

22/01/2015  PLN 24.0 
 

Wood’s 12-month ratings and price targets for Enea 
16/06/2014 Sell  

16/06/2014  PLN 15.2 

22/01/2015 HOLD  

22/01/2015  PLN 18.0 
 

Explanation of Ratings 
BUY: The stock is expected to generate total returns of over 15% during the next 12 months as measured by the target price. 
HOLD: The stock is expected to generate total returns of 0-15% during the next 12 months as measured by the target price. 
SELL: The stock is expected to generate a negative total return during the next 12 months as measured by the target price. 
RESTRICTED: Financial forecasts, and/or a rating and/or a target price is restricted from disclosure owing to Compliance or other regulatory/legal considerations such as a 

blackout period or a conflict of interest.  
NOT RATED: Suspension of rating after 30 consecutive weekdays where the current price vis-à-vis the target price has been out of the range dictated by the current 
BUY/HOLD/SELL rating. 
COVERAGE IN TRANSITION: Due to changes in the Research team, the disclosure of a stock’s rating and/or target price and/or financial information are temporarily suspended.   
 

Equity Research Ratings (as of 22 January 2015) 
 Buy Hold Sell Restricted Not rated Coverage in 

transition 

Equity Research 
Coverage 

47% 36% 17% N.A. N.A.% N.A. 

IB Clients 1% 1% N.A. N.A. N.A. N.A. 
 

Securities Prices 
Prices are taken as of the previous day’s close on the home market unless otherwise stated. 
 

Valuation & Risks 
Analysis of specific risks to set stock target prices highlighted in our investment case(s) are outlined throughout the report. For details of methodologies used to determine our 
price targets and risks related to the achievement of the targets referred to in the main body of the report or at http://www.wood.com in the Section Corporate Governance or via 
the link http://www.wood.com/research.html 

Users should assume that the investment risks and valuation methodology in Daily news or flash notes not changing our estimates or ratings is as set out in the most recent 
substantive research note on that subject company and can be found on our website at www.wood.com  
 

Wood Research Disclosures (as of 22 January 2015) 
Company Disclosures 

CETV 5 

CEZ 5 

Erste Group Bank 5 

Fortuna 5 

S.C. Fondul Proprietatea S.A. 4, 5 

ITG 3 

KGHM 5 

Komercni 5 

New World Resources 5 

Orco Property Group 5 

Pegas Nonwovens 5, 9, 10 

Philip Morris 5 

PKO BP 1, 2, 3 

RC2 4 

SIF2 10 

SNP 3 

Telefonica 5 

Transgaz 1 

Unipetrol 5 

Warimpex 1 
 

 

# Description 

1 The company currently is, or in the past 12 months was, a client of Wood & Co or its affiliated companies for the provision of investment banking 
services. 

2 In the past 12 months, Wood & Co or its affiliated companies have received compensation for Corporate Finance/Investment Banking services 
from this company. 

3 In the past 12 months, Wood & Co or any of its affiliated companies have been lead manager, co-lead manager or co-manager of a public 
offering of the company’s financial instruments. 

4 Wood & Co acts as corporate broker to this company and/or Wood & Co or any of its affiliated companies may have an agreement with the 

company relating to the provision of Corporate Finance/Investment Banking services. 

5 Wood & Co or any of its affiliated companies is a market maker or liquidity provider in relation to securities issued by this company. 

6 In the past 12 months, Wood & Co, its partners, affiliated companies, officers or directors, or any authoring analyst involved in the preparation of 
this investment research has provided services to the company for remuneration, other than normal course investment advisory or trade 
execution services. 
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7 Those persons identified as the author(s) of this investment research, or any individual involved in the preparation of this investment research, 
have purchased/received shares in the company prior to a public offering of those shares, and the price at which they were acquired along with 
the date of acquisition are disclosed above. 

8 The authoring analyst, a member of the authoring analyst's household, or any individual directly involved in the preparation of this investment 
research has a direct ownership position in securities issued by this company. 

9 A partner, director, officer, employee or agent of Wood & Co and its affiliated companies, or a member of his/her household, is an officer, or 
director, or serves as an advisor or board member of this company. 

10 As of the month end immediately preceding the date of publication of this investment research Wood & Co or its affiliate companies, in the 
aggregate, beneficially owned 1% or more of any class of the total issued share capital or other common equity securities of the company or held 
a material non-equity financial interest in this company. 

11 As of the month end immediately preceding the date of publication of this investment research the relevant company owned 1% or more of any 
class of the total issued share capital in Wood & Co or any of its affiliated companies. 

12 Other specific disclosures as described above. 
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