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EDP BUY
Utilities / Portugal Previous: Buy
Price  (€) 4.02 Performance Size Index Weight Time View Price Target (€) 4.90

52W High: 5.00 1M:  (1.1%) Mkt Cap (€mn): 14,699 PSI20: 16.1% Short Term: Neutral Previous Price Target (€): 4.90

52W Low: 3.54 3M:  (3.9%) Avg Vol 5D (th): 8,129 DJES UTILITIES 2.6% Long term: Positive Potential Return: 18.1%

1 Year ago: 3.94 YTD:  (10.1%) Free-Float: 45% DJES STOXX 600 0.2%
  

Green light for EDP Renováveis Gabriela Pereira Ramos 

Utilities & Energy analyst 

gramos@banifib.pt 

(+351) 21 380.54.34 

 

Closing prices as of May 15, 2008.  

EDP yesterday announced the terms of EDP Renováveis’ IPO. Highlights are as follows: 

 Issuing of 225.427.952 new shares, representing up to 25% of EDP Renováveis share 

capital (post-capital increase), including a greenshoe option worth 29.403.646 shares for 

institutional and retail customers; 

 Bookbuilding will start on May, 19 and last up to May, 30, with the price announcement on 

June 2 and the listing of the shares scheduled for June 4 (first stage subscription period 

will end on May, 26); 

 EDP Renováveis’ price range was set between €7.40 and €8.90 per share, implying an 

Enterprise Value range of €7.0-8.0bn for the company as a whole (the combined offer 

range stands at €1.7-2.0bn, including greenshoe). 
  

 Our view 
  

 

The EV set for EDP Renováveis (EDPR) is below our own valuation (€9.3bn) as well as the average 

valuations presented by the investment banks members of the syndicate - according to press, those 

valuations indicated an average EV of €9.6bn, of which the highest stood at €12bn and the low at €8.3bn. 

In our view, the IPO of EDPR can represent an interesting opportunity for investors, considering that the 

price rage suggests an implied discount at 15-25% vis-à-vis analysts’ valuations. Bearing that in mind, and 

acknowledging the quality of the assets that comprise EDPR portfolio, as well as its growth strategy, we 

think the operation presents a good investment opportunity, as it could provide an interesting entry point 

for investors.  
  

 

In terms of multiples, at, the EV/EBITDA08 multiple for EDPR stands between 15.8x and 19.1x multiple for 

the €7.40 - €8.90 price range. Iberdrola Renováveis currently trades at a 17.5x EV/EBITDA08 multiple. 

Both companies are quite similar, not only in terms of market exposure (Europe, USA) but also regarding 

their very ambitious expansion plans for the next couple of years: EDPR plans to install up to 1.400MW of 

renewables capacity per annum, slightly below that of Iberdrola Renovables (2.000MW per annum).  
  

 

In our view, EDP opted for a surprisingly low valuation of its EDPR subsidiary to make sure 

the deal succeeds in a context of volatile markets. However, we think the market will be 

quick to re-assess EDPR’s fundamental value, as acknowledged by all of its IPO valuations. 

Therefore, we think there are two ways for investors to grab the value creation opportunity 

entailed in this IPO: directly but also through EDP, which will benefit from the increased 

visibility of its Renewables unit (EDP will still control 75% of EDP Renováveis). That said, we 

are retaining our BUY recommendation on EDP and recommending shareholders to reinforce 

their positions on any potential weakness.  
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 EDP Renováveis – Relative Valuations 

 

EV/MW

2008E 2009F 2010F 2008E

EDP Renováveis @ Low End 7.40 15.8 9.6 7.0 1.30

EDP Renováveis @ High End 8.90 19.1 11.6 8.4 1.56
Iberdrola Renovables @ consensus 4.40 17.5 13.4 10.6 2.26

EV/EBITDALast 
Price 

 
 Source: Banif Banco de Investimento, Thomson Financial, Bloomberg. Closing prices as of May, 15 2008. 

  

  

 EDP Sum-of-the-Parts 

 

EV
EV/ 

EBITDA 
08E

EV/MW 
08E

Per 
Share

(%) 
of EV Remarks

Iberian Generation & Supply * 13.009 11,1 1,05 3,6 39%

Portugal - Generation & Supply 10.835

   Liberalized 6.278 33,97 1,88 1,5 18,9% 20 year DCF
   PPA NPV 5.317 6,69 0,76 1,5 16,0% PPA NPV, after taxes
   Residual Value Payment -760 Price adjustment regarding the introduction of CMEC's

Spain - Generation & Supply 2.175 6,0 0,67 0,6 6,6% 10 year DCF
Iberian Distribution 5.706 8,9 1,6 17%
Portugal - Distribution 3.991 7,8 1,1 12,0% 10 year DCF

Portuguese regulatory receivables (after tax) 274 0,1 0,8% Book value, after taxes

Spain - Distribution 1.285 16,2 0,4 3,9% 10 year DCF

Spanish regulatory receivables (after tax) 155 0,0 0,5% Book value, after taxes
Renewables 9.342 22,2 1,78 2,6 28%

Renewables @ DCF 9.515 22,6 1,82 2,6 28,7% 20 year DCF
Renewables @ Capacity Multiples 9.168 73,4 1,75 2,5 27,7% EV/MW €1.75mn x 2008E Gross capacity (MW)

Natural Gas 1.495 7,5 0,4 5%
Portugal - Portgás 198 8,4 0,6% 10 year DCF
Spain - Naturgás 1.297 12,7 3,9% 10 year DCF
Brazil (EdB) 2.632 9,4 n.a. 0,7 8%
Generation 960 3,5 1,47 0,3 3% 10 year DCF

Distribution 1.673 12,8 n.a. 0,5 5% 10 year DCF

Core  Business 32.185 8,8 97%

   Edinfor (40%) 55 Latest deal Implied value (LogicaCMG)

   REN (5%) 88 Banif IB price target (€3.30 per share)

   BCP (2.34%) 223 Banif IB price target (€2.10 per share)

   Sonaecom (7.96%) 147 Banif IB price target (€5.06 per share)

   Turbogás (40%) 175 12x P/E 2008E

   Setgás (19.8%) 21 12x P/E 2008E

   CEM (22%) 104 12x P/E 2008E

   Deca (21%) 77 12x P/E 2008E

   Other 52 12x P/E 2008E

Financial Stakes and Other Assets 943 0,3 3%

Enterprise Value 33.129 12,6 9,1 100%

Net Debt 08E -12.844 Adjusted for Minorities Net Debt 

Provisions for social benefits -1.260 After tax value for pension liabilities

Minorities 08E -1.103 Adjusted for EdB Minority Interests

Equity Value 17.923

Number of Shares (m) 3.657

Value per Share (€) 4,90  
 Source: Banif-Banco de Investimento, company reports. 
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DISCLAIMER  
This research note was prepared by the Research Department of BANIF – 
Banco de Investimento, S.A. on 16 May 2008 and will be distributed from 
16 May 2008 onwards. The securities and/or entities referred to in the 
present report are under analysis since 16 May 2008. The present report 
did not have any other specific addressee prior to this date of distribution. 
Investment opinions are set on a 6-to-12 month horizon. There are four 
ratings: Buy – Upside potential arising from fundamental valuation 
exceeds +15%; Accumulate - Upside from fundamental valuation ranges 
between +5% and +15%; Neutral – Upside from fundamental valuation 
ranges between -5% and +5%; Sell – Upside from fundamental valuation 
is less than -5%. Fundamental valuation is based on discounted cash-flow 
models (DCFs), the comparison of valuation ratios with companies 
deemed by the analyst as comparable, or a combination of the two 
methods. Under specific circumstances, other ratings can be used 
regardless of the fundamental valuation of the stock(s) involved: “Not 
Rated”; “Under Review” and “Restricted”, for single company reports; 
“Long-Short”, in reports involving more than one company. 
These are only general rules for setting a rating and may sometimes not 
be applied “strictu sensu”, as, in each case, the investment opinion will 
take into account not only the potential return arising from the 
fundamental valuation but also the analyst’s qualitative perception on the 
company, sector and market prospects. As a result, in addition to the 
rating, the analyst may also find it useful to provide its qualitative view on 
the stock’s potential performance over the medium and long terms 
BANIF – Banco de Investimento, S.A. may issue trading ideas on stocks on 
which it does not provide fundamental coverage whenever opportunities 
arise due to technical, trading or quantitative analysis factors.  
BANIF – Banco de Investimento, S.A.’s salespeople, traders, and other 
professionals may provide oral or written market commentary or trading 
strategies to clients and proprietary trading desks that reflect opinions that 
are contrary to the opinions expressed in this research. BANIF – Banco de 
Investimento, S.A.’s asset management area, proprietary trading desks 
and investing businesses may make investment decisions that are 
inconsistent with the recommendations or views expressed in this report. 
Regardless of the valuation method used and rating assigned, there is a 
significant risk that the price target or the expected price trend will not be 
accomplished within the expected timeframe. Risk factors may include 
non-expected changes concerning competitive pressure or demand for the 
company’s products, caused by changes in technology, economic 
conditions or fashion, and non-expected events that may result in sudden 
shifts in market trends and investors’ risk and sector allocation 
preferences. Valuations and investment opinions can also be affected by 
changes in fiscal policy, exchange rates and, in some industries, sectorial 
regulations, or in the forecasts, assumptions and valuation methods on 
which such investment opinions were based.  
The information contained in this report is private and informative only 
and is distributed as an auxiliary mean, and it shall not, and cannot, lead 
to or justify any action or omission, nor support any operation or 
transaction, nor substitute any own judgement of its addressees, as these 
are fully liable for their acts or omissions. Any opinion or prevision 
expressed in this report reflects such opinion and prevision as of the date 
on which the report is prepared. This document and its contents do not 
constitute an offer, invitation or solicitation of any kind to purchase or sell 
divest investments, and it shall not form the basis of any contract, any 
securities or other instruments referred to herein or to undertake or 
agreement, commitment or decision of any kind.  
BANIF – Banco de Investimento, S.A. does not, and shall not, guarantee 
the accuracy, integrity or correctness of the information contained in this 
report, and this report should be duly analysed, evaluated and tested by 
the respective addressees. Investors who have access to this document 
should be aware that the securities, instruments or investments to which 
it refers may not be appropriate or adequate for them due to their specific 
investment objectives, financial positions or risk profiles, as these have not 

been taken into account to prepare this report. Therefore, investors should 
make their own investment decisions considering the said circumstances 
and obtain such specialized advices as may be necessary. BANIF – Banco 
de Investimento, S.A. therefore declines any responsibility for any 
damages or losses resulting, directly or indirectly, from the use of 
information contained in this report, independently of its format or nature.  
Therefore, and despite considering that the information contained in this 
report was obtained from trustworthy sources, nothing prevents this 
information from being changed, at any time and without prior notice, by 
BANIF – Banco de Investimento, S.A.. BANIF – Banco de Investimento, 
S.A. is not under any obligation to notify the addressees of this report of 
any change or update regarding such information. 
BANIF – Banco de Investimento, S.A. and/or its affiliates, subsidiaries, 
directors or employees may have long or short positions, as well as trade 
or hold positions in respect of the securities referred to herein or trade 
derivative products in respect of these securities. The past performance of 
the securities does not guarantee any future results and no guarantee is 
given by BANIF – Banco de Investimento, S.A. that an investment in the 
securities described herein will have a positive return.  
The analyst(s) responsible for covering the securities in this report 
receive(s) compensation based upon, among other factors, the overall 
profitability of BANIF – Banco de Investimento, S.A., including profits 
derived from investment banking revenues. 
BANIF – Banco de Investimento, S.A. may have or have had a relationship 
with, or may provide or have provided, investment banking, capital 
markets and/or other financial services to the relevant entities analysed in 
this report. 
As long as the contrary is not expressly mentioned in this report, there are 
no relationships or economic benefits between the financial analyst 
responsible for preparing this report, the financial intermediary and, as far 
as BANIF – Banco de Investimento, S.A. is aware, any company in a group 
or dominion relationship with BANIF – Banco de Investimento, S.A., and 
the analysed entity. The financial analyst responsible for preparing this 
report does not have any other position in any department or body of any 
entity analysed in this report. 
The total or partial reproduction of this document is not allowed unless 
with the prior written authorisation of BANIF – Banco de Investimento, 
S.A.. The laws or regulations of some countries and jurisdictions may 
restrict the form of distribution of this report, and the addressees receiving 
this report are responsible for confirming and assessing any applicable 
restrictions and for complying with the same. The data in respect of the 
addressees in our distribution list is exclusively used for the purpose of the 
distribution of our products, and will not be made available to third parties. 

 

EDP – 12 months rating history  

Date
Fundamental 

Rec.
Price 

Target
Closing 
Price

02-05-2007 Neutral € 3,86 € 4,01

04-05-2007 Neutral € 3,86 € 4,01

23-07-2007 Neutral € 3,86 € 4,22

30-07-2007 Neutral € 3,86 € 4,18

17-03-2008 Buy € 4,90 € 3,69

04-05-2007 Buy € 4,90 € 4,15  
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Tel: + 351 21 381 62 00 
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E-mail: banifinvestimento@banifib.pt 
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LONDRES 
Banif – Banco de Investimento, SA – UK R.O. 
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40 Basinghall Street 
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Banif Banco de Investimento (Brasil), S.A. 
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Tel: + 55 21 2559 8000 
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Banif Banco de Investimento (Brasil), S.A. 
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Banif Investimento México. 
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