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What if the future
is nuclear?

A substantial increase in global investment in nuclear power is now
likely because of its low CO: emissions, low cost, and contribution
to security of energy supply.

This report analyses the implications for sectors involved in the
nuclear value chain including mining, capital goods, and utilities.

Slgnificant upside potentlal for Alstom, Areva, Assystem, Bouygles,
F, E.ON, and R\ our scenario plays out.
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Jonathan Mirrlees-Black
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Global private sector investment in infrastructure is set to grow at an 8.5%
CAGR out to 2030. This is a unique secular growth story which European
infrastructure companies are well placed to exploit.

Our analysis of the relationship between EV/EBITDA and asset duration
suggests that this opportunity Is undervalued by the market, especially for
those companles with medium duration assets.

In addition, revenues for many infrastructure compar dexed to
nominal costs or to measures of inflation or both. In particular, the
regulation of Spanish and ltalian energy network companies provides a
very effective hedge against growing inflationary risks.
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The Tide Goes Out

20 October 2008

Some consequences of the credit crisis

s only
Warren Bufiett
b The crecit crunch and its consequences are creating new challenges at every

ovel of businoss. However wol the various rocenty announcod bank rocapiaisation

Wil be igher. In this study we look at a sample of 23 companies wih potental credit
the nature of

> Inthe face of a shortage of erocit companios wil nzed 1o consarve capial. This
wil have an impact on dividends, share buy backs, capital cxpendiur and the abilty
o invest in growth projects. We belive ht rights issues and debi for equty swiaps
wil become more common as the balance of power belween shareholders and debl
hoiders swings decisively i favour o the later

We

the resources available 1o meet refinancing requirements. We have detaled where
avaiable the covenans relaling 1o the debl and modelled how ler eamings need to
all before a breach oceurs.

> We have akso looked at soms of the secondary sffects of the non-availabilty of
credi. Many companies il find themsehves having lo advance credi fo. their
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e over
competlors who cannot offer such faciltes 1o therr customers. However, carying
higher amounts of stock and e deblors will mean increasing levels of working
capial, higher nferest expetses and lower profabily.
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Pensions

28 October 2008

Shrinking assets, growing liabilities

> Market conditions bring pension liabities into focus a

Gross pension libillies now average 25% of markel capialisalion of our lrge cap

e, LIt now e 0% of et catalsaton o 42 companes s
he key issues, and

> Assetfalls
“Th exposure of pension assets to squites foll by an average 5% t the last eporting
date, but exposure to cauiy markel falls remains large. In additon, investment in
altematve assets such as corporate bonds, property, hedge funds and private equity
e not provided protecton.

> High corporate credit spreads mask an increasing liabilty
Corporate bond yieids ara carrenty used o value pension liabilfies undr IFRS, and
the sharp increasa in ields will parially cfsat asset falks in balance shests. However,
thera s  wide discrepancy in roal discount rates used, distoring comparison of
‘companies. Thero is also potential for accounting standard sefters ta roquir the Use
tiscfroe rates which we think would better rfiect the value of pension liabiiies. We
have estimated the impact both of standardising discount rales and moving 1o risk

> Stock conclusions
Companies where our enalysis gves particular concem aboul pension liabillies
nclude Britsh Arvays, AlcatekLucent, BT Group, Alos Orign, Lioyds TSB, Deutsche
Postand TUL
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= Availability of finance for generation investment
m  Other consequences of the financial crisis
= Investment scenarios

m  Conclusions



Conclusions from our note -The tide goes out  gXANE BNP PARIBAS

It’s only when the tide goes out that you learn who’s been swimming naked. Warren Buffet

Equities

s Credit more difficult to obtain, and more expensive
s Weak balance sheet a big competitive disadvantage
s Expect equity of weakest companies to be wiped out

m  Expect stronger companies to cut dividends, share buy backs and capital
expenditure

s Expect companies which have driven growth through acqusitions and debt funded
projects to stall and de-rate

m Beware seemingly clean or net cash year end balance sheets — they are not always
what they might seem

= Our proprietary analysis of need for refinancing needs and debt covenants shows that even
apparently healthy companies can have refinancing problems

A fundamental shift in the balance of power from equity to debt holders



Large spread between different quality EXANE BNP PARIBAS
borrowers
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Utility CDS spreads EXANE BNP PARIBAS
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m Pre credit crunch spreads were 35-
B Enel SpA

75bp for large utility companies B National Gri
m EoetC
m  Returned to close to these levels in Elect de France

B Gaz de France

summer 2008 ' B scottish & Southern

RWE AG
m Credit crunch has increased these
to unprecedented levels
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= Price under 100bp for higher quality
names
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Financing difficult, expensive, but still available gxane ene PARIBAS
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Utility bond issuance, Nov 2008

u Debt issuance |S St'” pOSS|b|e |n Company Currency (Size () (Maturity  Spread (bp)
EDF £ 400 2022 270
the sector: Gasunie £ 400 2013 256
. Mational Grid ELIR GO0 2014 A0R
= GDF-Suez issued EUR2.54bn GOF Suez CHF &0 2012
bonds on 17 and 22 October zontrce S O =
(EUR and £). Centrica EUR 400 2014 251
SDF Suez CHF 900 2013
H H H H =DF Suez CHF 450 2012
= National Grid. Refinancing cOE ZUn 05015 555
programme of £3bn year to date, E.ON CHF 250 2012
with £0.5bn in September. Sy S e i
. EnBW ELUR a0 2013 55
[ | £1 1 bn Synd|Cated |Oan to EDF fOr Iherdrola EUR 1000 2011 290
British Energy acquisition. Further Serdrols S o2 2
issuance by EDF expected RWE EUR 1000 2018 255
= Several issues over last month Source: Bloomberg
(see table). Utility net debt / EBITDA 2002-10
= Equity investment S -
= Centrica rights issue for British E 2o |
Energy acquisition 3. /

T T T T T T T T 1
2002 2003 2004 2005 2006 2007 2008e 2009e 2010e

E.ON EDF — — — Iberdrola RWE



Confidence in capital expenditure plans by EXANE BNP PARIBAS
some major groups
8
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m E.ON:

= “Despite the more difficult financing environment, we stand by our EURG63bn
investment programme for 2007-2010".

= Statement by Wulf Bernotat, CEO, 27 November 2008 to Berlin conference

m RWE:

= “Mid-term capex programme significantly stepped up”
m  “Current times are period of risk and opportunity”

= Statements by Dr Rolf Pohlig, CFO, 1 December 2008 at presentation to Exane
BNP Paribas

m EDF;

= Acquisition of British Energy, planned investment in new nuclear, on top of
existing power stations plans

= Proposed acquisition of 50% stake in Constellation energy nuclear business



But this is not uniform &ANE BNP PARIBAS
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= ENEL:
= EURS5-6bn in 2009-10 (previously 8bn)

m Gas Natural/Union Fenosa

= Aggregate capex plan cut in half

m |berdrola
= Cutting by EUR2bn in 2009 (EUR1bn in core, EUR1bn in Iberdrola Renovables)
m GDF-Suez

= “Economics of some plans could become questionable”

m  Other anecdotal evidence suggests delay and cancellation to plans



Sharp fall in value of focused renewable EXANE BNP PARIBAS
companies
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European listed renewable energy company

: e : share prices, Dec 2008=100
m Parent companies may provide financing for )

listed subsidiaries

m  Capital harder to obtain

=  EUR500m capital increase at EDF EN
successful but only slightly over-
subscribed.

8

8

= ERG Renew cancelled a planned
increase.

s Decline in IRRs of new projects from
increased capital costs and higher cost of
capital.

8 8 8

= Limited value now placed on pipeline

0 T T T T T T T T T T T T T T T T T T T |
m  Expect capex cuts, particularly in smaller
players
= Smaller players likely to sell assets to allow

developments to be financed. ——HPRimaes bedoaRrowetes - - - -HFEN
BRGRaewv —Thedia




Increased cost of capital GXANE BNP PARIBAS
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Equity beta for European utilities with UK operations vs DJ STOXX
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Iberdrola

m Risk for pure generators higher than integrated utilities

m Weighted average cost of capital for European integrated groups is now 7.2-9.9% nominal, up from
6.5-8.0% 6 months ago.

m Risk for independent generators is higher.
= Required nominal returns even now are lower than is often suggested.

= But deflation expectations could mean expected real returns have increased dramatically.



Falling capital costs EXANE BNP PARIBAS
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m  Construction costs now under downward pressure

m  Commodity price falls likely to lead to significant
downward pressure on prices following sharp rise

in 2007-08 Steel prices, 2000-08
= \We estimate nuclear construction costs at 110 4 f"\.l
EUR2200/kW (down from EUR2800/kW, but o 1 “
higher than EUR1900/kW a year ago). 3 EZZ | /fj-' >\~ Agis
= CCGT cost estimate down to EUR550/kW wl R
(previously EUR750/kW). TR EEEEEEEER
§ 38338585388 88383813:8
m Cancellations would lead to further downward e et e o e e T sty
pressure, but no evidence of this yet (Alstom Saurce: B

reported 2.5 year backlog recently).
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Falling input commodity prices

Coal : Front Year (API12, API4)
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European Gas : Front Month (NBP, TTF)

04/12/2008 83.86 <l — —
1712y g3
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Electricity price falls across the forward curve , gxAne BNP PARIBAS
with increased volatility from lower liquidity
14

German Electricity Forward prices, EUR/MWh

Equities
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Summary of change in factors affecting new GXANE BNP PARIBAS

" investment
Equities v

Factor Shortterm  Comment
impact

Availability and cost of finance Negative Finance still available for high quality names. For
other companies, capital available but at much higher
price.

Cost of capital Negative

Capital costs Positive Evidence of impact of falling commodity prices
beginning to have an effect on prices

Prices Negative Prices could be higher in the medium term if
generation investment postponed.

Demand destruction Negative Depends on depth and duration of recession.
Cumulative impact of 2 year recession 7% of GDP
compared to previous “Business as usual” scenarios.




What hasn’t changed? EXANE BNP PARIBAS
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m Long term oil prices (?)
= Exploration activity has collapsed as has development spending.
= Supply constraints likely to be met quickly when there is an upturn

= Need for new investment in power generation to replace retiring capacity

m Stated desire by governments to meet CO2 reduction targets

= Affordability of current policy not questioned by government today...
= ...butis current suite of policies sustainable?



Generation capacity needs GXANE BNP PARIBAS
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in Gw*!

800

600 Additional demand

700 300 000 MW
until 2020

00 Replacement need

500

Coal, oil, gas
400

300

2004
Wind 4.8%
B Coal oil, gas 530%

Hydro power i Nuclear 18.9%
B Hydropower 182%

200

100

2005 2010 2015 2020 2025 2030

Source: RWE



Generation capacity needs in Europe to 2020  \gxAnE BNP PARIBAS

Equities

450 +

400 -

350 -

300 A

250 -

200 A

1650 -

100 -
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New Energy Low New Energy High Baseline Low Baseline High Planned

| Solids o QOil m Nuclear m Gas O Renewables

Source: European Commission, Platts



Plans for generation investment in Europe GXANE BNP PARIBAS
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Generation Capacity planned, in development and in construction

140 GW - vs. on-line yaar Generation Capacity planned,

— in development
| 'Wind 450 W — and in congtruction

120 GW -

100 GW ] a ztt:am 350 GV - ! mWind
| | Jther .
50 GW - m il 005 R
O Muclear 250 GW 4 m Cther
B0 GW | - N O Gas 200 GW ~ m il
a0 5w — W Coal 160 GW o O Muclear

- 100 GW @ Gas
R Bl gull e
[— .
_,.—.,._,_-.,..,.-.,.-.,.- e OG-
I:I 'EW = T T T T 1 FU'tlJl'E

2008 2000 210 20N 2012 2013 24 26 2018 2018 2020 2025

Source: European Commission, Platts



Investment scenarios WANE BNP PARIBAS

Equities
20

Scenario Major international Other / independent
groups

Benign Increase with capacity Increase with capacity mix as envisaged by EC
mix as envisaged by
EC exploiting lower
capital costs

No impact Proceed as planned Proceed as planned

Limited cancellations = Proceed as planned Some postponement / cancellations

Significant Some postponement  Significant postponement / cancellations
cancellations / cancellations of later
projects

Severe Crisis Postponement / Sustained limited availability of capital forces
cancellation of early significant level of cancellations
and later projects
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Likely implications EXANE BNP PARIBAS

Investment is needed and capital is available from well financed companies
= When capital markets open continuously, utilities likely to be the first to benefit

Financially stretched companies will:
= Cut capex
= Or make asset disposals to allow necessary capex to proceed

Opportunistic M&A activity
= Acquisition of financially distressed companies
= Acquisition of non-strategic assets

Aggregate investment in physical assets to fall or be postponed
= Likely to affect all fuels, especially given uncertain policy environment

= Except for nuclear when capex spend is either committed or currently in early planning
stage

Electricity market to become more concentrated
= Major utilities will grow organically at expense of smaller players

Policy environment
= Increase focus on evidence?



A rapid expansion of nuclear? “ANE BNP PARIBAS
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Cumulative nuclear capacity in France, 1977-

70000 +

60000 - ‘ ”
s”'
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$

40000 | ’
30000 ‘
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10000 - ‘
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N | |

1975 1980 1985 1990 1995 2000 2005 2010 2015

Cumulative installed capacity (MW)

Source: Exane BNP Paribas analysis of company data
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Important notice: Please refer to our complete disclosure notice available on www.exane.com/compliance

This research is produced by EXANE SA and / or EXANE LTD (“EXANE”) on behalf of themselves. EXANE SA is regulated by the "Autorité des Marchés
Financiers" (AMF) and EXANE LTD is regulated by the "Financial Services Authority" (FSA). In accordance with the requirements of FSA COB 7.16.7R and
associated guidances “Exane’s policy for managing conflicts of interest in relation to investment research" is published on Exane’s web site (www.exane.com).
Exane also follows the guidelines described in the code of conduct of the AFEI (Association Francaise des Entreprises d'Investissement) on "managing conflicts of
interest in the field of investment research”. This code of conduct is available on Exane’s web site (www.exane.com).

This research is solely for the private information of the recipients. All information contained in this research report has been compiled from sources believed to be
reliable. However, no representation or warranty, express or implied, is made with respect to the completeness or accuracy of its contents, and it is not to be relied
upon as such. Opinions contained in this research report represent Exane's current opinions on the date of the report only. Exane is not soliciting an action based
upon it, and under no circumstances is it to be used or considered as an offer to sell, or a solicitation of any offer to buy.

While Exane endeavours to update its research reports from time to time, there may be legal and/or other reasons why Exane cannot do so and, accordingly,
Exane disclaims any obligation to do so.

This report is provided solely for the information of professional investors who are expected to make their own investment decisions without undue reliance on this
report and Exane accepts no liability whatsoever for any direct or consequential loss arising from any use of this report or its contents.

This report may not be reproduced, distributed or published by any recipient for any purpose. Any United States person wishing to obtain further information or to
effect a transaction in any security discussed in this report should do so only through Exane Inc., which has distributed this report in the United States and, subject
to the above, accepts responsibility for its contents.

BNP PARIBAS has acquired an interest in VERNER INVESTISSEMENTS the parent company of EXANE. VERNER INVESTISSEMENTS is controlled by the
management of EXANE. BNP PARIBAS's voting rights as a shareholder of VERNER INVESTISSEMENTS will be limited to 40% of overall voting rights of VERNER
INVESTISSEMENTS.

Exane BNP Paribas research is also available on the website (www.exanebnpparibas-equities.com) as well as on Bloomberg (EXAA), First Call and Reuters.



