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Industry ViewIndustry View CautiousCautious
Price targetPrice target €13.00€13.00
Shr price, close (Nov 3, 2015) €12.85
52-Week Range €17.40-11.50
Mkt cap, curr (mn) €4,464

Fiscal Year Ending 12/14 12/15e 12/16e 12/17e

EPS (€)** 0.36 0.64 0.54 0.49
ModelWare EPS (€)ModelWare EPS (€) 0.550.55 0.730.73 0.540.54 0.490.49
Prior EPS (€)** - 0.69 0.46 0.41
Consensus EPS (€)§Consensus EPS (€)§ 0.480.48 0.660.66 0.590.59 0.630.63
*EV/EBITDA 10.9 10.6 11.4 11.5
P/E** 42.2 20.0 23.9 26.2
Div per shr (€) 0.29 0.37 0.27 0.25
Div yld (%) 1.9 2.8 2.1 1.9
FCF yld ratio (%)** 8.7 10.2 8.9 8.8
*Net debt (€mn) 4,060 3,592 3,365 3,171
*Net debt/EBITDA 4.3 4.3 4.5 4.3
Unless otherwise noted, all m etrics are based on Morgan Stanley ModelWare fram ework
** = Based on consensus m ethodology
§ = Consensus data is provided by Thom son Reuters Estim ates
e = Morgan Stanley Research estim ates
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Feedback from 9M15 Conference Call

We are upping our 2015-17 earnings estimates, on the back of the
9M15 beat in generation. The main driver is higher revenues from
ancillary services. We retain our UW on Verbund due to premium
valuation, muted outlook and level of leverage.

What's Changed?What's Changed? From:From: To:To:

VerbundVerbund
Price Target €11.00 €13.00

Change in estimates for 2015-17: On the back of the 9M15 beat in
generation reported by the company we revise our estimates by +9-17-20%.

Positive surprise from ancillary services: The main driver of our revised
estimates is higher revenues from control, balancing energy and sale of
congestion management services. Management revised its 2015 guidance
upwards to account for this. Beyond mentioning the range of €80-120m
achieved for 2014-15, management stopped short of providing a normalised
level for 2016 – we increase our forecasts to account for this.

Management provided incremental information relating to:
-the split of power zones between Austria and Germany : Management
expressed a very balanced opinion on the matter – while this could drive
power prices higher, it argues this is in contradiction to integration of
European power markets and implies further cost for Austrian residential and
industrial clients. We argue it also represents a risk for Verbund, which benefits
from the optimisation between peak and base prices thanks to its flexible fleet,
as flagged in our reportreport dated 27 October 2015.
-development around Mellach plant : Management confirmed that it is
looking again at selling the plant, with the process starting now. The CFO
stated that interest for the asset has been formulated. He stopped short of
commenting on the type of potential buyers interested though.

Our Underweight rating on Verbund is driven by the relative premium on
short-term multiples (2016-17e P/E 19-26x) and a balance sheet / rating that
allows little room for manoeuvre, with 4.5x Economic ND/EBITDA 16e. We
believe there is still better value elsewhere in the sector for investors looking
to play a rebound in commodities.

Where we could be wrong: 1)A short-term rebound in the commodity
environment; 2) Management has said that it remains focused on further FCF
optimisation, but we see limited leeway from a capex and opex perspective;
3/Higher profit from ancillary services than we currently assume (at €120m in
2015 and €85m from 2016 onwards).

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As a result,
investors should be aware that the firm may have a conflict
of interest that could affect the objectivity of Morgan
Stanley Research. Investors should consider Morgan
Stanley Research as only a single factor in making their
investment decision.
For analyst certification and other important disclosures,For analyst certification and other important disclosures,
refer to the Disclosure Section, located at the end of thisrefer to the Disclosure Section, located at the end of this
report.report.
+ =  An alysts emp loyed  by n on -U .S.  a ff ilia tes are n o t reg istered  w ith  F INRA, may
n o t be associated  person s o f th e member an d  may n o t be su b ject to  NASD/NYSE
restriction s on  commu n ication s w ith  a  su b ject compan y, pu b lic appearan ces an d
trad in g  secu rities h eld  by a  research  an alyst accou n t.
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Price Target   €13 Derived from base case scenario

Bull €22
41x EPS 16e

Power prices recover to a more normalised level and the
equity story refocuses on core hydro: Based on intrinsic NAV.
We assume German power prices reach €45-€55/MWh in the long
term (base/peak) and earnings are no longer affected by loss-
making assets. No change vs base case for ancillary services.

Base €13
24x EPS 16e

Mark-to-Market scenario: Weak commodities mean that we
continue to base our price target on short-term multiples, not
intrinsic NAV. PT derived from a multiple-based valuation on
2016e EPS and EV/EBITDA, using the midpoint between MtM and
a scenario of higher power prices (return to €40/MWh), and using
P/E and EV/EBITDA multiples at the historical LT premium
(40%/30%) versus normalised level for peers of 14x and 7x
respectively. We reduce losses associated with remaining thermal
assets in the long term (i.e. from 2020e). We assume a normalised
level of ancillary services at €100m from 2016 onwards, i.e. the
midpoint of the past 2 years, in the absence of further indication
from management.

Investment ThesisInvestment Thesis

Limited upside potential to short-term earnings,
particularly with regard to optionality around
thermal assets.

Relative valuation is at a premium to the c.40%
historical premium vs peers.

Limited leeway at the balance sheet level (4.5x
Econ ND/EBITDA 16e).

Key Value DriversKey Value Drivers

Were power prices to rally, driven by recovering
CO2/coal prices, or there was evidence of plant
closures. Each +/-€1/MWh implies +/-€27mn to
EBIT and +/-10% to EPS in 2016e.

Potential CatalystsPotential Catalysts

4Q15: adoption of the final terms of the Market
Stability Reserve for the carbon market.

FY15e results: 09/03/2016

GuidanceGuidance

2015 EBITDA: €900m (reported) / net income
adjusted: €270m (reported: €240m)

Risks to Achieving Price TargetRisks to Achieving Price Target

Sharp rebound or deterioration of the power price
environment, driven either by carbon price or by
coal price.

Bear €8
15x EPS 16e

No recovery in the power market, with the current commodity
complex persisting in the long term: this is derived from intrinsic
value based on a traditional SOP. We also assume that losses
associated with remaining thermal assets continue in the long
term. No change vs base case for ancillary services.

 

Verbund (UW) Risk/RewardVerbund (UW) Risk/Reward

Premium valuation, muted outlook and concerns on the B/S point to downside to the base case

Sou rce: Th omson  Reu ters (h isto rica l sh are p rice data),  Morgan  Stan ley Research  estimates
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Key Takeaways from 9M15 ResultsKey Takeaways from 9M15 Results

Key takeaways from 9M15: Verbund reported results ahead of expectations at the 9M15 stage: it reported
EBITDA at €728m (6% higher than ours and 10% higher than consensus expectations), EBIT at €386m (-6% vs
ours and in line with consensus expectations) and net income at €229m (5% higher than ours and 12% higher
than consensus expectations). The beat is coming from the generation division, helped by a stable ARPU (we had
assumed a lower ARPU in 3Q15 given the weakening of the operating environment) and by additional revenues
from ancillary services (i.e. balancing energy and congestion management). The beat at the EBITDA level is
feeding into the net income – see our reportreport for more details.

During the conference call, management provided 3 incremental pieces of information:

-Additional revenues from control, balancing energy and sale of congestion management services :
Management confirmed that the 80% of the revised guidance for FY15 is stemming from this part (i.e. +€40m
YoY increase in 3Q15). Management stopped short of providing a guidance of what would be a ‘normalised’
level for 2016 onwards, stressing that 2012-13 were at a lower level vs 2014 (€80m in total) and 2015e (€120m
expected), due to the increased volatility of the power price in Austria and Germany. As a result, we understand
that the €80-120m range is a reasonable assumption for 2016 onwards, which will be recorded mainly in the
generation division. In our revised 2016 forecasts, we increase our expectation from these revenues to €85m,
and we recognise there could be upside risk to this number.

-Split of power zones between Austria and Germany : Management expressed a balanced opinion on the
matter. If and when the split is implemented, it could drive a higher power price in the Austrian zone. But we
believe this is before taking into account the offset from lower revenues in ancillary services, as highlighted in
our report published 27/01/2015 (Utilities: Risks of potential split between Austrian/German power zoneUtilities: Risks of potential split between Austrian/German power zone
outweigh benefitsoutweigh benefits  ). Besides management stressed the negative impact on Austrian households and Austrian
economy as a whole, on top of being contradictory to the objective from the European Union of integrating the
electricity market. Overall, management remains very cautious on the matter, and we continue to see it as a risk
area for the company.

-Mellach thermal plant : Management confirmed on the conference call that it is looking again at potential
options to sell the plant, following the impairment (remaining book value post impairment at c€90m) and the
arbitration court ruling. The process is starting now, so it is early stage, but the CFO stated that interest for the
asset has been formulated. He stopped short of commenting on the type of potential buyers interested though.

Changes in our estimates: We revise our forecasts by 9-17-20% for 2015-17e, taking into account the
following elements
-for 2015, lower hydro coefficient in 3Q15 (-€40m at the EBITDA level), more than offset a positive surprise on
the ARPU in generation (flat level of ARPU announced at 9M15 despite the weaking of the operating
environment) and by incremental revenues from ancillary services (+€40m at the EBITDA level, including the
c€20m reduction in losses from the Mellach plant). Overall we remain slightly below company guidance (at
€900m), potentially explained by an acceleration of cost cutting in 4Q15e. On top of these elements, we now
take into account the impairment associated with the Mellach gas plant (-€64m), and adjust for the bond
buyback programme to be booked in 4Q15 (i.e. for €150m, a lower amount than the initial €250m). Overall, we
raise our 2015e EPS by 9%.
-for 2016 onwards, we revise our forecasts to reflect higher revenues from ancillary services (we now assume
€85m, and we recognise there could be upside risk to this number). This implies a revision of +17-20% for EPS
2016-17e.

Change in PT: We use an unchanged methodology to set our price target, i.e. based on 2016 multiples and
using the midpoint between MtM and a scenario of higher power prices (return to €40/MWh). The revised base
case forecasts drive an increase in our Price Target, from €11 to €13 (rounded).
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Similarly, our revised forecasts lead to higher values for our bull case (from €21 to €22) and bear case (from
€7 to €8).

Exhibit 1:Exhibit 1: What's Changed in our Forecasts

€ million 2015e 2016e 2017e

EBITDA

New Forecast 877 755 731

Old Forecast 849 717 692

% Change 3 5 6

ORDINARY NET EARNINGS

New Forecast 254 187 171

Old Forecast 233 160 142

% Change 9 17 20

REPORTED EPS (€)

New Forecast 0.64 0.54 0.49

Old Forecast 0.69 0.46 0.41

% Change (6) 17 20

CAPEX

New Forecast 287 295 322

Old Forecast 287 295 322

Abs Change 0 0 0

ARPU (€/MWH)

New Forecast 35.0 32.5 31.5

Old Forecast 34.8 32.5 31.5

Abs Change 0 (0.0) 0

% Change 0 (0) 0

Sou rce: Morgan  Stan ley Research  estimates
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Verbund (Underweight, PT €13) – Summary of our investment caseVerbund (Underweight, PT €13) – Summary of our investment case

Premium valuation, muted outlook and concerns on the balance sheet. Our Underweight rating
on Verbund is driven by the relative premium on mid-term multiples (2016-17e P/E 19-26x) and a
balance sheet / rating that allows little room for manoeuvre, with 4.5x Economic ND/EBITDA 16e. Our
analysis of the options open to Verbund's management to drive upside explores asset rotation, a
rebound in the grid contribution, upside from commodity price rises and scope for more opex/capex
reductions. We see little room for manoeuvre and limited value in these scenarios. As a result, we believe
there is still better value elsewhere in the sector for investors looking to play a rebound in commodities.

We see earnings erosion at Verbund in the current commodity environment, despite the
restructuring measures announced in 2013-15. Our estimates reflect a declining earnings curve with -7%
CAGR EPS 2014-16e. This compares unfavorably to peers.

P/E looks unjustified at current levels. On our estimates, the stock is trading on 19-26x 2016-17e
P/E. The stock has historically traded at a c40% premium to fixed-cost generators on P/E, but the
premium today stands at >100% on 2016e earnings – which we think is difficult to justify, especially
given the declining earnings profile, unattractive DY and a balance sheet under pressure.

Where could we be wrong? 1) A short-term rebound in the commodity environment, driven by the
coal or carbon price, would positively impact the stock. Management noted its ‘slightly more constructive
view on power price’ by 2019-20 on the 1H15 conference call, the first positive comment on the pricing
outlook in a long time. This is driven by a combination of a revised energy policy in Germany, a
slowdown in the build-up from renewable capacity, and asset retirement to come. 2) Management has
said that it remains focused on further FCF optimisation, but we see limited leeway from a capex and
opex perspective. We note though that management is involved in active debt management, with an
ongoing bond buyback programme and optimization of financial interests for 2016. 3) Higher profit
from ancillary services than we currently assume (at €120m in 2015 and €85m from 2016 onwards).
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Verbund FinancialsVerbund Financials

Exhibit 2:Exhibit 2: Verbund P&L (2013-20e)

EU R million 2013 2014 2015e 2016e 2017e 2018e 2019e 2020e

Sales 3,182 2,826 2,351 2,581 2,585 2,629 2,666 2,586

EB ITDA 1,296 861 877 755 731 741 744 785

G row th 5% -34% 2% -14% -3% 1% 0% 6%

Depreciation  Amortisation -1,150 -449 -441 -390 -393 -397 -401 -410

EB IT 146 412 436 365 338 344 343 375

G row th -84% 182% 6% -16% -7% 2% 0% 9%

Total in terest in come (expen se) -155 -159 -147 -103 -99 -89 -81 -81

In come from equ ity in vestmen ts 510 30 30 28 27 28 28 28

O th er F in an cia l Resu lt 23 -29 23 23 23 23 23 23

Extrao rd in ary in come 0 0 0 0 0 0 0 0

Pre-tax in come from con tin u in g  operation s 523 254 343 313 289 305 312 344

Taxation 122 -98 -69 -71 -65 -69 -71 -79

Net In come 646 155 274 242 224 236 241 265

Min o rity in terests -66 -54 -51 -55 -53 -54 -54 -54

Net in come from d iscon tin u ed  operation s 0 25.1 0 0 0 0 0 0

Net in come G rou p  Sh are 580 126 224 187 171 182 187 211

G row th 49% -78% 78% -17% -9% 7% 3% 13%

o/w  O rd in ary 286 216 254 187 171 182 187 211

G row th -45% -25% 18% -27% -9% 7% 3% 13%

Dividen d 347 101 127 93 85 91 93 106

EPS 1.67 0.36 0.64 0.54 0.49 0.52 0.54 0.61

O rd in ary EPS 0.82 0.62 0.73 0.54 0.49 0.52 0.54 0.61

Modelw are EPS 0.82 0.62 0.73 0.54 0.49 0.52 0.54 0.61

DPS 1.00 0.29 0.37 0.27 0.25 0.26 0.27 0.30

No . o f  sh ares 347 347 347 347 347 347 347 347

ARPU  (EU R/MW h ) 48 39 35 32 31 32 32 32

Hedg in g  level (%) 97% 43%

Sou rce: Compan y data ,  Morgan  Stan ley Research  e= Morgan  Stan ley Research  estimates
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Exhibit 3:Exhibit 3: Verbund Balance Sheet (2013-20e)

EU R million 2013 2014 2015e 2016e 2017e 2018e 2019e 2020e

Tan g ib le assets 9,399 9,437 9,083 8,962 8,891 8,839 8,985 9,123

In tan g ib le assets 799 796 796 796 796 796 796 796

Compan ies u n der equ ity meth od 264 260 280 298 316 333 351 368

O th er in vestmen ts 87 102 102 102 102 102 102 102

Lon g  Term In vestmen t - Cross B o rder Leasin g 276 317 317 317 317 317 317 317

F in an cia l receivab les an d  o th er f in an cia l assets 220 254 254 254 254 254 254 254

F ixed  assets 11,045 11,167 10,832 10,730 10,677 10,642 10,806 10,961

In ven to ries 85 57 42 53 53 54 55 52

Trade Receivab les an d  O th er 1,458 973 953 974 976 978 980 973

Trade Receivab les 492 349 329 350 352 354 356 349

O th er 966 624 624 624 624 624 624 624

Cash  +  Cash  Equ iva len ts 83 42 42 42 42 42 42 42

Cu rren t assets 1,626 1,071 1,037 1,068 1,071 1,074 1,077 1,066

To ta l assets 12,809 12,247 11,879 11,808 11,757 11,725 11,893 12,037

Sh are Cap ita l 347 347 347 347 347 347 347 347

Reserves 954 954 954 954 954 954 954 954

Reta in ed  Earn in gs 3,157 3,638 3,386 3,509 3,569 3,646 3,743 3,839

Net Pro f it fo r th e Period 482 -252 123 60 77 97 96 118

Sh areh o lders' equ ity 4,940 4,688 4,811 4,871 4,948 5,045 5,141 5,258

Min o rity in terests 606 591 642 697 750 804 857 911

F in an cia l Deb t 3,000 2,469 1,992 1,765 1,571 1,375 1,390 1,374

Cross B o rder Leasin g 360 431 431 431 431 431 431 431

Provision s 1,319 1,331 1,331 1,331 1,331 1,331 1,331 1,331

Con tribu tion s to  bu ild in g  costs 685 740 740 740 740 740 740 740

Deferred  In come - Cross B o rder Leasin g 52 50 20 30 40 50 50 50

O th er Liab ilities 151 192 192 192 192 192 192 192

Non  Cu rren t Liab ilities 5,750 5,394 4,886 4,670 4,486 4,300 4,315 4,299

F in an cia l Deb t 654 806 806 806 806 806 806 806

Provision s 324 249 249 249 249 249 249 249

O th er Liab ilities 534 517 483 515 517 520 523 513

Cu rren t Liab ilities 1,512 1,573 1,539 1,570 1,573 1,576 1,579 1,568

To ta l liab ilities an d  equ ity 12,808 12,246 11,878 11,807 11,756 11,724 11,892 12,036

To ta l Econ omic Net Deb t 3,666 4,060 3,592 3,365 3,171 2,975 2,990 2,974

Econ . Net Deb t / EB ITDA 2.8 4.7 4.1 4.5 4.3 4.0 4.0 3.8

FFO  / Net Deb t (%) (compan y def .) 23 18 19 19 19 21 21 22

FFO  / Net Deb t (%) (S&P def .) 16 14 20 20 21 23 23 24

Sou rce: Compan y data ,  Morgan  Stan ley Research  e= Morgan  Stan ley Research  estimates
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Exhibit 4:Exhibit 4: Verbund Cash Flow Statement (2013-20e)

EU R million 2013 2014 2015e 2016e 2017e 2018e 2019e 2020e

Net in come 646 181 274 242 224 236 241 265

Min o rities sh are 0 0 0 0 0 0 0 0

Depreciation  an d  amortization 1,183 479 441 390 393 397 401 410

EMI 691 -19 -30 -28 -27 -28 -28 -28

Dividen d  Received 14 14 11 10 10 10 10 10

Losses (ga in s) f rom d isposals -8 -8 0 0 0 0 0 0

O th er n on -cash  items -1,465 -31 -30 10 10 10 0 0

Ch an ges in  p rovision s an d  deferred  taxes -195 -183 0 0 0 0 0 0

O peratin g  cash  f low  befo re w ork in g  cap ita l 865 433 666 624 609 625 624 658

Ch an ges in  w ork in g  cap ita l -28 285 0 0 0 0 0 0

O peratin g  cash  f low 837 718 666 624 609 625 624 658

Main ten an ce -150 -135 -150 -162 -153 -139 -139 -139

Developmen t -197 -207 -137 -133 -168 -204 -408 -408

Acqu isition -213 -118 0 0 -1 -1 -1 -1

Proceeds from asset d isposals 18 29 150 0 0 0 0 0

F in an cia l in vestmen ts -706 -143 0 0 0 0 0 0

Proceeds from d isposals o f  f in an cia l in vestmen ts 828 593 0 0 0 0 0 0

Ch an ges in  con so lidation 0 0 0 0 0 0 0 0

O th er 0 0 0 0 0 0 0 0

In vestin g  cash  f low -420 18 -87 -270 -322 -344 -548 -548

F ree Cash  F low  after to ta l capex 417 736 579 354 287 281 76 110

o/w  F ree Cash  F low  after Main ten an ce capex 1,533 1,204 716 487 456 486 485 519

Dividen d  paymen ts -306 -418 -101 -127 -93 -85 -91 -93

Net Cash  F low 112 318 478 227 194 196 -15 16

Cap ita l in crease 0 0 0 0 0 0 0 0

Ch an ges in  Sh o rt term bo rrow in g -61 25 0 0 0 0 0 0

Ch an ges o f Lon g  term deb t -90 -389 -478 -227 -194 -196 15 -16

O th er 0 6 0 0 0 0 0 0

F in an cin g  cash  f low -456 -777 -579 -354 -287 -281 -76 -110

Cash  Cash  Equ iva len t movemen t -38 -41 0 0 0 0 0 0

Sou rce: Compan y data ,  Morgan  Stan ley Research  e= Morgan  Stan ley Research  estimates
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Exhibit 5:Exhibit 5: Verbund Divisional Reporting (2013-20e)

EU R million 2013 2014 2015e 2016e 2017e 2018e 2019e 2020e

Pow er gen eration  an d  sa les 2,820 2,509 1,929 1,893 1,879 1,904 1,922 1,811

Netw orks 633 526 581 596 613 630 647 677

O th er -272 -210 -158 91 93 95 97 99

Elimin ation s

Sales 3,182 2,826 2,351 2,581 2,585 2,629 2,666 2,586

Pow er gen eration  an d  sa les 1,208 799 730 641 609 610 605 627

Netw orks 153 128 214 182 190 198 207 228

O th er -65 -66 -67 -67 -68 -68 -69 -69

EB ITDA 1,296 861 877 755 731 741 744 785

Pow er gen eration  an d  sa les 145 429 369 333 300 301 294 312

Netw orks 84 58 142 108 114 120 126 141

O th er -83 -75 -75 -76 -76 -77 -77 -78

EB IT 146 412 436 365 338 344 343 375

Capex

Dvpt 197 207 137 133 168 204 408 408

Pow er 71 53 18 5 48 62 123 123

G rid 126 127 93 121 119 143 285 285

O th er 0 27 26 7 1 0 0 0

Main ten an ce 150 135 150 162 153 139 139 139

Pow er 110 95 110 99 99 99 99 99

G rid 30 30 30 53 44 30 30 30

O th er 10 10 10 10 10 10 10 10

Acqu isition 0 0 0 0 1 1 1 1

Pow er 0 0 0 0 0 0 0 0

G rid 0 0 0 0 0 0 0 0

O th er 0 0 0 0 0 0 0 0

To ta l O peratin g  Capex 347 342 287 295 322 344 548 548

F in an cia l 11 0 0 0 0 0 0 0

Pow er 181 148 128 104 147 161 222 222

G rid 156 157 123 174 163 173 315 315

O th er 10 37 36 17 11 10 10 10

To ta l Capex 358 342 287 295 322 344 548 548

Sou rce: Compan y data ,  Morgan  Stan ley Research  e= Morgan  Stan ley Research  estimates
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Endesa SA, ENEL, National Grid plc, Pennon Group, RWE AG, SSE.
Within the last 12 months, Morgan Stanley has received compensation for investment banking services from E.ON, EDF, EDP Energias de Portugal SA,
ENEL, National Grid plc, Pennon Group, Red Electrica, RWE AG, SSE, Verbund.
In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from Centrica, CEZ, E.ON, EDF,
EDP Energias de Portugal SA, EDP Renovaveis, Elia System Operator SA, Enagas, Endesa SA, ENEL, Enel Green Power S.p.A., ENGIE, Fortum, Gas
Natural Sdg SA, Iberdrola SA, National Grid plc, Pennon Group, Red Electrica, REN - Redes Energeticas Nacionais, RWE AG, Severn Trent, Snam, SSE,
Suez Environnement, Terna, Veolia Environnement, Verbund.
Within the last 12 months, Morgan Stanley has received compensation for products and services other than investment banking services from Centrica,
E.ON, EDF, EDP Energias de Portugal SA, Elia System Operator SA, Endesa SA, ENEL, ENGIE, Fortum, Gas Natural Sdg SA, Iberdrola SA, National
Grid plc, RWE AG, Severn Trent, SSE, Terna, Veolia Environnement, Verbund.
Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client relationship
with, the following company: Centrica, CEZ, E.ON, EDF, EDP Energias de Portugal SA, EDP Renovaveis, Elia System Operator SA, Enagas, Endesa SA,
ENEL, Enel Green Power S.p.A., ENGIE, Fortum, Gas Natural Sdg SA, Iberdrola SA, National Grid plc, Pennon Group, Red Electrica, REN - Redes
Energeticas Nacionais, RWE AG, Severn Trent, Snam, SSE, Suez Environnement, Terna, Veolia Environnement, Verbund.
Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, securities-related services to and/or in the past has
entered into an agreement to provide services or has a client relationship with the following company: Centrica, CEZ, Drax, E.ON, EDF, EDP Energias de
Portugal SA, Elia System Operator SA, Enagas, Endesa SA, ENEL, ENGIE, Fortum, Gas Natural Sdg SA, Iberdrola SA, National Grid plc, PGE Polska
Grupa Energetyczna S.A., Red Electrica, REN - Redes Energeticas Nacionais, RWE AG, Severn Trent, SSE, Terna, Veolia Environnement, Verbund.
An employee, director or consultant of Morgan Stanley is a director of ENGIE. This person is not a research analyst or a member of a research analyst's
household.
Morgan Stanley & Co. LLC makes a market in the securities of Endesa SA, ENEL, National Grid plc.
Morgan Stanley & Co. International plc is a corporate broker to Pennon Group, Severn Trent.
The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon
various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking
revenues.
Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making,
providing liquidity, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to and
buys from customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis. Morgan Stanley may have a
position in the debt of the Company or instruments discussed in this report.
Morgan Stanley Infrastructure Partners Fund is part of a consortium that acquired a 90% interest in Veolia Environment S.A.'s ("Veolia") UK regulated water
business. Veolia has retained a 10% stake in the UK regulated water business.
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.
STOCK RATINGS
Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan
Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of
buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley
Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley Research, in its entirety, and
not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An investor's decision
to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.
Global Stock Ratings Distribution
(as of October 31, 2015)
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our
ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover.
Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we correspond
Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.
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COVERAGE UNIVERSE INVESTMENT BANKING CLIENTS (IBC)
STOCK RATING CATEGORY COUNT % OF TOTAL COUNT % OF TOTAL

IBC
% OF RATING

CATEGORY
Overweight/Buy 1210 36% 340 43% 28%
Equal-weight/Hold 1445 43% 346 44% 24%
Not-Rated/Hold 91 3% 9 1% 10%
Underweight/Sell 651 19% 95 12% 15%
TOTAL 3,397 790

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received
investment banking compensation in the last 12 months.
Analyst Stock Ratings
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, over the next 12-18 months.
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the analyst's
industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage universe, on
a risk-adjusted basis, over the next 12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.
Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant
broad market benchmark, as indicated below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad
market benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad
market benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe -
MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.
Stock Price, Price Target and Rating History (See Rating Definitions)

Important Disclosures for Morgan Stanley Smith Barney LLC Customers

| November 4, 2015Verbund

MORGAN STANLEY RESEARCH

11



Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith
Barney LLC or Morgan Stanley or any of their affiliates, are available on the Morgan Stanley Wealth Management disclosure website at
www.morganstanley.com/online/researchdisclosures. For Morgan Stanley specific disclosures, you may refer to
www.morganstanley.com/researchdisclosures.
Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval is
conducted by the same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.
Other Important Disclosures
Morgan Stanley & Co. International PLC and its affiliates have a significant financial interest in the debt securities of Centrica, E.ON, EDF, EDP Energias de
Portugal SA, Elia System Operator SA, ENEL, ENGIE, Fortum, Gas Natural Sdg SA, Iberdrola SA, National Grid plc, Red Electrica, RWE AG, Severn
Trent, Snam, SSE, Terna, United Utilities, Veolia Environnement, Verbund.
Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within
the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.
Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to
the recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or
other factors. For all research available on a particular stock, please contact your sales representative or go to Matrix at
http://www.morganstanley.com/matrix.
Morgan Stanley Research is provided to our clients through our proprietary research portal on Matrix and also distributed electronically by Morgan Stanley
to clients. Certain, but not all, Morgan Stanley Research products are also made available to clients through third-party vendors or redistributed to clients
through alternate electronic means as a convenience. For access to all available Morgan Stanley Research, please contact your sales representative or go
to Matrix at http://www.morganstanley.com/matrix.
Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http://www.morganstanley.com/terms.html). By
accessing and/or using Morgan Stanley Research, you are indicating that you have read and agree to be bound by our Terms of Use
(http://www.morganstanley.com/terms.html). In addition you consent to Morgan Stanley processing your personal data and using cookies in accordance
with our Privacy Policy and our Global Cookies Policy (http://www.morganstanley.com/privacy_pledge.html), including for the purposes of setting your
preferences and to collect readership data so that we can deliver better and more personalized service and products to you. To find out more information
about how Morgan Stanley processes personal data, how we use cookies and how to reject cookies see our Privacy Policy and our Global Cookies Policy
(http://www.morganstanley.com/privacy_pledge.html).
If you do not agree to our Terms of Use and/or if you do not wish to provide your consent to Morgan Stanley processing your personal data or using cookies
please do not access our research.
Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the
circumstances and objectives of those who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and
strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of an investment or strategy will depend on an investor's
circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and
certain investors may not be eligible to purchase or participate in some or all of them. Morgan Stanley Research is not an offer to buy or sell or the
solicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. The value of and income from your
investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market
indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in
securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on
assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the
subject company's securities/instruments.
The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received
compensation based upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading
and capital markets profitability or revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists'
compensation is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular
trading desks.
The "Important US Regulatory Disclosures on Subject Companies" section in Morgan Stanley Research lists all companies mentioned where Morgan
Stanley owns 1% or more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research,
Morgan Stanley may have an investment of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them
in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley
Research may have investments in securities/instruments or derivatives of securities/instruments of companies mentioned and may trade them in ways
different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons.
With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to
use reliable, comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or
information in Morgan Stanley Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views
presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley
business areas, including investment banking personnel.
Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the
company of associated expenses unless pre-approved by authorized members of Research management.
Morgan Stanley may make investment decisions that are inconsistent with the recommendations or views in this report.
To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such
information is for your reference only. The reader should independently evaluate the investment risks and is solely responsible for their investment decisions.
Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan
Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation
or a solicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. To our readers in
Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities
in Hong Kong. If you have any queries concerning Morgan Stanley Research, please contact our Hong Kong sales representatives.
Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does
not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors shall have the relevant qualifications to invest in
such securities and shall be responsible for obtaining all relevant approvals, licenses, verifications and/or registrations from the relevant governmental
authorities themselves.
Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A.; in Mexico by Morgan Stanley México, Casa de Bolsa, S.A. de C.V
which is regulated by Comision Nacional Bancaria y de Valores. Paseo de los Tamarindos 90, Torre 1, Col. Bosques de las Lomas Floor 29, 05120 Mexico
City; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for Commodities related research reports only, Morgan Stanley Capital Group Japan Co.,
Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts responsibility for its contents) and by Bank Morgan Stanley AG, Hong Kong Branch; in
Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd
(Registration number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal responsibility for its contents and should be
contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research) and by Bank Morgan Stanley AG, Singapore Branch
(Registration number T11FC0207F); in Australia to "wholesale clients" within the meaning of the Australian Corporations Act by Morgan Stanley Australia
Limited A.B.N. 67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents; in Australia to
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"wholesale clients" and "retail clients" within the meaning of the Australian Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd
(A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its contents; in Korea by Morgan
Stanley & Co International plc, Seoul Branch; in India by Morgan Stanley India Company Private Limited; in Indonesia by PT Morgan Stanley Asia
Indonesia; in Canada by Morgan Stanley Canada Limited, which has approved of and takes responsibility for its contents in Canada; in Germany by Morgan
Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt
fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, which is supervised by the Spanish
Securities Markets Commission (CNMV) and states that Morgan Stanley Research has been written and distributed in accordance with the rules of conduct
applicable to financial research as established under Spanish regulations; in the US by Morgan Stanley & Co. LLC, which accepts responsibility for its
contents. Morgan Stanley & Co. International plc, authorized by the Prudential Regulatory Authority and regulated by the Financial Conduct Authority and
the Prudential Regulatory Authority, disseminates in the UK research that it has prepared, and approves solely for the purposes of section 21 of the
Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates. RMB Morgan Stanley (Proprietary) Limited is a member
of the JSE Limited and regulated by the Financial Services Board in South Africa. RMB Morgan Stanley (Proprietary) Limited is a joint venture owned
equally by Morgan Stanley International Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited. The
information in Morgan Stanley Research is being disseminated by Morgan Stanley Saudi Arabia, regulated by the Capital Market Authority in the Kingdom
of Saudi Arabia , and is directed at Sophisticated investors only.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (DIFC Branch), regulated by the Dubai
Financial Services Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial services to
which this research relates will only be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client.
The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. International plc (QFC Branch), regulated by the Qatar
Financial Centre Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail
Customers as defined by the QFCRA.
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of
investment advisory activity. Investment advisory service is provided exclusively to persons based on their risk and income preferences by the authorized
firms. Comments and recommendations stated here are general in nature. These opinions may not fit to your financial status, risk and return preferences.
For this reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations.
The trademarks and service marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no
warranties or representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages
relating to such data. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P.
Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.
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INDUSTRY COVERAGE: Utilities

COMPANY (TICKER) RATING (AS OF) PRICE* (11/04/2015)

Anna Maria Scaglia, CFA
Endesa SA (ELE.MC) E (04/30/2015) €20.22
ENEL (ENEI.MI) O (12/09/2014) €4.20
Enel Green Power S.p.A. (EGPW.MI) E (05/22/2014) €1.96
Snam (SRG.MI) E (10/22/2013) €4.87
Terna (TRN.MI) E (04/16/2014) €4.66

Anne N Azzola
Elia System Operator SA (ELI.BR) E (01/12/2015) €43.89
Verbund (VERB.VI) U (03/13/2014) €13.87

Bobby Chada
Centrica (CNA.L) O (01/12/2015) 232p
Drax (DRX.L) E (12/15/2014) 281p
E.ON (EONGn.DE) ++ €9.79
National Grid plc (NG.L) O (06/15/2015) 923p
Pennon Group (PNN.L) E (10/11/2011) 817p
RWE AG (RWEG.DE) E (03/05/2015) €13.58
Severn Trent (SVT.L) U (04/14/2015) 2,236p
SSE (SSE.L) O (03/20/2014) 1,539p
United Utilities (UU.L) U (11/04/2015) 983p

Carolina Dores, CFA
EDP Energias de Portugal SA (EDP.LS) O (04/03/2012) €3.46
EDP Renovaveis (EDPR.LS) O (06/28/2013) €6.58
Enagas (ENAG.MC) O (01/28/2014) €27.41
Gas Natural Sdg SA (GAS.MC) E (09/14/2015) €20.14
Iberdrola SA (IBE.MC) ++ €6.53
Red Electrica (REE.MC) E (01/10/2014) €79.47
REN - Redes Energeticas Nacionais (RENE.LS) E (06/15/2015) €2.80

Emmanuel Turpin
EDF (EDF.PA) U (09/14/2015) €17.42
ENGIE (ENGIE.PA) O (05/22/2014) €16.15
Fortum (FUM1V.HE) E (02/16/2015) €14.14
Suez Environnement (SEVI.PA) O (09/07/2015) €17.45
Veolia Environnement (VIE.PA) O (01/12/2015) €21.18

Igor Kuzmin
CEZ (CEZP.PR) E (05/12/2014) CZK 505.00
PGE Polska Grupa Energetyczna S.A. (PGE.WA) U (05/12/2014) PLN 14.60

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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