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Utilities Sector 
  

Ashley Thomas 

Sector comment: German nuclear levy proposal 

The inclusion of a €2.3bn per annum nuclear levy within the €80bn austerity package announced by the 
German government this week has come as a surprise to the German utilities and has created significant 
uncertainty regarding the nuclear extension plan. 

Whilst the Finance Ministry has stated that the levy is not explicitly linked to any lifetime extension proposal, 
the draft document recognises the need for nuclear extension and the annual €2.3bn levy is stable during 
the 2011-2014 forecast period (when nuclear output would reduce without an extension). Whilst we would 
view the proposed levy as part of the overall extension discussions, being shown the stick without sight of 
the carrot is an unpleasant experience. 

There is no explanation as to how the level of the €2.3bn level has been calculated, although given it is 
equivalent to around €16/MWh and given the document makes reference to the benefits nuclear power 
have received from the increase in the power price following the introduction of the emissions trading 
scheme, it could have been based upon the carbon price (although this would suggest a carbon price of 
around €20/t given the average German carbon intensity of around 0.8t/MWh). 

Nor is there any guidance as to how far the levy extends post the 2014 forecast period (we assume to the 
life of the plant) or whether any additional levies will be introduced explicitly linked with extension. 

Whilst we are expecting additional information on the safety standards required for any lifetime extension 
(e.g. improved reactor shielding or fog machines to protect against airplane strikes) to be released over the 
next few weeks, the critical issue remains the length of any lifetime extension, which we may not get until 
the end of July or even October. 

A lifetime extension period of between 4 to 28 years has been discussed, although we believe the focus 
has narrowed to a period of 12 to 20 years.  

Our current DCF-derived fair value targets for both RWE (Outperform, 2) and E.ON (Hold, 3) include an 
assumption of an 8 year nuclear lifetime assumption at a levy rate of €5/MWh. This 8 year extension 
accounts for €3 per share of our €65 fair value target for RWE and €2.4 per share for our €26.5 target for 
E.ON. 

Applying a €16/MWh levy to our 8 year extension assumption results in around a 10% reduction to our fair 
value targets (e.g. for RWE results in a negative value of €1.5bn vs our existing life DCF valuation and 
would reduce our fair value target to €59 per share). However we estimate a 12 year extension at 
€16/MWh would still create value (e.g. €0.5 per share for RWE which would reduce our fair value target to 
€62.5 per share) and a 20 year extension would materially add value (e.g. €7 per share for RWE which 
would increase our fair value target to €69 per share – although additional maintenance investment is 
likely to be required). It is therefore too early in the process to be definitive about the valuation impact from 
nuclear lifetime extension, although the level of the Finance Ministry levy suggests the benefit is likely to 
be less than may have previously been hoped. 

Given our €59 per share RWE fair value estimate on an 8 year extension still offers absolute share price 
upside (vs €56.3, 8/6/10) we retain our Outperform rating. For E.ON similar assumptions would result in a 
fair value estimate of €23 per share, in line with the current share price level (€23.3, 8/6/10). Given the 
uncertainty remaining over these issues within the European utilities sector we see better valuation upside 
and visibility with Enel (Buy, 1). 
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Disclaimer 

This publication is produced by Daiwa Securities Capital Markets Co. Ltd and/or its non-U.S. affiliates, and distributed by Daiwa Securities Capital 
Markets  Co. Ltd and/or its non-U.S. affiliates, except to the extent expressly provided herein.  This publication and the contents hereof are 
intended for information purposes only, and may be subject to change without further notice.  Any use, disclosure, distribution, dissemination, 
copying, printing or reliance on this publication for any other purpose without our prior consent or approval is strictly prohibited.  Neither Daiwa 
Securities Capital Markets Co. Ltd nor any of its respective parent, holding, subsidiaries or affiliates, nor any of its respective directors, officers, 
servants and employees, represent nor warrant the accuracy or completeness of the information contained herein or as to the existence of other facts 
which might be significant, and will not accept any responsibility or liability whatsoever for any use of or reliance upon this publication or any of the 
contents hereof.  Neither this publication, nor any content hereof, constitute, or are to be construed as, an offer or solicitation of an offer to buy or 
sell any of the securities or investments mentioned herein in any country or jurisdiction nor, unless expressly provided, any recommendation or 
investment opinion or advice.  Any view, recommendation, opinion or advice expressed in this publication may not necessarily reflect those of Daiwa 
Securities Capital Markets Co. Ltd, and/or its affiliates except where the publication states otherwise. This research report is not to be relied upon by 
any person in making any investment decision or otherwise advising with respect to, or dealing in, the securities mentioned, as it does not take into 
account the specific investment objectives, financial situation and particular needs of any person. 

Japan  
Conflict of Interest: Daiwa Capital Markets Europe Limited may currently provide or may intend to provide investment banking services or other 
services to the company referred to in this report. In such cases, said services could give rise to conflict of interest of Daiwa Capital Markets Europe 
Limited. 

 

Daiwa Capital Markets Europe Limited and Daiwa Securities Group  

Daiwa Capital Markets Europe Limited is a subsidiary of Daiwa Securities Capital Markets. 

 

Ownership of Securities 

Daiwa Capital Markets Europe Limited may currently, or in the future, own or trade either securities issued by the company referred to in this report or 
other securities based on such financial instruments and has filed major shareholding of over 5% in the following companies: no exception. 

Investment Banking Relationship 

Within the preceding twelve months Daiwa Securities Capital Markets Europe Limited has lead-managed public offerings and/or secondary offerings 
(excluding straight bonds) of the securities of for the following companies:  Sumitomo Mitsui Financial Group (8316), NEC Corp (6701), Kadokawa 
(9477). 

 
Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 

(This Notification is only applicable to where report is distributed by Daiwa Securities Capital Markets Co. Ltd.) 

 
If you decide to enter into a business arrangement with our company based on the information described in materials presented along with this cover 
letter, we ask you to pay close attention to the following items.  
 
 In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed 

beforehand with you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend 
that you confirm the commission for each transaction.  

 In some cases, our company also may charge a maximum of ¥ 2 million (including tax) per year as a standing proxy fee for our deposit of your 
securities, if you are a non-resident.  

 For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made 
beforehand with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements.  

 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in 
interest rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the 
transaction, the loss could exceed the amount of the collateral or margin requirements.  

 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.  
 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such 

experts as certified public accountants.  

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on 
current market conditions and the content of each transaction etc.  

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take 
responsibility for your own decisions regarding the signing of the agreement with our company.  
 

Corporate Name: Daiwa Securities Capital Markets Co. Ltd.  
Financial instruments firm: chief of Kanto Local Finance Bureau (Kin-sho) No.109  

Memberships: Japan Securities Dealers Association, Financial Futures Association of Japan  
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United Kingdom 
This research report is produced by Daiwa Securities Capital Markets Co., Ltd and/or its affiliates and is distributed by Daiwa Capital Markets Europe 
Limited in the European Union, Iceland, Liechtenstein, Norway and Switzerland. Daiwa Capital Markets Europe Limited is authorised and regulated 
by The Financial Services Authority and is a member of the London Stock Exchange, Chi-X, Eurex and NYSE Liffe. Daiwa Capital Markets Europe 
Limited and its affiliates may, from time to time, to the extent permitted by law, participate or invest in other financing transactions with the issuers of 
the securities referred to herein (the “Securities”), perform services for or solicit business from such issuers, and/or have a position or effect 
transactions in the Securities or options thereof and/or may have acted as an underwriter during the past twelve months for the issuer of such 
securities. In addition, employees of Daiwa Capital Markets Europe Limited and its affiliates may have positions and effect transactions in such 
securities or options and may serve as Directors of such issuers. Daiwa Capital Markets Europe Limited may, to the extent permitted by applicable 
UK law and other applicable law or regulation, effect transactions in the Securities before this material is published to recipients.  
 
This publication is intended for investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FSA and should not 
therefore be distributed to such Retail Clients in the United Kingdom. Should you enter into investment business with Daiwa Capital Markets Europe’s 
affiliates outside the United Kingdom, we are obliged to advise that the protection afforded by the United Kingdom regulatory system may not apply; 
in particular, the benefits of the Financial Services Compensation Scheme may not be available. 
 

Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict 
management policy is available at http://www.uk.daiwacm.com/about-us/corporate-governance-and-regulatory. Regulatory disclosures of investment 
banking relationships are available at http://www2.us.daiwacm.com/report_disclosure.html. 

Germany 
This document has been approved by Daiwa Capital Markets Europe Ltd and is distributed in Germany by Daiwa Capital Markets Europe Ltd, 
Niederlassung Frankfurt which is regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the conduct of business in Germany. 

Hong Kong  
This research is distributed in Hong Kong by Daiwa Capital Markets Hong Kong Limited (“DHK”) which is regulated by the Hong Kong Securities and 
Futures Commission. Recipients of this research in Hong Kong may contact DHK in respect of any matter arising from or in connection with this 
research. 

Ownership of Securities: for “Ownership of Securities” information, please visit BlueMatrix disclosure link at: 
http://www2.us.daiwacm.com/report_disclosure.html. 

Investment Banking Relationship: for “Investment Banking Relationship” please visit BlueMatrix disclosure link at: 
http://www2.us.daiwacm.com/report_disclosure.html. 

Relevant Relationship (DHK) 

DHK may from time to time have an individual employed by or associated with any member companies serve as an officer of any of the companies 
under its research coverage. 

DHK market making 

DHK may from time to time make a market in securities covered by this research. 

Singapore 
This research is distributed in Singapore by Daiwa Capital Markets Singapore Limited and it may only be distributed in Singapore to accredited 
investors, expert investors and institutional investors as defined in the Financial Advisers Regulations and the Securities and Futures Act. By virtue of 
distribution to these category of investors, Daiwa Capital Markets Singapore Limited and its representatives are not required to comply with Section 
36 of the Financial Advisers Act (Section 36 relates to disclosure of Daiwa Capital Markets Singapore Limited’s interest and/or its representative’s 
interest in securities).  Recipients of this research in Singapore may contact Daiwa Capital Markets Singapore Limited in respect of any matter 
arising from or in connection with the research. 

Australia 
This research is distributed in Australia by Daiwa Capital Markets Stockbroking Limited and it may only be distributed in Australia to wholesale 
investors within the meaning of the Corporations Act. Recipients of this research in Australia may contact Daiwa Capital Markets Stockbroking 
Limited in respect of any matter arising from or in connection with the research. 

India 
This research is distributed in India by Daiwa Capital Markets India Private Limited which is regulated by the Securities and Exchange Board of India. 
Recipients of this research in India may contact Daiwa Capital Markets India Private Limited in respect of any matter arising from or in connection 
with this research. 

United States 
This report is distributed in the U.S. by Daiwa Capital Markets America Inc. (DCMA). It may not be accurate or complete and should not be relied 
upon as such. It reflects the preparer’s views at the time of its preparation, but may not reflect events occurring after its preparation; nor does it reflect 
DCMA’s views at any time.  Neither DCMA nor the preparer has any obligation to update this report or to continue to prepare research on this 
subject.   This report is not an offer to sell or the solicitation of any offer to buy securities.  Unless this report says otherwise, any recommendation it 
makes is risky and appropriate only for sophisticated speculative investors able to incur significant losses.  Readers should consult their financial 
advisors to determine whether any such recommendation is consistent with their own investment objectives, financial situation and needs.  This 
report does not recommend to U.S. recipients the use of any of DCMA’s non-U.S. affiliates to effect trades in any security and is not supplied with any 
understanding that U.S. recipients of this report will direct commission business to such non-U.S. entities.  Unless applicable law permits otherwise, 
non-U.S. customers wishing to effect a transaction in any securities referenced in this material should contact a Daiwa entity in their local jurisdiction.  
Most countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered to 
their residents, as well as a process for doing so.  As a result, the securities discussed in this report may not be eligible for sales in some 
jurisdictions.  Customers wishing to obtain further information about this report should contact DCMA:  Daiwa Capital Markets America Inc., 
Financial Square, 32 Old Slip, New York, New York 10005 (telephone 212-612-7000).   

Ownership of Securities.  For “Ownership of Securities” information please visit BlueMatrix disclosure Link at 
http://www2.us.daiwacm.com/report_disclosure.html. 

Investment Banking Relationships.  For “Investment Banking Relationships” please visit BlueMatrix disclosure link at 
http://www2.us.daiwacm.com/report_disclosure.html.   

DCMA Market Making.  For “DCMA Market Making” please visit BlueMatrix disclosure link at http://www2.us.daiwacm.com/report_disclosure.html.  
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Research Analyst Conflicts.  For updates on “Research Analyst Conflicts” please visit BlueMatrix disclosure link at 
http://www2.us.daiwacm.com/report_disclosure.html. The principal research analysts who prepared this report have no financial interest in securities 
of the issuers covered in the report, are not (nor are any members of their household) an officer, director or advisory board member of the issuer(s) 
covered in the report, and are not aware of any material relevant conflict of interest involving the analyst or DCMA, and did not receive any 
compensation from the issuer during the past 12 months except as noted: no exceptions. 

Research Analyst Certification. For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at 
http://www2.us.daiwacm.com/report_disclosure.html. The views about any and all of the subject securities and issuers expressed in this Research 
Report accurately reflect the personal views of the research analyst(s) primarily responsible for this report (or the views of the firm producing the 
report if no individual analysts[s] is named on the report); and no part of the compensation of such analyst(s) (or no part of the compensation of the 
firm if no individual analyst[s)] is named on the report) was, is, or will be directly or indirectly related to the specific recommendations or views 
contained in this Research Report. 

The following explains the rating system in the report as compared to relevant local indices, based on the beliefs of the author of the report.  
"1": the security could outperform the local index by more than 15% over the next six months. 
"2": the security is expected to outperform the local index by 5-15% over the next six months. 
"3": the security is expected to perform within 5% of the local index (better or worse) over the next six months. 
"4": the security is expected to underperform the local index by 5-15% over the next six months. 
"5": the security could underperform the local index by more than 15% over the next six months. 

Additional information may be available upon request. 
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