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Utilities Current price* RON 17.80 Sell
Romania Fair value RON 15.29 Rating downgraded
Performance over 1M 3M  12M IFRS cons. FY/e 31.12 2009A 2010F 2011F 2012F
Absolute 9% -10% 33% Sales (RON m) 2,551.9 2,643.0 2,815.1 3,031.6
Rel. to BET 4% 3% 22% EBITDA (RON m) 355.5 371.3 430.3 477.9
12M Lo/Hi RON 11.50/21.90 EBIT (RON m) 98.3 106.7 142.7 171.7
Reuters TSELBX Net profit (RON m) 18.0 70.7 130.9 112.8
Bloomberg TEL RO EPS (RON) 0.2 1.0 1.8 1.5
Market cap €308.7m DPS (RON) 0.3 0.1 0.4 0.9
Free float 12.81% P/E* (x) 72.6 18.4 10.0 11.6
Next corporate event Yield* (%) 1.7% 0.3% 2.4% 5.0%
Financial statements for 1H10 — 13 Aug. 2010 EV/EBITDA* 6.1 6.8 6.1 5.6
Source: KBC Securities *Priced at COB 22 June 2010

With a recovery in electricity consumption likely t o be offset by weaker exports and lower interconnec  tion
revenues at Transelectrica, we have cut our short-t  erm revenue forecasts. We have lowered our EBIT for  ecast by
27.8% for 2010 and 24.9% for 2011. Also factoring i n a more bearish €/ RON outlook and consequently low  er
expected financial gains, our net income forecasts are down 50.5% to RON 70.7m (+294% yly) for 2010 an d 30.0%
to RON 130.9m (+85% yly) for 2011. As a result, des pite a lower cost of capital, our fair value estima  te is down

4.0% to RON 15.29 per share, implying 14.0% downsid  e. We therefore downgrade the stock to Sell.

Downgraded to Sell

Electricity consumption recovery to be moderate: Despite a 2.6% y/y drop in GDP in 1Q10, electricity
consumption in Romania increased 3.0% y/y during the first quarter. The uptick was mainly in the industrial
sector which had a particular bad year in 2009, with a -12.4% decrease. We expect the rest of 2010 to show only
a moderate recovery (+4.5% yly) as the economy should be mired in recession for yet another year.

External factors hit 1Q10 results...:  Transelectrica reported operating revenues of RON 700.6m during 1Q10,
almost unchanged (+0.4% yl/y) versus 1Q09. Although the disappointing evolution of Q1 revenues was largely
due to lower exports and imports, we believe that the following quarters will prove difficult as well because of a
staggered rebound of external activity and a relatively modest increase in transported quantities, expected at
+3.0% yly in 2010.

...and we expect exports and trading disappoint: We expect Romania’s electricity exports to drop 19% in
2010. An even larger negative impact from changes in methodology and weak trading activity are forecast to
reduce Transelectrica’s interconnection revenues by 70% y/y to RON 35m this year, although we expect exports
to bounce back 5% in 2011.

FX exposure increases earnings volatility: FX exposure (loans 80% in €, 10% in US$) and an appreciating
local currency boosted earnings by RON 21m in 1Q10 but, with the RON under pressure in recent months, we
expect an FX loss of RON 20m in 2Q10. Our full-year forecast factors in a 3% appreciation of the RON vis-a-vis
the €, in line with the Bloomberg consensus, which implies an FX gain of RON 7m in 2H10.

Dividends not very attractive for now: In view of our lower earnings forecasts, we expect Transelectrica’'s
dividend yield at only 2.3% next year, as 2010 profits recover from an extremely weak 2009. Thereafter, we
expect the dividend yield to improve to 4.9%.

Trading at a discount: On a 2010F P/B of 0.7x and a 2010F EV/EBITDA of 6.8x, Transelectrica trades at
discounts to its peers of 62.8% and 21.4% respectively. We see this discount as justified by the company’s lower
profitability, the regulator’s lack of transparency, and the risk that tariff hikes going forward will be implemented
with a delay due to social pressures.
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