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Baseload prices have maintained their upward trend, with France and UK
recording the highest growth compared with the previous quarter.

After ratifying the Paris Agreement on October 5t 2016, the European
Commission has published the “Clean Energy for all Europeans” document.

During Q4 2016 baseload / peakload power price differentials have widened in The Spanish Ministry of Energy has published some of the new values of the
Germany, France and Spain. commercialisation costs for Regulated Retailers.
Brent prices have stabilised at around $45 per barrel. The UK’s National Grid is set to legally separate its system operator function

Both HH prices and EU border prices have increased, ending the period at 3.58 fltﬁmlthﬁ rest of its bu5|r|1etss fc,::;évclgng plf]oposalf fromd(i:]gem*  th
and 5.5 USD/MMBTU, respectively. e Italian energy regulator ( ) has postponed the reform of the

electricity market imbalance system until 2018.

Coal prices have risen notably in Q4 (especially for Colombian Coal). The Portuguese Energy Services Regulatory Authority published the

Carbon prices have increased reaching an average of 5.7 €/T. procedures for the assignment of a social rate to economically vulnerable
Gas-fired power margins in Germany, Italy and France have returned to positive customers, for gas and electricity. . .
levels. KfW has announced that it will restart subsidy payments for PV plants with

storage for the German market.

The French Energy Regulator has approved TPA tariffs for the natural gas
transport network of GRTgaz and TIGF. These tariffs have been designed to
enhance cost efficiency and improve quality of supply

3 Capital markets 4 M&A

Coal-fired margins have also experienced an increase in Germany, Italy France
and the UK.

The Eurostoxx Utilities index decreased an average of 6.5% QoQ. The index The largest deals during Q4 2016 mostly targeted US companies (6 companies
has accumulated losses (-2.8%) in the last 12 months. in the top 10).

Endesa SA and Fortum Oyj had the best performance in Q4 2016 in terms of The main transactions have included:

share price, in a quarter where all other European players experienced a drop The acquisition of 50% of Ausgrid, L.L.C. by Industry Funds Management
in price QoQ. Pty Ltd (€12.574m)

Valuation levels in the sector averaged x6.6 EV/EBITDA in Q4 2016, down The sale of 50% of Bashneft ANK OAO to Rosneft Oil Company OAO

from x6.9 in the previous quarter. (€6,622m)

The acquisition by Occidental Petroleum Corporation of 35,000 acres in

Large differences persist in EBITDA multiples, with National Grid, Enagas and Reeves and Pecos counties (Texas) owned by Patriot Resources

Fortum OyJ reaching the highest values, trading above x10.5 EV/EBITDA.

(€2,000m)
Net debt levels remained stable at 3.05 x EBITDA in Q4 2016, very close to the The purchase by SM Energy of 35,700 net acres in Howard and Martin
figure in Q3 2016 (3.1 x EBITDA). Counties (West Texas) owned by QStar, LLC (€1,600m)
No changes in credit ratings in the sector during Q4. The acquisition of Silver Hill Energy Partners, LLC by RSP Permian, Inc
(€1,231m)
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1. Prices and Margins

Jrces and Margins: Dverview

Baseload prices have maintained the upward trend started the second quarter, with France and UK recording the highest
growth compared with the previous quarter.

During Q4 2016 baseload / peakload power price differentials have widened in Germany, France and Spain.
Brent prices have stabilised at around $45 per barrel.

Both HH prices and EU border prices have increased, ending the period at 3.58 and 5.5 USD/MMBTU, respectively.
Differentials between both indicators have increased. After a significant decrease, reaching levels below 25 GBP/MWh in the
first few weeks of September, NBP has rebounded and ended the quarter at 53.3 GBP/MWh.

Coal prices have risen notably in Q4 (especially Colombian Coal), surpassing 80 USD/mt and reaching the highest values
since 2014.

Carbon prices have reversed the downward trend started in June and during Q4 they have also increased reaching an
average of 5.7 €/T, up from 4.6 €/T in the previous quarter.

Gas-fired margins (spark spreads) have decreased in the UK. In Germany, Italy and France margins have returned to positive
levels.

Coal-fired margins (dark spreads) have experienced a quarterly increase in France, Italy, the UK and Germany, with average
values in Q4 2016 of 26.4€/MWh, 6.7€/MWh, 5.3 GBP/MWh and 1.3€/MWh, respectively.
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1. Prices and Margins
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2. Regulatory News

Reguiatory News: Overview

After ratifying the Paris Agreement on October 5" 2016, the European Commission has published the “Clean Energy for all Europeans”
document, which presents a “winter package” of measures aimed at fulfilling its commitment to cut CO, emissions by 40% by 2030. The
proposals mainly cover energy efficiency, RES, the electricity market, security of supply and governance rules for all the EU.

The Spanish Ministry of Energy, Tourism and Digital Agenda (MINETAD) has published Order ETU/1948/2016 that determines some of
the new values of the commercialisation costs for Regulated Retailers to be included in the computation of the regulated electricity tariff
(PVPC) during 2014-2016.

The Italian energy regulator (AEEGSI) has postponed until 2018 the reform of the electricity market imbalance system.

The UK’s National Grid is set to legally separate its system operator function from the rest of its business following proposals from
Ofgem.

Kreditanstalt fir Wiederaufbau (KfW), the development bank owned by the German government, has announced that it will restart
subsidy payments for photovoltaic plants with storage for the German market. The grant amounts to €30 million and will be in place until
2018.

In November 2016, the French Energy Regulator (CRE) approved TPA tariffs for the natural gas transport network of GRTgaz and TIGF.
These tariffs have been designed, as stated by the CRE, to enhance cost efficiency and well as ameliorate quality of supply.

The Portuguese Energy Services Regulatory Authority (ERSE) published the procedures and model for the assignment of a social rate to
economically vulnerable customers, for gas and electricity.

The Federal Energy Regulatory Commission (FERC) in the United States of America has proposed, in its report of November 2016, to
more effectively integrate electric storage resources into organised wholesale markets to enhance competition and help ensure that
these markets produce fair and reasonable rates.

The Energy Market Regulatory Authority in Turkey postponed the much anticipated wind licence applications to the beginning of April,
2017. They were expected in October, 2016. The total capacity to be auctioned will be 2,000 MWe.

KPMG 7



2. Regulatory News

Reguiatory news per region / european union

After ratifying the Paris Agreement on October 5" 2016, the European Commission has published the “Clean Energy for all Europeans” document,
which presents a package of measures aimed at fulfilling its commitment to cut CO, emissions by 40% by 2030. The proposals mainly cover energy
efficiency, RES, the electricity market, security of supply and governance rules for all the EU.

The Agency for the Cooperation of Energy Regulators (ACER) has published an Implementation Monitoring Report on the Capacity Allocation
Mechanism where the Agency urges Transmission System Operators (TSOs) and National Regulatory Authorities (NRAS) to promptly implement all the
remaining provisions of the EU legislation, giving priority to capacity bundling, virtual interconnection points and capacity maximisation.

The Council for European Energy Regulators (CEER) published on September 22" 2016 its 61" Benchmarking report on the quality of electricity and
gas supply, assessing network performance. The report finds good levels of harmonisation in commercial quality indicators for electricity among
countries, while it states that more efforts should be made regarding monitoring gas quality and security.

Order ETU/1948/2016 determines some of the new values of the commercialisation costs for Regulated Retailers to be included in the computation of
the regulated electricity tariff (PVPC) during 2014-2016.

The MINETAD has published electricity and natural gas TPA tariffs and canons for 2017 and allowed revenues for regulated companies.

The Secretariat for Energy approved the calendar and characteristics of the auction system for allocating the service of electricity demand interruptibility
for electricity in 2017.

The CNMC has approved long-term-capacity allocation rules for the management of Spain-France and Spain-Portugal connections.

The MINETAD has published the Royal Decree-law regulating the mechanism for financing the cost of the social bonus and other measures protecting
vulnerable electricity consumers.

The electricity sector ended 2015 with a €217.8 million surplus, as stated under the 15" economic settlement of the system.

The Italian energy regulator (AEEGSI) has postponed until 2018 the reform of the electricity market imbalance system.

AEEGSI has published consultation document 629/2016/R/gas which proposes X-factors for gas distribution and metering for the mid-period 2017-
2019.The proposed X-factors for gas distribution range between 1.8% and 2% for large DNOs and between 2.7% and 3.3% for medium and small
DNOs. For gas metering companies, the proposed X-factors range between 0.2% and 0.8%. For gas marketing companies, the regulator proposes 0%
or between -1% and -2%.

A new regulatory framework for 2G electricity smart meters has been approved, starting in 2017. The new framework is based on the British RIIO model

National Grid is set to legally separate its system operator function from the rest of its business following proposals from Ofgem.

Further details provided for the 2017 allocation round, including the CfD Draft Budget Notice, Updated supply chain guidance and Provisional timelines
from the LCCC.

Joint BEIS/Ofgem call for evidence seeking views on how the UK energy system could be made “smarter & more flexible”.

KPMG 8



2. Regulatory News

Reguiatory news per redion / european Union @)

France

Portugal

Kreditanstalt fur Wiederaufbau (KfW), the development bank owned by the German government, has announced that it will restart subsidy payments for
photovoltaic plants with storage for the German market. The grant amounts to €30 million and will be in place until 2018.

The European Commission has approved the new German aid package for certain high performance cogeneration plants. In parallel, the Commission
has opened an investigation regarding reductions in the rate to finance this measure to determine whether they constitute illegal state aid.

The European Commission has approved the mechanism proposed by Germany to reduce when necessary the electricity consumption of large
consumers to ensure network stability and energy supply. The mechanism entitles producers to reduce consumers’ supply by 1,500 MW in a short
period of time. To do so, producers must pay consumers a fee that will be established by auction, where consumers will offer the capacity reduction they

are willing to be remunerated for.

The Federal Network Agency has launched the first cross-border auction for PV installations in cooperation with Denmark. Thereby, for the first time,
photovoltaic installations in Denmark can participate in a German auction alongside photovoltaic installations from Germany.

In November 2016, the CRE approved TPA tariffs for the natural gas transport network of GRTgaz and TIGF, namely the “ATRT6". This tariff will be
applied from 1st April 2017 for a duration of four years. These tariffs have been designed, as stated by the CRE, to enhance cost efficiency and
ameliorate quality of supply. The average tariff for HGRTgaz will decrease by 3.1% in 2017 and decrease annually by 0.4% from then on. For TIGF, the
reduction in 2017 is 2.2% and annual increases will be of 0.8%. Initial decreases are due to the reduction of capital costs, while the increase of the
following years considers the creation of a single market.

The CRE has published a favourable report regarding the transition of the mainland wind energy sector into the additional compensation scheme,
ending with the exception it had enjoyed compared to other renewable technologies. The CRE values the premium at €2/MWh for the first five years of
the purchase agreement and €1/MWh during the last 10 years.

The CRE has approved an electricity transport investment programme for 2017, which envisages a budget of €1,525 million (1.55% lower than 2016).
37% of the budget will be earmarked for regional networks.

Energy Services Regulatory Authority (ERSE) published the procedures and model for the assignment of a social rate to economically vulnerable
customers, for gas and electricity.

ERSE published a new directive with new information requirements to be included in the electricity bill, in order to obtain improved access to information
by consumers.

A new set of legislation was issued, establishing new standards for the installation and operation of charging points for electric vehicle batteries, namely
technical, commercial and safety requirements, including mandatory insurance coverage.

KPMG 9



2. Regulatory News

Reguiatory news per region / Uther markets

The Federal Energy Regulatory Commission (FERC) has proposed, in its report of November 2016, to more effectively integrate electric storage
resources into organised wholesale markets to enhance competition and help ensure that these markets produce fair and reasonable rates.

FERC has issued in December 2016 an assessment of demand response and an advanced metering report.
FERC launched in September 2016 a review of market power analysis. The Commission noted there are several areas where its market power

analyses for both areas differ. While some of those differences may be appropriate, others may not be, so the Commission is asking whether increased
harmonisation of the two analyses is warranted and feasible.

The Energy Market Regulatory Authority postponed the much anticipated wind licence applications to the beginning of April, 2017. They were expected
in October, 2016. The total capacity to be auctioned will be 2,000 MWe.

The Ministry of Energy announced that the renewable energy resource areas (RERA) tender was postponed to 21/02/2017 and the applications have to
be submitted by 14/02/2017.

RERA regulation was announced in order to incentivise utility scale solar and wind projects with local manufacturing. For solar, a PV module production
facility, with a capacity of 500 MWp per year, has to be built for a 1,000 MWp license.

A 10



2. Regulatory News

LINKS [0 NewW Key reguiation

Order ETU/1948/2016, published by the Ministry of Energy, Tourism and Digital Agenda
(MINETAD), determines some of the new values of the commercialisation costs for Regulated

Retailers to be included in the computation of the regulated electricity tariff (PVPC) during 2014- Link | (a)
2016. These are based on Royal Decree 469/2016, which modifies the calculation methodology Link | (a)
of the PVPC and defines its legal hiring regime. On average, it implies a final price increase of

0.48%.

The MINETAD has published electricity and natural gas TPA tariffs and canons for 2017 and
allowed revenues for regulated companies, under Orders ETU/1976/2016 and ETU/1977/2016,

respectively. These Orders have followed the corresponding assessment reports from the CNMC. t:g—t:: Eﬁ;
TPA tariffs and canons remain stable. Link 11 ©)
Order ETU/1977/2016 also settles the system’s deficit for 2014 and 2015 which is €1.02 billion E—
and €20 million, respectively.

The Secretariat for Energy approved the calendar and characteristics of the auction system for Link Il

allocating the service of electricity demand interruptibility for electricity in 2017.

The Directorate General for Energy Policy and Mines has approved the 2017 consumption
profiles and calculation methods for the liquidation of types 4 and 5 energy consumers without Link IV
hourly consumption records.

The natural gas regulated tariff for 2017 has been published by the Directorate General for
Energy Policy and Mines. It results in an average increase of 3.5% with respect to the previous Link V
quarter of 2016.

The CNMC has approved long-term-capacity allocation rules for the management of Spain-
France and Spain-Portugal connections, in response to the Directive by the EU requiring a Link VI
progressive harmonisation of these rules in all European interconnections.

A 1


http://www.boe.es/diario_boe/txt.php?id=BOE-A-2016-12274
https://www.boe.es/diario_boe/txt.php?id=BOE-A-2016-11094
https://www.boe.es/diario_boe/txt.php?id=BOE-A-2016-12464
https://www.boe.es/diario_boe/txt.php?id=BOE-A-2016-12465
https://www.cnmc.es/2016-12-22-la-cnmc-informa-los-borradores-de-ordenes-de-peajes-de-electricidad-y-de-gas-para-2017
https://www.boe.es/diario_boe/txt.php?id=BOE-A-2016-9364
https://www.boe.es/diario_boe/txt.php?id=BOE-A-2016-12487
https://www.boe.es/diario_boe/txt.php?id=BOE-A-2016-12600
https://www.cnmc.es/novedades/2016-10-21-resolucion-por-la-que-se-aprueban-las-reglas-de-asignacion-de-capacidad-plazo

2. Regulatory News

INKS [0 New Key reguiation

The MINETAD has published Royal Decree-law regulating the mechanism for financing the cost

of the social bonus and other measures protecting vulnerable electricity consumers. This social

bonus will translate in those consumers considered severely vulnerable to be treated as :

. . . . . . . : Link VII
essential”, so that their electricity supply cannot be interrupted, in addition to a 25% discount for
all vulnerable consumers, to be financed by the electricity suppliers in order of their average
number of clients

Sanctions by the CNMC to: two filling stations for non-compliance with their weekly obligation of

communicating retail prices, and seven electricity retailers for non-fulfilment of different aspects of .

- T . . Link VIl (a)
the Electricity Sector Law, such as: obligation of presenting guarantees as required by the ;

. : : Link V111 (b)

System Operator (REE), buying the necessary energy in the wholesale market according to Link V111 (c)
retailing commitments, and providing information about their Client Support Services. All are E—
considered serious infringements.
As of 31st October 2016, the 10th economic settlement of the natural gas sector (a) produces a
deficit of €462 million, 63% higher than that of October 2015. On the other hand, the 10th
economic settlement of the electricity sector (b) shows a deficit of €1.66 billion, €407 million lower Link IX (a)
than expected by the CNMC. Link IX (b)
The coverage ratio of the natural gas system and the electricity sector is 81% and 86.1%,
respectively.

The electricity sector ended 2015 with a €217.8 million surplus, as stated under the 15" economic
settlement of the system. This surplus will be deposited into a specific account of the CNMC until Link X
the necessary regulation regarding the reduction of deficits from previous years.
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http://www.boe.es/diario_boe/txt.php?id=BOE-A-2016-12267
https://www.cnmc.es/2016-12-15-la-cnmc-multa-dos-estaciones-de-servicio-por-incumplir-la-obligacion-de-comunicar
https://www.cnmc.es/2016-11-23-la-cnmc-sanciona-cinco-empresas-comercializadoras-de-electricidad-271825
https://www.cnmc.es/node/232247
https://www.cnmc.es/sites/default/files/1348235_35.pdf
https://www.cnmc.es/sites/default/files/1348504_35.pdf
https://www.cnmc.es/sites/default/files/1313311_15.pdf

2. Regulatory News

[INKS T0 New Key reguiation

The Italian energy regulator (AEEGSI) has postponed until 2018 the reform of the electricity market
imbalance system. Link |

AEEGSI has published consultation document 629/2016/R/gas which proposes X-factors for gas

distribution and metering for the mid-period 2017-2019.The proposed X-factors for gas distribution

range between 1.8% and 2% for large DNOs and between 2.7% and 3.3% for medium and small Link Il
DNOs. For gas metering companies, the proposed X-factors range between 0.2% and 0.8%. For gas

marketing companies, the regulator proposes 0% or between -1% and -2%.

A new regulatory framework for 2G electricity smart meters has been approved, starting in 2017. The

new framework is based on the British RIIO model. Link 11}


http://www.autorita.energia.it/allegati/docs/16/684-16.pdf
http://www.autorita.energia.it/allegati/docs/16/629-16.pdf
http://www.autorita.energia.it/allegati/docs/16/646-16.pdf

2. Regulatory News

[INKS T0 New Key reguiation

Brexit and the impact on the energy market:

- The Prime Minister has confirmed the Britain will no longer be a part of the Single Market

- Most commentators assume that this means Britain will also leave the Internal Energy Market

- Anew Free Trade Agreement will be needed to ensure gas and electricity can continue to flow
tariff free under harmonised rules

- The commercial case for interconnection between the GB and EU markets remains strong, so
there remains a decent prospect of this being achieved, although transitional arrangements might
be necessary if it cannot be concluded in 2 years

Embedded Benefits review & Air Quality Consultation from Medium Combustion Plants —

aimed at limiting the growth in diesel generation:

- Ofgem is seeking to address rising TNUoS demand residual payments to Embedded Generators,
it is expected to consult on a ‘minded to’ position and draft an impact assessment in ‘early 2017’

- The Air Quality Consultation proposes that, from 1 Jan 2019, all generators will be required to
meet new pollution standards to meet MCPD standards and will need a permit to operate, with
the overarching objective to tackle “air pollution” and “protect air quality”

Link 11 (a)
Link 1 (b)

December 2016 T-4 Capacity Market auction cleared at £22.50/kW/year, slightly higher than in
previous years, securing 52.4 GW of capacity for delivery in 2020-21. This was at a gross cost
to consumers of around £1.2 billion in the first year (2020-21). This auction has resulted in a diverse
range of technologies winning capacity agreements:

- Around 500 MW of new-build battery storage;

- Over 1.4 GW of demand-side response (DSR) Link 11l
Only one new Combined Cycle Gas Turbine was awarded an agreement — Centrica’s re-powered
333 MW plant at Kings Lynn. Close to 8 GW of new CCGTs dropped out earlier in the auction. The
majority of contracts went to existing plants, including CCGTSs, coal and nuclear. Limited small-scale
diesel generation won contracts, reflecting the steps taken by the Department for Business, Energy
& Industrial Strategy (BEIS) and Ofgem to deter diesel generators

KPMG 14



https://home.kpmg.com/uk/en/home/insights/2016/10/brexit-energy-and-commodities-trading.html
https://www.ofgem.gov.uk/system/files/docs/2016/12/update_letter_-_charging_arrangements_for_embedded_generation.pdf
https://consult.defra.gov.uk/airquality/medium-combustion-plant-and-controls-on-generators/
https://www.emrdeliverybody.com/capacity%20markets%20document%20library/provisional%20results%20report%20-%20t-4%202016.pdf

2. Regulatory News

[INKS T0 New Key reguiation

National Grid is set to legally separate its system operator function from the rest of its
business following proposals from Ofgem. Greater separation is thought to allow the new system
operator to play a more proactive role in managing a more flexible electricity system.

A consultation document has been issued on the “Future arrangements for the electricity system
operator: its role and structure”

Link IV

Further details provided for the 2017 allocation round, including:

- CfD Draft Budget Notice: Confirming £290m annual support available across two open years
(2021/22 and 2022/23) for less established technologies. There will be a cap on “fuelled
technologies” (hiomass CHP, ACT, AD)

- Updated supply chain guidance

- Provisional timelines from the LCCC Link V

As part of this, the Government also published a call for evidence on fuelled and geothermal

technologies to seek views and evidence on these technologies in the CfD scheme going forward. In

response to the Scottish Remote Island onshore projects, the Government also released a

consultation on the treatment of non-mainland GB onshore wind projects to seek views on whether

these projects should be treated differently to onshore wind projects more generally

Smart, flexible energy system call for evidence:

Joint BEIS/Ofgem call for evidence seeking views on how the UK energy system could be made

“smarter & more flexible”. The Government set out beliefs that a smarter, flexible system will result in Link VI
significant savings to consumers (£17-40bn cumulative up to 2050), increased security of supply and

easier to integrate low carbon technologies. Consultation responses due 12 January 2017
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https://www.ofgem.gov.uk/publications-and-updates/greater-separation-national-grid-s-system-operator-role
https://www.gov.uk/government/publications/contracts-for-difference/contract-for-difference
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/576367/Smart_Flexibility_Energy_-_Call_for_Evidence1.pdf

2. Regulatory News

LINKS [0 New key reguiation

Kreditanstalt fir Wiederaufbau (KfW), the development bank owned by the German government,
has announced that it will restart subsidy payments for photovoltaic plants with storage for the Link |
German market. The grant amounts to €30 million and will be in place until 2018.

The European Commission has approved the new German aid package for certain high
performance cogeneration plants. In parallel, the Commission has opened an investigation
regarding reductions in the rate to finance this measure to determine whether they constitute
illegal state aid.

Link Il

The European Commission has approved the mechanism proposed by Germany to reduce when

necessary the electricity consumption of large consumers to ensure network stability and energy

supply. The mechanism entitles producers to reduce consumers’ supply by 1,500 MW in a short Link III
period of time. To do so, producers must pay consumers a fee that will be established by auction,

where consumers will offer a the capacity reduction they are willing to be remunerated for.

The Federal Network Agency has launched the first cross-border auction for PV installations in
cooperation with Denmark. Thereby, for the first time, photovoltaic installations in Denmark can Link IV
participate in a German auction alongside photovoltaic installations from Germany.
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https://www.kfw.de/kfw.de.html
http://europa.eu/rapid/press-release_IP-16-3525_en.htm
http://www.google.es/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwieu9mZ5KbSAhXnJcAKHS6XBvEQFggaMAA&url=http://europa.eu/rapid/press-release_IP-16-3524_en.pdf&usg=AFQjCNFiLwbrClfDOs1NEx3NpZ-VHJOnGQ
https://www.bundesnetzagentur.de/SharedDocs/Pressemitteilungen/EN/2016/161012_PV_DK.html

2. Regulatory News

[NKS [0 new key reguation

In November 2016, the CRE has approved TPA tariffs for the natural gas transport network of

GRTgaz and TIGF, namely the “ATRT®6". This tariff will be applied from 1st April 2017 for a

duration of four years. These tariffs have been designed, as stated by the CRE, to enhance cost

efficiency and ameliorate quality of supply. The average tariff for HGRTgaz will decrease by 3.1% Link |
in 2017 and decrease annually by 0.4% from then on. For TIGF, the reduction in 2017 is 2.2%

and annual increases will be of 0.8%. Initial decreases are due to the reduction of capital costs,

while the increase of the following years considers the creation of a single market.

The CRE has published a favourable report regarding the transition of the mainland wind energy
sector into the additional compensation scheme, ending with the exception it had enjoyed
compared to other renewable technologies. The CRE values the premium at €2/MWh for the first
five years of the purchase agreement and €1/MWh during the last 10 years.

Link 11

The CRE has approved the electricity transport investment programme for 2017, which envisages
a budget of €1,525 million (1.55% lower than 2016). 37% of the budget will be earmarked for Link III
regional networks.
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http://www.cre.fr/documents/deliberations/decision/atrt6
http://www.cre.fr/documents/deliberations/avis/production-d-electricite
http://www.cre.fr/documents/deliberations/approbation/programme-d-investissements-rte-2017

2. Regulatory News

[INKS T0 New Key reguiation

Portugal

During the last quarter, the Energy Secretary of State has set the discount rate to be applied in
electricity networks tariffs, which must correspond to a value that allows a discount of 33.8% on the Link |
transitional tariff applicable to final customers of electricity, for 2017.

During the last quarter of 2016, the Portuguese Government, issued a new set of legislation, with the Link Il (a)
purpose of reducing the electricity price, the tariff deficit and, consequently, the costs of the tariff Link Il (b)
debt, as well as with the objective of reducing the costs of future overcharges for the electricity Link 11 (c)
sector, in order to obtain better results towards the sustainability of the National Electric System. Link Il (d)
The Energy Services Regulatory Authority (ERSE) approved the Procedures Manual for the Global Link 11l (a)
Technical Management of the National Natural Gas System. Link 111 (b)

On 28 December 2016, the State Budget for 2017 was approved. On the same day, the Major
Options of the Plan (MOP) for 2017 were also approved, addressing the following matters: Energy

Sector Extraordinary Contribution, canons for rights-of-way and underground occupation, capacity % Ezg
payments, CMEC final adjustment, electricity tariffs, interruptibility service, liquefied petroleum gas -
sector regulation, natural gas social tariff costs, Logistics Operator for Switching Suppliers.

The Energy Services Regulatory Authority established the electricity regulated tariffs and prices for Link \V

2017 applicable in Portugal, in accordance with the Tariff Regulation for the electricity sector.

The Energy Services Regulatory Authority issued Directive 2/2017, published in January, which
establishes the energy distribution loss profiles, consumption profiles, production profiles and self- Link VI
consumption profiles applicable in 2017.

In November, the National Water Plan was approved by the Government. This new plan intends to
define the major strategic options for the national water policy, to be applied in particular by the Link VII
hydrographic management plans for the period 2016-2021.
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http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1979/Despacho%2011946-A_2016%20tarifa%20social%202017.pdf
http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1973/Portaria%20262_a_2016.pdf
http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1976/despacho%2012378-A_2016.pdf
http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1975/Portaria%20268_A_2016.pdf
http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1974/Portaria_268B_2016_Subsidios.pdf
http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1972/Diretiva%2018_2016.pdf
http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1978/Diretiva%2020_2016.pdf
https://dre.pt/application/file/a/105630354
https://dre.pt/application/file/a/105630353
http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1980/Diretiva%201-2017.pdf
http://www.erse.pt/pt/legislacao/Legislacao/Attachments/1981/Diretiva%202_2017.pdf
https://dre.pt/application/file/a/75697946

3. Capital Markets

Lapital Markets Overview

The Eurostoxx Utilities index decreased an average of 6.5% Qo0Q. The index accumulated losses (-2.8%) in
the last 12 months.

Endesa SA and Fortum Oyj had the best performance in Q4 2016 in terms of share price, in a quarter where all
other European players experienced a drop in price QoQ.

Valuation levels in the sector averaged x6.6 EV/EBITDA in Q4 2016, down from x6.9 in the previous quarter.

Large differences persist in EBITDA multiples, with National Grid, Enagas and Fortum OyJ reaching the
highest values, trading above x10.5 EV/EBITDA.

Net debt levels remained stable at 3.05 x EBITDA in Q4 2016, very close to the figure in Q3 2016 (3.1 x
EBITDA).

No changes in credit ratings in the European sector during the Quarter.



3. Capital Markets

SNare Price: Overview

Last ) ast vear
Compan 01 Q2 Q3 Q4 Q2 Q3 Quarter " 5% 08
pany 2015 2015 2015 2015 2016 2016 Q4 2016/ %0 2
Q32016
b4
Endesa SA 2761 2851 19,76 17,29 17,56 1857 1945 17,05 17,76 1854 1924  378%  -1,08%
Fortum Oyj 17,46 1927 1857 194 17,61 1524 13,79 12,88 1314 1426 14,48 154%  500%
CEZas (*CZK) 58588 607,16 606,78 600,33 624,53 557,01 467,82 391,38 428,52 43675 43584 -021% -6,84%
Iberdrola SA 5.2 5,51 5,59 5,91 614 613 6,43 6,13 5,99 5,98 593  -0,82% -7,76%
SSEPIc (*GBP) 1534 1506 1579 155 16 1508 1498 14,26 151 155 1523  -177%  1,64%
Enel SpA 415 412 38 396 428 412 4,06 3,72 3,93 3,99 388  -271% -4,39%
EDP 3,48 3,46 3,29 3,39 3,54 33 3,27 3,01 2,97 2,97 284  -428% -13,06%
Gas Natural SDG SA 21,18 22,92 22,06 20,7 21,84 1911 19,46 17 17,49 1831 17,19  -6,13% -11,68%
Centrica plc (*GBP) 3,29 3,15 2,9 2,65 2,69 2,54 2,21 2,11 2,16 2,33 215  -7,86% -2,86%
Enagas SA 2205 247 2594 2678 2666 2516 27,1 2588 267 2682 2461 -823% -9,17%
Nat'o(fg'B(;r)'d Plc 845 8,75 9,09 8,99 8,84 8,54 9,23 9,58 9,9 10,82 9,83  -9,16%  6,48%
EDF 2728 2423 2206 2312 2211 1952 1519 10,94 11,29 1122 1012  -9,82% -33,39%
REE! 6155 6383 6969 7406 7575 7212 7882 7394 77,88 19811 17,82 -10,04% -9,57%2
EDP Renovaveis 5,02 535 5,26 5,95 6,48 6.3 6,46 6,72 6,72 7,04 631 -10,34% -2,29%
ENGIE SA 1993 19,37 1895 189 1825 1636 1585 14,19 1379 1441 12,4 -1398% -21,80%
(GDF Suez S.A)
RWE AG 288 3053 27,62 2397 221 1578 11,81 11,28 1221 1506 12,7 -1566% 7,54%
Snam SpA 432 438 412 432 456 445 471 5,02 5,21 506 409 -19,11% -13,10%
E.ON SE 14 1425 1377 13,61 1358 10,6 9 8,62 8,65 8,33 645 -22,55% -28,32%

Eurostoxx Utilities 284,87 288,6 280,3 292,9 291,9 269,1 264 249,28 251,42 255,19 238,60 -6,50% -9,62%
1 0n July 11 REE executed a 4-to-1 stock split. Values in Q3 reflect that split.

2 Percentages are calculated assuming a Q4 average stock value of 71.28. Otherwise due to the 4-to-1 stock split the percentage would not reflect the actual variation of the value. Source: Bloomberg; 2016.
m © 2017 KPMG, S.A., a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International 20
Cooperative (‘KPMG International”), a Swiss entity. All rights reserved
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3. Capital Markets

SIare price
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3. Capital Markets

Relalive valuation per company

TEV (as of Dec 31) TEV (EUR million) Market Capitalisation (EUR million)
/ EBITDA (LTM) (as of Dec 31) (as of Dec 31)
v

National Grid plc 11,9 77.412,80 41.245,40
Enagés, S.A. 11,7 10.313,20 5.759,50
Fortum Oyj 10,8 13.062,50 12.943,50
Snam S.p.A. 10,3 27.717,10 13.697,10
Red Eléctrica Corporacion S A. 10 14.848,80 9.672,50
Iberdrola, S.A. 9,9 70.266,60 38.980,60
EDP-Energias de Portugal, S.A. 9,7 31.824,20 10.519,30
Centrica plc 8,3 20.423,00 14.810,40
EDP Renovaveis 8,1 26.278,50 18.009,20
SSE plc 8,1 37.599,40 17.922,40
Gas Natural SDG SA 8,1 9.957,30 5.265,30
Endesa SA 7,9 26.090,40 21.307,40
Enel SpA 6,6 97.253,10 42.578,10
Engie SA 5,8 61.969,00 29.038,00
CEZ, a.s. 5,6 12.971,00 8.500,70
Electricite de France SA 4,6 67.256,00 20.394,00
RWE AG 4,2 17.811,10 7.135,10
E.ON SE 1,7 23.890,10 13.081,10

Weighted average: 6,6 646.944,10 330.859,60

Source: Capital 1Q; 2016.
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3. Capital Markets

| BVErage and credit ratngs

Rating
LTM Net Debt/ S&P Financial Moody’s Rating
EBITDA Rating S&P Update Date Fitch
v
National Grid plc 5,61 A- Nov 12-16 Baal Dec 13-13 BBB Mar 07-16
Enagas, S.A. 5,57 A- Oct 9-16 Baa2 Dec 20-16 A- Oct 26-16
EDP, S.A. 5,21 BB+ Nov 15-16 Baa3 Feb 13-16 BBB- Oct 31-16
Snam S.p.A. 5,21 BBB Nov 16-16 Baal Dec 12-16  BBB+ Oct 26-16
Iberdrola, S.A. 3,99 BBB+ Oct 29-16 Baal Apr 25-16 BBB+ Oct 26-16
Red Eléctrica Corporacion, S.A. 3,50 A- Oct 27-16 - - A Oct 26-16
Gas Natural SDG, S.A. 3,45 BBB Nov 08-16 Baa2 Feb 13-16 BBB+ Aug 02-16
EDP Renovaveis, S.A. 3,41 = Aug 01-16 - - - -
Electricite de France SA 2,86 A- Jul 30-16 A3 Sep 28-16 A- Oct 26-16
SSE plc 2,78 A- Nov 11-16 A3 Oct 3-16 BBB+ Aug 04-16
ENGIE SA 2,67 A- Jul 30-16 A2 Apr 27-16 - -

Enel SpA 2,48 BBB Nov 16-16 Baa2 Dec 12-16  BBB+ Oct 26-16
Centrica plc 2,37 BBB+ Jul 28-16 Baal May 13-16 A- Aug 31-16
RWE Aktiengesellschaft 2,14 BBB- Nov 15-16 Baa3 Nov 03-16 BBB Oct 31-16
CEZ, a.s. 1,84 A- Nov 15-16 Baal Apr 6-16 A- Aug 08-16
Endesa, S.A. 1,38 BBB Nov 11-16 = - BBB+ Oct 26-16
E.ON SE 0,41 BBB+ Nov 11-16 (P) Baal May 13-16 = BBB+ Sep 21-16
Fortum Oyj 0,04 BBB+ Oct 26-16 Baal Feb 13-16 = BBB+ Nov 30-16

Average: 3,05 Mode: A- Baal BBB+

Quarterly rating variation: Upgrade  Unchanged Downgrade

Source: Capital 1Q / S&P / Moody’s / Fitch; 2016.
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4. M&A

M OVerview

The largest deals during Q4 2016 mostly targeted US companies (6 companies in the top 10).
The main transactions have included:
The acquisition of 50% of Ausgrid, L.L.C. by Industry Funds Management Pty Ltd (€12,574m)
The sale of 50% of Bashneft ANK OAO to Rosneft Oil Company OAO (€6,622m)

The acquisition by Occidental Petroleum Corporation of 35,000 acres in Reeves and Pecos counties (Texas) owned by
Patriot Resources (€2,000m)

The purchase by SM Energy of 35,700 net acres in Howard and Martin Counties (West Texas) owned by QStar, LLC
(€1,600m)

The acquisition of Silver Hill Energy Partners, LLC by RSP Permian, Inc (€1,231m)

mmma 25



4. M&A

Ausgrid (50.4% Australia-based company Industry Funds Government
10/20/2016 9 R engaged in the distribution  Australia Management Pty Australia; Australia of New South 12574
Stake) . . .
of electricity Ltd.; AustralianSuper Wales
The Federal
. . . Agency for
10/10/2016 Bashneft ANK OAO _Russm-base_:d vertically Russia Rosneft Oil Company Russia State 6622
(50.08% Stake) integrated oil company OAO
Property
Management
Patriot Resources 0> Pased oil and gas
assets including 35,000
(35,000 acres in Reeves and Pecos Occidental Petroleum
10/31/2016 Pecos/Reeves . USA : USA 2000
counties, Texas as well as Corporation
County net .
enhanced oil recovery
acreage)

(EOR) and CO2 properties

Sjtz(r;r:sL CI; (Sg\’;ggj US-based 35,700 net acres
10/18/2016  and Martin latelt e ) Lt USA SM Energy USA QStar, LLC 1600
Counties, West Counties, West Texas

owned by QStar, LLC

Texas)
Kayne
Silver Hill Ener US-based company Anderson
10/13/2016 oy engaged in oil and gas USA RSP Permian, Inc.  USA Capital 1231
Partners, LLC . . .
exploration and production Advisors,
L.P.

Source: Mergermarket; 2016.
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4. M&A

Argentina,
Duke Energy Peru-based energy assets of Duke Chile,
Corporation (LatAm Energy Corporation located in Peru Ecuador 1E10) lalze Duke Ener
10/10/2016 P : STgy ~orp ' ' Infrastructure  USA cray 1200
business excluding Chile, Ecuador, Guatemala, El Guatemal Fund Corporation
Brazil) Salvador and Argentina a, Peru, El
Salvador
10/10/2016 perating - ny ; Brazii  Gorges China ergy 1200
Paranapanema S.A.  along the Paranapanema River and the . Corporation
A . Corporation
Sapucai-Mirim River
Anadarko Petroleum
Corporation (Carthage US-based upstream and midstream Castleton Anadarko
11/18/2016  Upstream and assets of Anadarko Petroleum USA Commodities USA Petroleum 1000
Midstream Assets in  Corporation International LLC Corporation
East Texas)
::nr((:ee(%)r:ts—rlz/locrg/loRan US-based onshore oil and gas Sentinel Peak Freeport-
10/14/2016 " N properties of Freeport-McMoRan Inc. in USA USA McMoRan 742
California oil and gas ) : Resources LLC
. California Inc.
properties)
US-based oil and gas company that Natural Gas
10/11/2016 Luxe Energy LLC focuses on the acquisition of USA USA 524

KPMG

unconventional oil and gas assets

Partners LLC

Source: Mergermarket;
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Lontact

KPMG Global Energy Institute EMA

Rue du Trone 60

1050 Brussels, Belgium

T +32 2708 4944 energyema@kpmg.com
http://www.kpmg-
institutes.com/institutes/global-energy-
institute.html

Country contacts

France

Germany

Valerie Besson
valeriebesson@kpmg.fr

Michael Salcher
msalcher@kpmg.com

Report main contacts

Antonio Hernandez
ahernandezg@kpmg.es

Carlos Sole
csole@kpmg.es

Italy Francesco Gagliardi
fgagliardi@kpmag.it

Netherlands Jorn de Neve
jdeneve@kpmg.com

Alberto Martin-Rivals

Energy and Natural Resources Sector Head —
Europe, Middle East & Africa

Tel. +34 9145659 12
albertomartinl@kpmg.es

Nordics Morten Magnster
mmoenster@kpmg.com

Spain  Alberto Martin Rivals
albertomartinl@kpmg.es

“United  Andrew Cox
Kingdom  andrew.f.cox@kpmg.co.uk

Simon Virley
Simon.Virley@KPMG.co.uk

Portugal Vitor Ribeirinho
vribeirinho@kpmg.com

Turkey Altay Alpagut
aalpagut@kpmg.com

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavour
to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be
accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination of the particular situation
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