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Fair Value EUR14,5 (+23%)

There is a captain on board!

BUY vs. NEUTRAL

EDF is among the European integrated utilities that have suffered the most since 2008, for good
reasons (strong decline in French power prices combined with significant political uncertainty
concerning Areva). Since the beginning of the year, the downside spiral has continued with the stock
dropping 13% while the SX6P index has only lost 1.1%, as French forward prices have fallen further to
EUR30/MWh (>EUR65/MWh in 2008). The fact that EDF is in trouble is no news. However, at the
current share price we consider the market is over-reacting and has factored in French power prices
of EUR22/MWh, well below the current price. We have adjusted our model to include the latest
market prices and still find upside. As such we have upgraded our recommendation to Buy (vs.
Neutral). Our FV now stands at EUR14.5/share implying >20% upside to the current share price. All
has a price, even EDF.

ANALYSIS

Risks are high, but are well identified: We have identified several short terms risks at EDF: 1/
approval by board members to build up and operate two EPR reactors in the UK (HPC project) with
Chinese operator CGN. Recent delays and higher capex for all other EPR projects (EDF and Areva in
France, Finland & China) are not reassuring, especially as EDF will consolidate the entire debt. As a
reminder, S&P has warned several times that it might downgrade EDF's debt if it goes ahead with
Hinkley Point, given the project's high execution risk and substantial investment needs. EDF’s
board recently delayed the decision on whether to go ahead with this project last week. 2/Areva
NP integration: We now know the price-tag at which Areva NP will be bought by the group (around
EUR1.3bn for a 51% stake) but still have no clue as to the potential P&L and CFS impact for EDF
(positive or negative), once the entity is fully consolidated. 3/A reduction in the group’s average
French power price (ARPU) due to both market share loss to the profit of alternative suppliers and
to lower forward French power prices (currently at EUR30/MWh vs. EUR38/MWh in 2015 and
EUR42/MW in 2014), set to alter the group’s earnings and cash flow. 4/A cut in the dividend which
we view as inevitable, since the group cannot afford to spend EUR2.3bn on dividends, and EUR4bn
on gross capex while committing itself to an important programme such as the Hinkley Point C
project. We do view at all this cut as a risk if it is part of a strategic plan unveiled by the group
during its 2015 full-year publication.

A negative EPS adjustement prompting us to lower our FV from EUR18.5 to EUR14.5.... We have
updated our model to include the latest French forward prices (EUR30/MWh) and the latest
indications on the cost of Cigeo, while integrating further market share losses in the French power
market to the profit of alternative suppliers. In all, we have cut our 2016-17 adjusted EPS by 16%
and our FV from EUR18.5 to EUR14.5/share, which still points to >20% upside to the current share
price. In our model we currently stand 8% below consensus on 2016-17 earnings, implying further
downside potential for the consensus over the short term.

...and to upgrade our recommendation from Neutral to Buy: Despite the average 16% negative
adjustment in our restated 2016-17 EPS, we have decided to upgrade EDF from Neutral to Buy for
four main reasons: 1/ Recent newsflow on EDF has been fairly reassuring, and should provide
positive potential catalysts in coming months (ARENH price increase announced by French
government, law change to allow the disposal of a RTE stake to non-French state entities). We also
see the potential departure of Segoléne Royale as positive for the group. 2/ With the arrival of
Jean-Bernard Lévy, the group is entering a massive transformation phase (disposals, growth capex
optimisation, cost-control optimisation...) that can only create value. 3/At the current share price,
the yield implied is quite attractive, even if we assume a cut. 4/ At the current share price, we
assume the market is pricing in a further fall in French power prices from EUR30/MWh to
EUR22/MWh, which we view as unlikely given the structure of the French power market.

1/Recent newsflow is quite positive Unofficial recent indications (unveiled in most cases by union
members), indicate that the group’s management, prompted by the recent arrival of Mr Lévy at
the head of the group, is currently working on implementing a cost-cutting programme. While we
were already aware that the group was working on a way to optimise its operating costs to adapt
its structure to the progressive opening of the French power market, we were positively surprised
by the group’s new 2019 targets (up to 4,000 job cuts in France and 2,000 additional job cuts in the
international division, mainly in the UK), these being far more aggressive than we expected. These
job cuts (no redundancies, as natural departures will more than offset the group’s annual
recruitment) are set to increase the group’s EBITDA by around EUR700m or 4% by 2019 with very
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limited restructuring costs as all departures (at least in France) are set to be natural. The group also
indicated it will reduce its exposure to international merchant activities, with different rumours
hinting at potential disposals of EUR6-7bn. The group could also benefit from positive newsflow
over coming months (ARENH price increase announced by French government, law change to
allow the disposal of a RTE stake to non-French state entities), which as in the past, could positively
impact the share price. We also consider the the potential departure of Segoléne Royale from the
French Environment & Ecology ministry to Quai d’Orsay (French Foreign Affairs) during the next
ministerial shuffle as a positive factors, since EDF has suffered in the past from her unexpected
intervention in tariff increases. A new minister (even stemming from the French ecologist party)
could be seen as positive since it would reduce interference risk for EDF (the new minister should
notably be more malleable).

2/...with the group entering a transformation phase, EDF is hard to restructure, like all old French
monopolies (Orange or Engie). The most virulent French trade unions (CGT & FO) have strong
positions in the group, and clearly try their best to protect both existing and future jobs, as well as
employee advantages from the former monopolistic positions, to the detriment of the group’s
long-term survival. We believe the new CEQ’s arrival should definitively help EDF to adapt itself to
this more competitive environment. Several transformation plans are currently ongoing: reform of
standard contracts for some employees, to obtain greater flexibility more cheaply, lowering annual
job creations to optimise the cost structure. A transformation is clearly needed, especially given
the strong changes in the European energy environment since 2008. Increasing presence in
renewables (5% of EBITDA) should definitively help the group to generate growth over coming
years, although an adjustment is clearly needed in its merchant activities.

3/Yield is attractive, even after a dividend cut: We still find upside despite slashing our estimates
for the French power market, and cutting the EUR1.25 dividend (the 2015 dividend looks safe) to
EUR1.04 for 2016 and to EUR0.84 for 2017, assuming the group’s guidance on dividend payout
remains at 55-65% without a “political” floor at EUR1.25. At the current share price, the 2015
implied yield is unreal and attractive (10.7%), even based on our 2016 earnings and dividends
estimates (respectively 8.6% and 7%). Assuming we are right, the cut would imply a positive share
price reaction (as for Engie when it cut its EUR1.5 dividend to EUR1 for a similar reason, the share
rose 6%). However, if we are wrong, at the current share price, it would imply a very attractive
yield on dividends already under pressure. In both cases, investors win!

4/ At the current share price, based on our dividend yield calculation model, we identify that the
market has overpriced the deterioration in French forward power prices, since the current share
price implies EUR22/MWh whereas prices are currently closer to EUR30/MWh (a 5.5% average
yield for the sector on the current share price of EUR11.8/share leads to a EUR0.64 theoretical
dividend, which leads to a EUR1.07/share EPS based on a 60% mid-range guidance payout ratio,
implying EUR22/MWh in our model vs. a current price at EUR30/MWh).

Conclusion: Following the strong share price deterioration in 2015 (-40%) due to lower French
forward power prices, as well as newsflow on Areva and Hinkley Point C, the EDF share is trading
close to its lowest level (EUR11.7) since the IPO at EUR32/share (2005). On our adjusted estimates,
the stock is trading at 5.4x its 2016e EBITDA and at 8.5x its 2016e earnings, versus peers at
respectively 7x and 13x and most importantly, versus historical multiples of respectively 6.5x and
11.3x. While risks to our investment case are high, at the current share price, we consider that
downside risk is pretty limited (-10%), compared with potential upside (>30%). As such, we have
upgraded our recommendation from Neutral to Buy, with a new FV at EUR14.5.

VALUATION

At the current share price, the stock is trading at 5.4x its 2016e EBITDA and offers a 9% vyield.
Buy, FV @ EUR14.5
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.

Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

clements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock

will feature an introduction outlining the key reasons behind the opinion.

BUY ratings 59,7%

Distribution of stock ratings

NEUTRAL ratings 31,3% SELL ratings 9%

Research Disclosure Legend

1 Bryan Garnier shareholding | Bryan Garnier & Co Limited or another company in its group (together, the “Bryan Garnier Group”) has a No
in Issuer shareholding that, individually or combined, exceeds 5% of the paid up and issued share capital of a company
that is the subject of this Report (the “Issuer”).
2 Issuer shareholding in Bryan | The Issuer has a shareholding that exceeds 5% of the paid up and issued share capital of one or more members | No
Garnier of the Bryan Garnier Group.
3 Financial interest A member of the Bryan Garnier Group holds one or more financial interests in relation to the Issuer which are | No
significant in relation to this report
4 Market maker or liquidity A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities of the Issuer or No
provider in any related derivatives.
5 Lead/co-lead manager In the past twelve months, a member of the Bryan Garnier Group has been lead manager or co-lead manager No
of one or more publicly disclosed offers of securities of the Issuer or in any related derivatives.
6 Investment banking A member of the Bryan Garnier Group is or has in the past twelve months been party to an agreement with the | No
agreement Issuer relating to the provision of investment banking services, or has in that period received payment or been
promised payment in respect of such services.
7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of No
this Report.
8 Analyst receipt or purchase The investment analyst or another person involved in the preparation of this Report has received or purchased No
of shares in Issuer shares of the Issuer prior to a public offering of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Repott is tied No
to investment banking transactions performed by the Bryan Garnier Group.
10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing No
corporate finance services to the issuer or may expect to teceive or intend to seek remuneration for corporate
finance services from the Issuer in the next six months.
11 Analyst has short position The investment analyst or another person involved in the preparation of this Report has a short position in the No
securities or derivatives of the Issuer.
12 Analyst has long position The investment analyst or another person involved in the preparation of this Report has a long position in the No
securities or derivatives of the Issuer.
13 Bryan Garnier executive is A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of such person’s No
an officer household, is a partner, director, officer or an employee of, or adviser to, the Issuer or one of its parents or
subsidiaties. The name of such person or persons is disclosed above.
14 Analyst disclosure The analyst hereby certifies that neither the views expressed in the research, not the timing of the publication of | Yes
the research has been influenced by any knowledge of clients positions and that the views expressed in the
report accurately reflect his/her personal views about the investment and issuer to which the report relates and
that no part of his/her remuneration was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in the repott.
15 Other disclosures Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the recommendation/rating, No
price target/spread and summary of conclusions removed).

A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com
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