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EQUITY RESEARCH    MASTERS IN FINANCE 

 

Favourable support continues to be a key value driver in the wind 

energy industry. EDP Renováveis pursues attractive regulatory 

frameworks in markets in an early stage of development. Our 

installed capacity projections regarding the company’s pipeline 

visibility, point to a gradually increase in the relevance of the new 

markets in which the company is seeking for opportunities, namely 

Eastern Europe and Brazil.   

The current economical framework has created uncertainty in the 

company’s operations in its core markets, both by the exposure to 

the decrease in the Spanish electricity price and the difficult to sign 

new competitive long-term contracts in US. It has provoked an 

effective downward pressure in EDPR share price. Nevertheless, 

we believe that the poor performance does not correspond to the 

company’s fundamentals, not translating its potential for value 

creation. 

We reiterate our Buy recommendation for EDPR based on a SoP 

valuation of €8.37 per share. It could be divided as €5.67 for wind 

farms already operating at the end of 2009; €0.56 for pipeline 

projects between 2010 and 2014; and €2.14 for terminal value 

assuming repowering of wind farms. 

 

Company description 

EDP Renováveis is a leading player in the renewable energy 
industry, ranking 3rd in terms of wind installed capacity in 2009, 
with more than 6 GW spread mainly across Europe and United 
States. The company pursues a balanced strategy between 
controlled risk and attractive returns, diversifying its portfolio of 
wind projects over different geographies, regulatory profiles and 
pipeline in different stages of maturity.   
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(€ millions) 2009 2010E 2011E 

Adjusted Gross Profit 725.1 938.5 1148 

EBITDA 543 696.5 857.2 

EBITDA Margin 74.89% 74.22% 74.68% 

Depreciation (311.8) (380.5) (458.4) 

EBIT 231,2 316 399 

Financial Costs (68.2) (142.8) (162.7) 

EBT 163 173.2 236.1 

Taxes (44.7) (47.7) (67.2) 

Net Profit 114.4 125.1 165 

Growth in Net Profit 10% 6% 36% 

EPS 0.131 0.139 0.189 

P/E  60.1 44.3 

Source: EDP Renováveis and Nova Equity Research 
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Company Overview 

Profile 

EDP Renováveis (EDPR) is a top worldwide player in the renewable energy 

sector dedicated to the construction and operation of wind energy generation 

farms. The profile of the company is different from its competitors, being 

considered the unique pure wind player in the sector. The company has 

undergone considerable growth since its inception, ranking 3rd in terms of wind 

installed capacity in 2009, only behind Iberdrola Renovables and NextEra 

(previously known as FPL). 

 

 

 

 

 

 

 

 

 

EDP Renováveis was crea

renewable energy portfolio o

that time, EDPR arose ba

Occidente (NEO) and Ho

independent renewable ene

organic, through the develo

while in Europe the compa

wind companies, concerning

development (potentiating fu

in operation.     

The company based its app

profitability and controlled r

expansion strategy, consis

installed capacity at the end

average. The achievement o

2007, and implies a 2.88x 

supported in line with the pa

EDP Renováveis is the 
world’s third-largest wind 
power company 

Source: EDP Renováveis 

Exhibit Exhibit Exhibit Exhibit 1111----    Worldwide Wind Worldwide Wind Worldwide Wind Worldwide Wind IInIIn
nstalled Capacity Rankingstalled Capacity Rankingnstalled Capacity Rankingstalled Capacity Ranking    
te

f

si

ri

r

p

n

,

t

ro

is

tin

 o

f

g

s

PAGE 3/35 

d in December 4, 2007 to hold and operate the 

 EDP’s group (excluding large hydro resources). At 

cally as the combination of Nuevas Energias del 

zon Wind Energy, the European and American 

gy platforms. Growth strategy in US was mainly 

ment of greenfield projects or early stage pipeline, 
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 once again, primarily pipeline in different stages of 

ure growth visibility), rather than wind farms already 

ach to the market in three strategic pillars: growth, 

k. In this sense, EDPR established an ambitious 

g of achieving a threshold of 10.5 GW of wind 

f 2012, which is equivalent to 1.4 GW per year, on 

 this target would represent a CAGR of 23.6% since 
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from scratch or by the acquisition of selective companies with early stage 

pipeline.

it is already present, diversify for markets with high potential for growth 

prospect 

solar. 

The company contains

pipeline maturity, 

presence 

which combined with long

stability and security on the cash flows 

electricity market prices.

EDPR is currently organized in three main platforms: EDPR EU

operations in Portugal, Spain, France,

recent prospect project in UK; EDPR NA or Horizon Win

operations in United States

EDPR SA

market.  

 

Shareholder structure

blicly listed in NYSE Euronext Lisbon following 

the launch of an Initial Public Offering for 22.47% of its share capital, 

largest operation of that type in Western Europe during that year. The remaining 

participation

and Hidroeléctrica del Cantábrico, with 62.02% and 15.51%, respectively. 

However, given that Hidrocantábrico is owned almost totally by EDP (95%), EDP 

owns, in practical terms, a significant

Descriptive SWOT Analysis

Strengths

The company possesses a 

development

term growth. Since its inception, the company ha

of wind energy generation projects

new yea

track record

EDP 
Renováveis 
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from scratch or by the acquisition of selective companies with early stage 

pipeline. The company seeks to consolidate its position in the countries in which 

it is already present, diversify for markets with high potential for growth 

 developing projects in other technologies, mainly wind offshore and 

he company contains a balanced portfolio in terms of geographic dispersion, 

pipeline maturity, diversifying regulatory and wind availability risks. 

presence in countries that present an attractive and clear regulatory framework 

which combined with long-term agreements to sell the energy produced

and security on the cash flows and limits company

electricity market prices. 

EDPR is currently organized in three main platforms: EDPR EU

operations in Portugal, Spain, France, Belgium, Poland, Romania

recent prospect project in UK; EDPR NA or Horizon Wind

operations in United States and very early prospect projects in Canada

EDPR SA, created recently to hold the entry of the company in

 

 

Shareholder structure 

blicly listed in NYSE Euronext Lisbon following 

the launch of an Initial Public Offering for 22.47% of its share capital, 

largest operation of that type in Western Europe during that year. The remaining 

participation is divided between the parent company EDP 

and Hidroeléctrica del Cantábrico, with 62.02% and 15.51%, respectively. 

However, given that Hidrocantábrico is owned almost totally by EDP (95%), EDP 

owns, in practical terms, a significant 77.53% portion of EDPR’s shares.

Descriptive SWOT Analysis 

Strengths 

The company possesses a significant pipeline 

development, of more than 30 GW, ensuring visibility regarding future long 

term growth. Since its inception, the company has installed more than 6 GW 

of wind energy generation projects which in the last few years resulted in 

yearly additions of more than 1 GW. This fact is an indicator of the 

track record of the company in executing projects and its capacity to 

OMPANY REPORT 
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from scratch or by the acquisition of selective companies with early stage 

The company seeks to consolidate its position in the countries in which 

it is already present, diversify for markets with high potential for growth and 

developing projects in other technologies, mainly wind offshore and 

a balanced portfolio in terms of geographic dispersion, 

diversifying regulatory and wind availability risks. It has 

in countries that present an attractive and clear regulatory framework 

to sell the energy produced, provides 

and limits company’s exposure to 

EDPR is currently organized in three main platforms: EDPR EU, responsible for 

Belgium, Poland, Romania, Italy and the 

d Energy, managing the 

and very early prospect projects in Canada; and 

company into the Brazilian 
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the launch of an Initial Public Offering for 22.47% of its share capital, being the 

largest operation of that type in Western Europe during that year. The remaining 

is divided between the parent company EDP – Energias de Portugal 

and Hidroeléctrica del Cantábrico, with 62.02% and 15.51%, respectively. 

However, given that Hidrocantábrico is owned almost totally by EDP (95%), EDP 

77.53% portion of EDPR’s shares. 
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on targets. 

EDPR has been able to take advantage of its “early mover” position in 

some of the key markets it is present, which along with its top-tier operating 

assets, allows the company to obtain premium (above market average) load 

factors. This point is particularly important in those markets becoming 

saturated, in which new spots with good wind resources are now scarcer, as 

in the case of Spain and Portugal. Moreover, this first mover position along 

s asset base allows the company to benefit from 

 in long-term land and supplier contracts. A 1% 

decrease in the load factor associated with each country would lower €1.14 

per share our valuation, a 13.62% negative impact; A 10% increase in the 

capex/MW would result in a 15.9% negative impact, pushing the price to 

€7.04 per share. 

EDPR’s option to use EDP as priority access to funding could be 

considered unsustainable over the long term since it could negatively impact 

on EDP’s rating. Nevertheless, the company has continuously reinforced the 

mmitment to support EDPR’s current investment plan  

The expertise and know-how gained by the exclusive focus on wind should 

also be taken into account, namely in terms of the internal wind assessment 

knowledge, optimal placement of turbines in the wind farm and the choice of 

teams with proven track record and experience in this specific sector. The 

company’s experience in the sector dates back to 1993, when EDP Group 

created Enernova, the company that is at the origin of EDPR in 2007. 

Weaknesses 

As a consequence of the recent economic slowdown, demand for electricity 

decreased, imposing a downward pressure on power prices. Given these 

lower prices and the absence of an effective federal target for the 

ble energy in the electric system in US, some 

Source: Bloomberg 
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Exhibit Exhibit Exhibit Exhibit 5555    ----    EDPR's Premium LoaEDPR's Premium LoaEDPR's Premium LoaEDPR's Premium Loa
FactorsFactorsFactorsFactors    

Exhibit Exhibit Exhibit Exhibit 6666    ----    Decline in Spanish PoDecline in Spanish PoDecline in Spanish PoDecline in Spanish Po
PricesPricesPricesPrices    
implementation of renewa

ol ol ol ol 
with the size effect of it

higher bargaining power

d d d d 
co
rce: EDP Renováveis; European Wind 
rgy Association 
distributors would prefer to buy the electricity in the market rather than fixing 

long-term contracts at higher prices. Bearing this fact in mind, the company 

has been confronted with more difficulty to settle new PPAs in United 

States at competitive prices. 

The revenues coming from some of EDPR’s projects are partially dependent 

on market prices of electricity. The observed decrease in wholesale 

electricity prices has an adverse effect in EDPR’s operations in Spain, 

although the revenues profile is somehow protected against it. A 5% 

panish electricity pool price would have a €0.05 per share 
decrease in the S
 PAGE 5/35 
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The sector has a clear positive trend for the long-term, with strong growth 

expectations regarding wind energy implementation. Public 

awareneness and political support for the substitution of conventional and 

polluent non-renewable energies has been strong in previuos years and was 

even reinforced during the recent financial crisis. In the future, the company 

seeks to be present in countries with attractive regulatory frameworks, 

namely Eastern Europe and Canada, and explore offshore potential in the 
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UK. 

Threats 

The production of electricity from wind farms is highly dependent on the wind 

conditions associated with each location. Wind availability is volatile 

throughout the year due to climate circumstances and seasonality, being a 

factor of uncertainty regarding the ability to produce stable levels of 

electricity. This point is even more important to the company given its profile 

as a pure wind player (100% of its EBITDA deriving from wind power 

generation).  

The development and competitiveness of renewable energy is highly 

dependent on the favourable current regulatory frameworks. In this sense, 

the company is exposed to negative changes in regulation in key 

markets. This issue is particularly sensible in US, where tax incentives are 

subject to legislative approval on a periodical basis (there has been a wide 

debate regarding the sustainability of a specific type of tax benefit, the 

Production Tax Credits). 

The development and competitiveness of alternative renewable energy 

sources could bring sources of uncertainty to the company, namely in terms 

of wind-specific regulatory support.  

Given its significant exposure to the US market, the most relevant exchange 

rate risk is the one related to EUR/USD. In this sense, the depreciation of 

the US Dollar against the Euro would impact negatively the valuation of the 

company. A 10% depreciation of the US Dollar against the Euro would push 

our price target down to €7.93/share, a 5.26% decrease. Moreover, if we 

consider a 10% depreciation in all the currencies against Euro (not only US 

Dollar, but also Brazilian Real, Polish Zloty and Romanian Leu), the price 

target will decrease to €7.88. 

EDPR is exposed to the increase in financing costs expected in the current 

financial framework, even considering that most of its debt already 

contracted is at fixed rate. The access to capital markets is made through the 

parent company, EDP, as EDPR does not place debt directly into market. A 

50 bp increase in the spread applied from EDP to EDPR, lowers our price 

n May 2010, Moody’s has 
eaffirmed the A3 rating for 
DP’s long term debt with a 
stable” outlook. This rating 
as downgraded from A2 to 
3 in June 2009. 

urce: EDP Renováveis  

ibit ibit ibit ibit 8888    ----    Wind seasonality (2009)Wind seasonality (2009)Wind seasonality (2009)Wind seasonality (2009)    
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target to €7.99 per share (a €0.38 decrease per share, or a 4.49% negative 

impact). 

Global Capacity Portfolio 

EDPR portfolio of projects is well balanced in terms of geographical 

diversification and pipeline maturity. At the end of 1Q 2010, it had a gross 

installed capacity of 6.2 GW and more than 30 GW in different phases of 

development, according to the company’s classification of pipeline.   

The criteria behind the pipeline stage of maturity differs from country to country 

and depends on several aspects such as availability of grid connection, land 

agreements, wind resource assessments, site selection and licensing/permitting. 

On average, time to market varies from less than 18 months (for Tier 1 projects) 

to more than 36 months (projects in Tier 3). Projects included in Prospects are 

still in an initial phase of wind resource analysis and preliminary studies of site 

feasibility. 

                                                        

 

 

 

 

 

 

 

Sou
Equ

Exhibit Exhibit Exhibit Exhibit 9999    ----    Pipeline CriteriaPipeline CriteriaPipeline CriteriaPipeline Criteria    

Exhibit Exhibit Exhibit Exhibit 10101010    ----    Global Capacity PortfolioGlobal Capacity PortfolioGlobal Capacity PortfolioGlobal Capacity Portfolio    

Exhibit Exhibit Exhibit Exhibit 11111111    ----    Projects in Projects in Projects in Projects in 
developmentdevelopmentdevelopmentdevelopment    
 
Th

de

fut

to 

str

Th

aro

its 

pro

co
e

v

u

fi

a

e

m

n

Source: EDP Renováveis 
rce: EDP Renováveis and Nova 
ity Research 
 breakdown of the company’s total portfolio of projects by stage of 

elopment supports the pursuance of a visible growth strategy in the near 

re, somehow creating internal competition between pipeline projects, in order 

nd those that could turn to be more profitable while adapting to the company’s 

tegy in terms of geographical position.  

 company’s main markets are Spain and United States, both accounting for 

und 80% of the total installed capacity. Nevertheless, EDPR identifies US as 

ain core for growth, which can be confirmed by the huge portion of pipeline 

jects present in US, representing 65% of the almost 30 GW in these 
Source: EDP Renováveis 
 PAGE 7/35 

ditions.   



 
EDP RENOVÁVEIS COMPANY REPORT 
 
EQUITY RESEARCH  07 JUNE 2010 
 

 
  
 

 

 

 

 

 

 

 

 

 

 

 

Typically the company 

calculating each project’

around 1.4 for that ratio 

into account the potentia

for the pipeline of projec

period 2010-2014. As it c

benefit EDPR’s sharehol

be present in the marke

reflects somehow the lo

(despite the fact that we c

term). 

In order to project the

consideration the weight 

use as basis that the am

to the projects they are 

that the ambitious targ

reasonable to be accom

its annual additions obje

e 

reducing annual addition

mainly by reducing the ta

MW and 600 MW. The e

reflects this new reality, s

This means that 19.6% o

by 2014, meaning a tota

2014. 

Source: Nova Equity Research 

Sou

Source: EDP Renováveis 

Exhibit Exhibit Exhibit Exhibit 12121212    ----    Global Capacity Portfolio breakdown by CountryGlobal Capacity Portfolio breakdown by CountryGlobal Capacity Portfolio breakdown by CountryGlobal Capacity Portfolio breakdown by Country    

Exhibit Exhibit Exhibit Exhibit 13131313    ----    IRR/WACC RatioIRR/WACC RatioIRR/WACC RatioIRR/WACC Ratio    

Exhibit Exhibit Exhibit Exhibit 14141414    ----    Installed Capacity Installed Capacity Installed Capacity Installed Capacity 
Evolution in USEvolution in USEvolution in USEvolution in US    
assess which projects will be effectively built by 

s IRR/WACC ratio. EDPR defined a minimum target 

but considers projects providing a lower figure, taking 

l of the country in the future. We present our estimates 

ts that we consider would turn operational during the 

an be seen, in Brazil the new tendering system does not 

ders yet. However, the company considers important to 

t to acquire specific know-how. Also, in US the figure 

wer attractiveness of the country over the near term 

onsider a high potential for wind generation in the long-
rce: Nova Equity Research 
 future evolution of installed capacity, we took into 

that each country has in each phase of the pipeline and 

ount of MWs to be effectively installed are proportional 

developing in each country. In our model, we assumed 

et of 10.5 GW installed at the end of 2012 is not 

plished. The company has recently updated downward 

ctives, mainly due to the difficult to sign new PPAs in 

adjusted our estimates of overall installed capacity, 
US. In this sense, w
PAGE 8/35 

s from 1.4 GW to 1.1/1.2 GW to be done until 2014, 

rgeted annual 700 MW in US to a range between 500 

volution of the growth rate for additional capacity in US 

moothing over the next few years.  

f the company’s pipeline (at 1Q 2010) will be operational 

l installed capacity CAGR of 14% for the period 2007-
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Th reflects the continuing focus of the company in 

the United States despite the downgrade update. As Iberian markets tend to 

enter in its mature stage, the company is pursuing opportunities in high growth 

attractive markets as the ones in Eastern Europe. In this sense, one should say 

that the transfer of capacity among the countries of operation does not affect the 

relevant position of US, being mostly reallocated from the Iberian markets to the 

new markets of integration of the company, mainly Eastern Europe and Brazil. 

The yearly electricity produced by a wind farm is a function of three variables: the 

installed capacity, the load factor associated to that location and the number of 

odel we made a small adjustment to take into account 

icity generated and EBITDA were in line with the 

evolution of capacity expected in each country, with projected CAGR of 18% and 

20%

. 
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Load Factors 
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factors) are developed first imposing a downward pressure on future load factors, 

one should take into account that technological evolution could provide access to 

locations that currently are not viable to explore.  

 

 

 

 

 

 

Source: Nova Research Estimates 

 

Turbine Procurement and 

EDPR’s turbine procurement strategy is focus

relationships with selected suppliers with p

gives preference to framework agreements 

specific short-term projects, ensuring flexibi

company’s global pipeline. The diversification

the company to mitigate wind turbine 

technological risk, specially if considering the

the top ones. 

Recently, EDPR awarded one of the larg

contract with Vestas to supply up to 2.1 GW

agreement is structured as 1500 MW to be

2012, and incorporates the possibility of exten

and 2011. At the end of 2009, Vestas was a

total wind capacity. 

The capital expenditures associated to a wind

the company currently) are usually mainly lin

(75%/80%), with the remaining 25% related to

The cost of wind turbines is driven by three m

(manufacturers) to meet growing demand (p

progress and raw material prices (mainly stee

In fact, turbine availability has been one of th

on the development of wind-based energy ge

showing difficulties to catch up with the growth
S

Source: EDP Renováveis 

Exhibit Exhibit Exhibit Exhibit 21212121    ----    Load Factor AssumptionsLoad Factor AssumptionsLoad Factor AssumptionsLoad Factor Assumptions

Exhibit Exhibit Exhibit Exhibit 22222222    ----    Turbine Supplier Turbine Supplier Turbine Supplier Turbine Supplier 
breakdownbreakdownbreakdownbreakdown    

Exhibit Exhibit Exhibit Exhibit 23232323    ----    Historical Evolution of Historical Evolution of Historical Evolution of Historical Evolution of 
Global Steel Price IndexGlobal Steel Price IndexGlobal Steel Price IndexGlobal Steel Price Index    
    
Costs 

ed on maintaining long term flexible 

roven track record. The approach 

instead of ponctual negotiations to 

lity in delivery and visibility to the 

 of suppliers acts as an attempt by 

performance risk, spreading out 

 majority of its suppliers are among 

est ever announced procurement 

 of wind capacity until 2012. The 

 delivered worldwide in 2011 and 

sion for more 600 MW during 2010 

lready responsible for around 40% 

 farm project onshore (the focus of 

ked to the cost of the wind turbines 

 the so called Balance of Plant. 

ain factors: the ability of the supply 

roducers like EDPR), technological 

l). 

e issues imposing more constraints 

neration, with wind turbine industry 

 path of demand. The situation has 

ource: Bloomberg 
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improved in the recent past mainly due to entrance of new suppliers in the market 

and because each manufacturer is now taking responsibility for the full supply 

chain. Furthermore, as in the case of the recent contract between EDPR and 

Vestas, companies now tend to sign long term framework agreements with 

manufacturers, somehow to prevent this scarcity risk. 

Moreover, all major turbine manufacturers are striving for technological 

enhancements in terms of the capacity of each turbine (it has increased from an 

average rated power – maximum performance - of less than 100 KW in the 

1980s to figures around 2 MW currently) and rotor dimensions, in order to 

maximize efficiency of each wind turbine and its capacity to generate electricity. 

However, this increase in turbine productivity comes at the price of the financial 

investment needed in R&D. In this sense, we consider that the balance between 

these two variables will not produce significant difference in turbine costs over 

the short-term. 

All in all, we assumed, in our model, a capex per MW of € 1.4 Million at YE 2009 

in line with the company’s most recent figures, and which we consider to be 

reasonable when taking into account the peers average. Moreover, most of the 

wind turbines are contracted in advance for 2 or 3 years, which along with the 

recent contract with Vestas, leaves the company with low exposure to volatility in 

commodity prices 

 

Dividend Policy 

EDPR should start paying dividends in 2011 (based on 2010 results), implying a 

20% payout ratio according to the company guidance. We assumed this payout 

ratio to be constant from 2011 onwards, although considering it not totally 

adequate given the considerable amount of capital expenditures required by the 

company’s current growth strategy. 
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Markets and Regulatory Framework 

Renewable Energy Framework 

The renewable energy sector has been in the spotlight over the last few years. 

The increasing momentum for clean energies is mainly driven by the concerns 

regarding overall energy independence from fossil fuels (namely oil and natural 

gas) and security supply given the volatility of oil prices. Along with that, CO2 

emissions and climate change have entered public debate. In order to deal with 

all these questions, there has been an effective global support towards the 

promotion of renewable energy, which led some countries to establish specific 

oportion of production and/or consumption of energy 

arising from renewable sources.  

a higher focus by the developed countries, which given the 

different scale of priorities between them and developing countries, can be 

accepted as normal. In order to assess this, we have tried to find a correlation 

effect between the All Renewables Index1 provided by Ernst & Young and the 

GDP PPP2 for each one of those countries (creating a ranking to order the 

countries). We found exactly what we expected, in the sense that countries better 

positioned in the GDP ranking tend to be also better collocated in the All 

Renewa

 

 

 

 

 

 

 

                                                 
1 The All Renewables Index provides 
sources (wind offshore and onshore 
regulatory infrastructures (electricity m
renewable energy financing environm
current installed capacity and market g
renewable) accounting for the remainin
2 Gross Domestic Product Purchasing
given that it removes the effect of exc
power). 

Source: Energy Information Adm
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a composite overall score for each country regarding different renewable energy 
(68%), Solar (15%), Biomass and others (17%)) in two perspectives: general 
arket regulatory risk, planning and connection grid issues and maturity of the 
ent) accounting for 35% of the score and technology efforts (resource quality, 
rowth potential, projects size, tax climate and longevity and security of support to 
g 65% of the score. 
 Power Parity was used as proxy to analyze living standards of different countries, 
hange rate fluctuations (accounting for the relative effective domestic purchasing 
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 Sources: International Monetary Fund for GDP PPP 2007 and Ernst & Young All Renewables Index 

Q4 2007 

At a global level, one of the most important milestones in terms of environmental 

concerns was completed on December 1997, with the signing of the Kyoto 

Protocol, establishing mandatory limits for CO2 emissions with penalties to be 

applied in case of non-compliance. The objective was to reduce the emissions by 

an average 5.2% below 1990 levels by 2012. 

European Union has been one of the most proactive players supporting the 

development of clean energy alternatives as a way to ensure a sustainable 

development. In 1997, the European Commission White Paper on Renewable 

Sources of Energy set the objective of doubling the portion of renewable energy 

in the EU’s energy mix from 6% to 12% by 2010. Later on, in 2001 the Directive 

of Renewable Energy was one of the most important legislations introduced in 

this sector to develop political frameworks to encourage the investment in 

alternative renewable energy, setting an indicative target for the percentage of 

gross electricity consumption deriving from renewable sources by 2010. 

Recently, it was implemented a climate change package, focusing on three 

vectors: 

- Reduction in EU greenhouse gas emissions of at least 20% of 1990 

levels; 

- 20% of EU energy consumption to come from renewable sources; 

- 20% reduction in primary energy use, achieved by improving energy 

efficiency 

- Collectively, they are known as the 20/20/20 targets and the horizon of 

implementation was defined as 2020. The commitment of increasing the 

importance of renewable energies in the energy portfolio mix is transversal to all 

European countries and is defined by the Directive 2009/28/EC.  

The left table presents the situation in 2005 (in 2007, the share of renewable 

energy had already reached 9.9%) as well as the bidding targets for 2020 in 

terms of the share of energy consumption coming from renewable energy (in 

green colour the countries in which EDPR has operations, pipeline or, at least, 

projects in a very early stage of development). The individual targets differ from 

country to country depending on the starting point, the renewable potential and 

structure of the energy sector. The Member States are given an indicative path 

towards the accomplishment of their final targets: 20% of the difference between 

2020 and 2005 figures in 2011-2012; 30% by 2013-2014; 45% in 2015-2016 and 

65% by 2017-2018. Although there are no recent quantitative figures regarding 

the evolution of these targets, the Euro Commission demands periodical updates 

Source: Directive 2009/28/CE and Euro 
Commission Forecast Documents (March 
2010) 

Exhibit Exhibit Exhibit Exhibit 27272727    ----    2020 Renewable 2020 Renewable 2020 Renewable 2020 Renewable 
Energy TargetsEnergy TargetsEnergy TargetsEnergy Targets    
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regarding the perspectives towards these interim goals. The whole set of 

countries must present NREAPs (National Renewable Energy Action Plans) until 

June 2010 with short and long term renewable strategies which will be tracked 

and monitored by the EU authorities. According to the last forecasts submitted by 

Member States (in March 2010), the objective will be attained, with only 5 out of 

the 27 countries not managing to reach their national objectives. As a whole, 

European Union should exceed its global target by 0.3%.  

 

Why Wind Energy? 

Alternative renewable energy still cannot compete with energy based on 

traditional fuels on cost prices. Although they are unlimited sources of energy, 

there are considerable costs associated to the best way of capturing that energy 

and convert it into electricity. Comparing it to fossil fuels (already with placed 

infrastructures and decades of know-how), renewable energy sources are still 

dependent, to a large extent, on governmental subsidies to become viable. 

However, these differences continue to narrow and this issue looks even more 

favourable if we take into account the environmental impacts of fossil fuels. 

 supportive approach for renewable energies, wind 

y has turned to be one of the most appealing inside the 

Source: Associacion Empresatia

Source: Goldman Sachs Global 
Institute (June 2009) 

Exhibit Exhibit Exhibit Exhibit 28282828    ----    Cost comparisonCost comparisonCost comparisonCost comparison    
between energy sourcesbetween energy sourcesbetween energy sourcesbetween energy sources    

Exhibit Exhibit Exhibit Exhibit 29292929    ----    Wind turbines Wind turbines Wind turbines Wind turbines 
technological evolutiontechnological evolutiontechnological evolutiontechnological evolution    
Taking into account the

energy generation industr

Markets 
whole renewable spectrum, being considered the low-cost emerging renewable 

energy resource. In US, over the last 20 years, the cost of wind power has fallen 

around 80%, from values around $300 per MWh to $50 per MWh, a price that 

could be considered competitive with new coal and gas power plants.   

There have been effective technological improvements in the last years, namely 

in terms of the efficiency and capacity of the wind turbines. Nevertheless, it 

seems reasonable to assume that there is still room for evolution, if we consider 

the progress ratio of around 85%/90% associated to wind power technology, 

resulting in a 10%/15% decrease in production costs every time the total installed 

capacity doubles.  

All in all, wind energy is relatively more mature than other sources of renewable 

onic stage of development. The relative fast installation 
energy still in an embryl Eolica 
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and placement in the market (between one and three years) and the fact that the 

land required for wind farms is compatible with agriculture, along with the 

development of the wind turbine manufacturers industry, are all factors that could 

explain why wind power production costs are more competitive than other 

sources of energy. Nevertheless, some criticisms are pointed to wind energy 

namely the intermittency of wind, the noise, the visual impact of turbines in the 

landscape and the impact in the migrating routes of birds.  
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Activities and Regulation 

Even in the face of a global recession and financial crisis, worldwide wind energy 

capacity brought new records, reaching 159 GW at the end of 2009, with around 

40 GW being installed last year, which represents a growth rate of 31.7% for the 

annual additions, the highest rate since 2001. US is the top leader in terms of 

installed capacity (35 GW), followed by China (26 GW), Germany (25 GW), 

Spain and India (with 19 GW and 10 GW, respectively).  

Out of the top 10 countries in terms of wind installed capacity, EDPR is present in 

5 of them, and the countries where EDPR owns operations or is developing near-

term operations, combined, represent 43.37% of the world’s total wind capacity 

installed at the end of 2009. Based on the recent growth path achieved, WWEA 

predicts 1900 GW to be installed until 2020. Further growth is expected in the 

leading markets, but also in some countries of Asia and Latin America. 

 

 

 

 

 

 

 

 

 

According to EWEA, wind energy grew more than any other generation 

technology in European Union during 2008, representing 36% of the yearly 

additions. In fact, the importance of wind in the energetic mix has been 

increasing in the last years and it is expected to represent 16.9% of EU’s 

electricity demand by 2020. 

Overall, the countries in which EDPR operates are characterized by an effective 

government support of renewable energy, mainly given through favourable and 

ble regulatory and legislative framework. The company is exposed to a mix of 

Source: World Wind Energy Association 

So

Exhibit Exhibit Exhibit Exhibit 30303030    ----    Growth rate of wind Growth rate of wind Growth rate of wind Growth rate of wind 
energy capacity has been increasingenergy capacity has been increasingenergy capacity has been increasingenergy capacity has been increasing    

Exhibit Exhibit Exhibit Exhibit 31313131    ----    Wind Installed Capacity Evolution 2001 Wind Installed Capacity Evolution 2001 Wind Installed Capacity Evolution 2001 Wind Installed Capacity Evolution 2001 ----    2010E2010E2010E2010E    

Exhibit Exhibit Exhibit Exhibit 32323232    ----    Wind Energy was the Wind Energy was the Wind Energy was the Wind Energy was the 
leader in new additions in 2008leader in new additions in 2008leader in new additions in 2008leader in new additions in 2008    
staurce: European Wind Energy Association 
  
 

 

different regulatory regimes in these

remuneration packages could include a si

on some of the following components: 
Source: World Wind Energy Association 
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variable premiums, long term Power Purchase Agreements (PPAs), Green 

Certificates (in some cases incorporating their possibility of existence in the 

future) or tax credits. In most of the countries, all the electricity produced from 

renewable sources has priority entering the grid network. 

 

  

 

 

 

 

 

 

 

Portugal 

Portugal is an important market within the wind energy industry, with 3.5 GW 

installed at the end of 2009, according to WWEA. The country is expected to 

reach around 5.6 GW in 2015, yielding a CAGR 2009-2015 of 8.1%. 

EDPR ranks 2nd in the portuguese wind market in terms of total installed capacity, 

only surprassed by IberWind.It is important to notice the residual market share of 

both Iberdrola Renovables and Acciona, leader and 4th largest companies 

worldwide, respectively. 

EDPR holds a 40% participation in the Eolicas de Portugal consortium (ENEOP), 

representing 480 MW of the total 1200 MW awarded in the first and biggest 

public tender launched by the government. This capacity should be completely 

constructed until 2013 (under a defined plan for the timing of installations) and is 

remunerated under the new regulatory regime. At the end of the 1Q 2010, 101 

MW were already in operation and 113 MW were under construction, starting 

operations during the second semester of 2010. 

In Portugal, the remuneration of electricity produced from renewable sources is, 

currently, based on a feed-in tariff system, with two sets of conditions depending 

on the entry date of the wind farm. Those wind farms licensed prior to February 

2006 lie under a remuneration scheme that depends on three main vectors: 

dimension of the plant, operating hours and consumer price index. The price per 

Wh is defined for the first year of operation (€85/MWh - €95/MWh depending 

Source: Nova Equity Research 

So
Ge

Exhibit Exhibit Exhibit Exhibit 33333333    ----    Regulatory profile: Summary and production breakdownRegulatory profile: Summary and production breakdownRegulatory profile: Summary and production breakdownRegulatory profile: Summary and production breakdown    

Exhibit Exhibit Exhibit Exhibit 34343434    ----    Wind capacity Wind capacity Wind capacity Wind capacity 
evolution in Portugalevolution in Portugalevolution in Portugalevolution in Portugal    

Exhibit Exhibit Exhibit Exhibit 35353535    ----    EDPR is the second EDPR is the second EDPR is the second EDPR is the second 
major player in Portugalmajor player in Portugalmajor player in Portugalmajor player in Portugal    
Murce: Instituto de Engenharia Mecânica e 
stão Industrial 
Source: WWEA; EWEA for estimates 
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on the load factor achieved, with the better remuneration set to the projects with 

better wind resources) and is indexed to inflation for 15 years.   

Decree Law 33A/2005 applies to wind farms licensed after February 2006. The 

Decree defines a limit of 33 GWh of production up to 15 years. The price is set at 

€73/MWh or €74/MWh in the first year of operation depending on the load factor 

and evolves with inflation.  

In both situations, the system is replaced at the end of the 15 years by a pool 

price plus Green Certificates’ package, if applicable. Otherwise, the current 

system continues in place for additional 5 years.  

Spain 

Wind energy represents the country’s third largest power generation source, 

covering 14.5% of the electricity demand (more than doubling the 5.3% share in 

2003), behind combined cycle gas and nuclear power. The 2020 targets point to 

20% of the energy consumption  and 40% of the electricity production to be feed 

by renewable sources.  

Spain wind industry is consolidated among the top leaders, ranking 4th worldwide 

with more than 19 GW installed, with almost 2.5 GW new additions during 2009. 

EEEE e e e e 
of wind in the energetic mixof wind in the energetic mixof wind in the energetic mixof wind in the energetic mix    
Source: Associacion Empresarial Eolica 

Future expectations are ambitious, pointing to almost 35 GW of wind installed 

capacity in 2020. EDPR is the 3rd largest wind energy company in Spain, a 

market that is clearly dominated by the domestic Iberdrola Renovables and 

Acciona, both counting to 45% of the market share. There are also a lot of small 

companies (present) in the market, most of them with only a limited regional 

presence and small scale wind projects. 

According to the spanish legislation the generation of electricity from renewable 

sources is included in the special regime, regulated by the Royal Decree 

436/2004 or by the Royal Decree 661/2007.  

On one hand, the older regime applies to wind farms that started operations 

before January 2008. The system promotes two options: a feed-in tariff of 

€70/MWh (in 2008) with no review for the remaining life of the plant; or a market 

tariff (pool price plus a premium/incentive) with no explicit cap or floor. In 2009, 

the premium/incentive was set at €38.3/MWh. Those projects that decided to 

remain in the market component of this remuneration scheme must change to the 

new compensation regime by 2013. Operators choosing the fixed tariff have no 

temporal limit. 

On the other hand, all wind farms starting operations after January 2008 lie 

compulsory under the transitory regime, RD 661/2007. Once again, there is a 

fixed tariff option at €78/MWh (in 2009) for the first 20 years indexed to inflation 
Source: A

Exhibit Exhibit Exhibit Exhibit 37373737    ----    Wind Capacity Wind Capacity Wind Capacity Wind Capacity 
Evolution in SpainEvolution in SpainEvolution in SpainEvolution in Spain    

Exhibit Exhibit Exhibit Exhibit 38383838    ----    EDPR is the EDPR is the EDPR is the EDPR is the 
third major player in Spainthird major player in Spainthird major player in Spainthird major player in Spain    
ssociacion Empresarial Eolica 
Source: WWEA; EWEA for estimates 
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0.50% thereafter. After the 20 years, the price is €61/MWh. Projects can also be 

remunerated by a scheme based on the pool price plus premium. In 2009, this 

premium was set at €31.3/MWh, while the price being paid ranged between a 

guaranteed floor of €76.1/MWh and a ceiling of €90.7/MWh, indexed to same 

inflation factor adjustment as in the fixed tariff option.  

The wind farms operated by EDPR in Spain present in the two different 

legislations are subject to the market mechanism of the remuneration schemes. 

Also, the company decided to maintain those wind farms licensed prior to 2008 in 

the old regime, since it provides higher premiums over the pool price. However, 

from the begginning of 2013 onwards, all projects will be remunerated under the 

new scheme. Despite the higher premiums that could be achieved under the old 

regime, the new scheme provides more stability either by the fixed tariff or by the 

defined range of prices of the market option (with cap and floor), decreasing the 

volatility of prices associated to a remuneration package totally dependent on the 

electricity pool price. Despite the decrease in pool prices that has been observed, 

the company has more than 80% of its production either hedged or protected by 

a floor mechanism (€76/MWh) and even for those capacity dependent on the 

market price, the load factors achieved will provide EDPR with reasonable 

premiums.  

In May 2009, RD 6/2009 stipulated that renewable projects had to be registered 

and wait for the decision as to whether they were accepted. This resolution has 

defined a limit of 6 GW of wind generation to be installed, which will receive the 

remuneration conditions set by RD 661/2007 (equivalent to 1700 MW allowed 

each year until 2012). Moreover, it is expected a new Royal Decree to be 

published during 2010 that will be the basis of remuneration for those projects not 

accepted in the above registration. Over the past few weeks, some informations 

indicate that Spain could consider revising feed-in tariffs for renewable electricity 

by a maximum of 40% until 2013, taking into account this new compensation 

package. In the sequence of some concerns regarding the revision of the tariffs 

retroactively for those wind farms already in operation, the Spanish government 

has already commented that such an extreme measure, which would impact to a 

large extent the profitability of all the players in the sector, will not be imposed. 

France 

In France, around 75% of the electricity derives from nuclear power, in the 

sequence of a long-term policy based on assuring energy security. Nevertheless, 

it was ranked 7th worldwide in terms of total wind installed capacity in 2009 (4.5 

GW), and the 1008 MW placed during the year represent 41% of all new 

generation capacity installed. Considerable growth is expected in terms of the 

importance of renewables in the energetic mix of the country, given that the 

Exhibit Exhibit Exhibit Exhibit 39393939    ----    Wind Capacity Wind Capacity Wind Capacity Wind Capacity 
Evolution in FranceEvolution in FranceEvolution in FranceEvolution in France    
Source: WWEA; EWEA for estimates 
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target for 2020 for the share of energy consumption coming from renewable 

sources is 23% against the 10.3% figure in 2005.  

The French remuneration system for renewable energy is based on a feed-in 

tariff, stable for 15 years. There are two different structures applicable to wind 

farms, dependent on whether they had come online before or after July 2006. 

EDPR has only 9 MW from its Gueltas plataform under the old remuneration.  

   

 

 

 

 

 

 

Belgium 

The Belgian target 

energy consummed

13% in 2020, from 

the end of 2009, to

for this value to qua

The remuneration 

depending on the 

sense, the cap an

€125/MWh in Wallo

the possibility of sig

Poland 

EDPR entered the 

Relax Wind Parks p

sector. During 2009

wind power. This w

Poland and one of t

Despite its brief tra

markets in terms of

in large areas of 

renewable energy. 

Source: WWEA; EWEA for estim

Exhibit Exhibit Exhibit Exhibit 40404040    ----    French RegulatiFrench RegulatiFrench RegulatiFrench Regulati

Exhibit Exhibit Exhibit Exhibit 41414141    ----    Wind Capacity Wind Capacity Wind Capacity Wind Capacity 
Evolution in BelgiumEvolution in BelgiumEvolution in BelgiumEvolution in Belgium    

Exhibit Exhibit Exhibit Exhibit 42424242    ----    Wind Capacity Wind Capacity Wind Capacity Wind Capacity 
Evolution in PolandEvolution in PolandEvolution in PolandEvolution in Poland    
on: Summaryon: Summaryon: Summaryon: Summary    
 

for the propor

 is one of the

a residual sha

tal wind capac

druple in 2020

system for el

 on th

area of the c

d floor prices 

nia and Fland

ning long-term

Polish market

ortfolio of proj

, Margonin wi

as EDPR’s fi

he largest in th

ck record on re

 wind power ge

the country 

In fact, in 20

Source: ED
P Renováveis 
tion of renewable energy in the total amount of 

 most ambitious, demanding this figure to be 

re of 2.2% in 2005, almost a 500% increase. At 

ity reached 555 MW and the expectations are 

.  

ectricity produced from renewable sources in 

e sale of Green Certificates, being different 

ountry the wind farm is implemented. In this 

are €65/MWh - €100/MWh  and €80/MWh - 

ers, respectively. The regulation also allows for 

 PPAs. 

 by the end of 2007, through the acquisition of 

ects, becoming one of the largest players in the 

nd farm, was completed and started producing 

rst project in the country, being the largest in 

e whole Eastern Europe. 

Source: WWEA; EWEA for estimates 
Belgium already consists
ates 
PAGE 20/35 

newables, Poland is one of the most promising 

neration due to its relatively good wind speeds 

along with its favourable regulation towards 

09 the country had 666 MW of wind installed 



 
EDP RENOVÁVEIS COMPANY REPORT 
 
EQUITY RESEARCH  07 JUNE 2010 
 

 

 

capacity, but the expectations point to around 6 GW in 2020, representing a 9x 

growth from current situation. 

Poland is heavily dependent on coal on its energetic mix (95% of its electric 

production) and according to the new Renewable Energy Directive of 2009, the 

share of total final energy consumption deriving from renewables should increase 

to 15% in 2020, from the 7.2% figure of 2005. Government expectations set this 

same metric to 20% in 2030. 

The Energy Act set up in 1997 and revised in 2004 implemented a system of 

Green Certificates. In this sense, the prices for the sale of electricity generated by 

wind energy are formed by a market component plus Green Certificates. In 2010, 

these certificates have a minimum purchase price of PLN 197/MWh and a 

substitute fee for non-compliance with Green Certificate obligation (which can be 

considered equivalent to a cap price) of PLN 268/MWh. During last year, the 

average price achieved based on this two-tier system was around €98 (€39 for 

the market electricity price and €59 for the Green Certificates). There is also the 

option to set long-term PPAs.  

Romania 

Romania is a market in an early stage of development in what concerns wind 

power. According to the World Wind Energy Association, the country had a total 

installed capacity of only 14 MW at the end of 2009, ranking 55th among 82 

countries with wind capacity installed worldwide. However, it is considered a 

market with high growth potential over the next few years (projections point to a 

potential of 14000 MW, the highest in the region), since it provides one of the 

most attractive support mechanism towards the achievement of the renewable 

energy targets, and have established ambitious goals for renewable integration in 

Exhibit Exhibit Exhibit Exhibit 43434343    ----    Wind Capacity Wind Capacity Wind Capacity Wind Capacity 
Evolution in RomaniaEvolution in RomaniaEvolution in RomaniaEvolution in Romania    
Source: WWEA; EWEA for estimates 
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the energetic mix. The market is of extreme relevance for EDPR over the short-

term, with 228 MW under construction in two different projects.  

The Romanian remuneration package is composed of a market component along 

with the sale of Green Certificates, supported by renewable quotas to be met. 

The current legislation determines that each wind generator receives two Green 

Certificates from Transelectrica (the transmission and system operator) for each 

MWh produced until 2014 and one thereafter. The range of prices at which these 

Green Certificates can be sold was updated in 2008 and is set at €27/MWh - 

€55/MWh, indexed to Romanian inflation up until 2014. From 2015 onwards, the 

minimum price for the certificates cannot be lower than the floor price applicable 

in 2014. The price of electricity and the price of Green Certificates are 

determined in two different markets. Once again, it is possible to negotiate long-

term PPAs. Last year, the average price achieved by EDPR was €134/MWh (€34 

from the market price and €50 from each one of the Green Certificates). 
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Italy  

EDPR recently entered the italian market through the acquisiton of a 85% stake 

in Wind SRL from Co-Ver Group. By doing this, the company now possesses 520 

MW of wind projects in different stages of maturity. At the end of 2009, Italy had 

4.85 GW of wind generation capacity, an increase of 2.7 GW since 2006. Under 

the EU Renewable Directive of 2009, the country is required to increase its share 

of renewable energy on final energy consumption to 17% in 2020.  

The Italian system defines a remuneration based on the market electricity price 

plus a tradable Green Certificate for the first 15 years of operation. Starting from 

2008, each Green Certificate is sold at a price equal to the difference between 

€180/MWh(a reference value) and the annual average price for electricity sale. In 

2009, the average price for the Green Certificates was €88/MWh plus 

€63.72/MWh achieved in the electricity market, totalling €151.72 per MWh 

produced. The annual deficit or excess of Green Certificates in the market taking 

into account the quotas of renewable energy to be met, is managed by the 

market operator GSE (Gestore Servizi Energetici). 

Brazil 

Brazil is considered to be the country with the most developed renewable energy 

program in the developing world. In particular, the utilization of sugarcane ethanol 

is widely implemented as a transportation fuel source, being its second largest 

producer, after United States. In terms of wind energy generation, Brazil is the 

most relevant market in South America, with 600 MW installed at the end of 

2009.  

Northeastern and Southern regions are those with higher potential for wind 

energy implementation, given the better load factors that can be achieved. 

EDPR’s projects already in operation are located in the states of Rio Grande do 

Sul and Santa Catarina, on the South of the country. According to a recent report 

from the Electric Power Research Centre (CEPEL), the long-term potential for 

Exhibit Exhibit Exhibit Exhibit 44444444    ----    Wind Capacity Wind Capacity Wind Capacity Wind Capacity 
Evolution in ItalyEvolution in ItalyEvolution in ItalyEvolution in Italy    

Exhibit Exhibit Exhibit Exhibit 45454545    ----    Wind CapWind CapWind CapWind Capaaaacity city city city 
Evolution in BrazilEvolution in BrazilEvolution in BrazilEvolution in Brazil    
Source: WWEA 
Source: WWEA; EWEA for estimates 
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onshore wind capacity is more than 350 GW.  

In 2002, PROINFA Program was estalished to foster alternative sources of 

electric power, namely wind, biomass and small hydro and increase the share of 

renewable energy to 10% of Brazil’s electricity supply by 2020. Under this 

initiative, 1400 MW of approved wind projects signed 20 year PPAs with federal 

power company Electrobrás. Since PROINFA will cease during 2010 (the 70 MW 

wind farm to be installed by EDPR at the end of this year is still incorporated in 

the program), the government announced a tendering system for those wind 

farms out of the initiative. The first wind-only auction was hold in December 2009 

(with a ceiling price of BRZ 189/MWh) and the average sale price obtained was 
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BRZ 148.39/MWh, approximately €57/MWh, well below the price paid when a 

project is integrated in PROINFA (BRZ 265/MWh in 2009). Nevertheless, there is 

a positive “momentum” in Brazil wind market, boosted by the first wind power 

auction (1000 MW) and the commitment for posterior auction of additional 1000 

MW each year. 

United States of America 

According to WWEA, United States maintains the global leadership in terms of 

wind energy generation, ahead of China, Germany and Spain. During 2009, 

almost 10 GW  (a growth of 39%) of new wind power capacity were brought 

online to a cumulative of more than 35 GW. This amount of new additions was 

impressive, only surpassed  by the 14 GW installed by China during 2009. 

Long-term expectations regarding wind energy implementation are strong, given 

the potential of some areas with high wind resources not fully developed yet. In 

2008, the US’s Department of Energy (DOE) projected that a target of 20% of the 

Exhibit Exhibit Exhibit Exhibit 46464646    ----    Wind Capacity Wind Capacity Wind Capacity Wind Capacity 
Evolution in USEvolution in USEvolution in USEvolution in US    

ExExExEx
plplplpl
Source: WWEA; DOE for estimates 
electric supply coming from wind energy is feasible by 2030 (currently wind 

power covers 2% of the country’s total electricity demand). Moreover, wind power 

has turned more and more important to the electric generation industry, 

increasing its share of annual new capacity additions from 2% in 2004 to more 

than 40% in 2009. 

EDPR is the 4th largest wind power company in United States, market that is 

clearly dominated by NextEra Energy Resources, which is responsible for 25% of 

the market share.3  

hibit hibit hibit hibit 47474747    ----    EDPR is the fourth major EDPR is the fourth major EDPR is the fourth major EDPR is the fourth major 
ayer in USayer in USayer in USayer in US    
Source: AWEA 
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The current regulatory framework for wind energy generators in US is not linear, 

since it is composed by a set of policies imposed at the federal level, 

complemented with initiatives that vary from state to state, namely in terms of 

targets for renewable energy use in the electric network.  

Tax Incentives 

The Modified Accelerated Cost Recovery System (MACRS) is a tax benefit 

(independent of electrical power output) that allows for around 95% of the assets 

to be depreciated over the first 5 years rather than the usual 20 years applied to 

wind projects and thus providing for a large amount of tax credits in the initial 

phase of operation of the asset. The present system was incorporated in 1986 

and there is no evidence of being discontinued in the near future. 

PTCs are tax credits provided to the owners of certain qualified renewable 

energy facilities based on the electricity produced (in 2009, $21/MWh) during the 

                                                 
3 The ranking presented by AWEA is related with “managing ownership” of wind power assets in US, to take into account 
those wind farms with more than one equity participant. In this sense, the term “managing owner” is meant to express the 
company that has a managing interest in the project, not necessarily 100% equity ownership. 
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first 10 years of operation of the facility, being indexed to inflation. PTCs have 

been in place since 1992, being continuously extended for periods of two or three 

years, each time. In three ocasions, PTCs were not extended prior to its deadline 

(was then applied retroactively), which resulted in a huge decrease in wind 

capacity additions in the following years. In February 2009, the Obama’s 

Administration signed the American Recovery and Reinvestment Act (ARRA) to 

spur development of renewable energy in the adverse economic climate, and 

which among other measures, approved the extension of this benefit to wind 

farms added through December 2012. The role played by PTC support system in 

the development of the wind industry in the country has been crucial, being the 

major point of uncertainty in terms of the sustainability of the sector. The ARRA 

also implements a monetization option for tax incentives as an alternative to the 

use PTCs. It is, basically, a cash grant provided by the Secretary of Treasury (an 

Investment Tax Credit), in an amount equal to 30% of the cost of the facility, at 

the time it is placed into operation. 

Renewable Energy Certificates 

In US, part of the support given to the renewable energies is based on the 

existence of Renewable Portfolio Standards (RPS), which require a certain 

percentage of the energy supply to be originated by renewable sources. These 

targets differ from state to state (between 10% and 20% in 2020 for most of 

them), can be compulsory or just voluntary and in some cases impose penalties 

for non-compliance. Despite the growing number of states enacting these 

renewable targets (currently 28), it is expected the definition of a compulsory 

RPS at federal level imposing a target of 25% of the electricity consumed in 2025 

to be generated from renewable energy sources, with an aggressive near-term of 

10% by 2012. 

RECs act as the equivalent Green Certificates in Europe, being  the tradable 

proofs that a certain amount of electricity was generated by a renewable 

resource. In this sense, state utilities acquire the RECs from the electricty 

generators like EDPR to meet the targets defined on the RPS programs. RECs 

are usually better paid in less windy regions. The increase in the load factors 

associated with a given region pushed their prices down. 

Power Purchase Agreements 

The RECs, already explained before, are a complement to the normal way of 

remuneration of electricity produced in US. In fact, the output produced can be 

sold in the spot electricity market (merchant) or through long-term PPAs 

negotiated with electric utilities (in the case of EDPR the average length of the 

contracts is 14 years). Most of the contracts signed by EDPR are PPAs linked to 

inflation (the rate at which these contracts are updated each year lie between 0% 

RECs in US are equivalent to 
Green Certificates in Europe 

Source: Am

Exhibit Exhibit Exhibit Exhibit 48484848    ----    Effect of PTCs Effect of PTCs Effect of PTCs Effect of PTCs 
expiration in USexpiration in USexpiration in USexpiration in US    
erican Wind Energy Association 
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and 1%), and already incorporating the delivery of RECs. In the Merchant 

option,energy is sold directly in deregulated markets, while RECs are sold 

separately. In some cases, EDPR has the possibility to hedge part of its 

arket prices, by fixing prices for shorter periods (5 to 10 

Source: ED

Exhibit Exhibit Exhibit Exhibit 49494949    ----    Lower exposure to Lower exposure to Lower exposure to Lower exposure to 
merchant price than peersmerchant price than peersmerchant price than peersmerchant price than peers    
exposure to electricity m
years) and selling its production to a broker that, in turn, sells at the pool price. 

Since 2008, EDPR has been consistently more efficient in signing PPAs than its 

market peers (or, at least, its strategic exposure to market prices seems to be 

more conservative). However, with the economic slowdown of the recent past, 

there has been more difficulty to settle these long-term contracts, increasing the 

share of merchant component in the total capacity installed by EDPR in the 

country. 

Institutional Partnership Structures 

P Renováveis 
As other European renewable energy utilities operating in US, EDPR does not 

generate enough pre-tax income to take advantage of the reductions on tax 
 PAGE 25/35 

liability that the regulatory framework in the country provides, namely the PTCs 

and MACRs. In this sense, to be able to monetise these incentives, EDPR enter 

in partnership structures with third parties, which are called Tax Equity Investors 

(TEI), usually financial institutions. 

These Tax Equity Investors provide funds, upfront, for around 50% of EDPR’s 

capex costs, receiving in exchange the federal tax benefits associated with the 

single wind farm or portfolio of wind farms, for which the partnership was created, 

until a defined IRR is achieved. The project is normally structured so that the IRR 

threshold is only reached after 10 years, enabling the full utilization of the PTCs 

and the repayment of the initial capital contribution to the investment. 

The operational cash flows generated by the wind farm are fully allocated to 

EDPR until the Cash Flip Date, which could be fixed in advance or is considered 

as the date on which EDPR recovers the investment made (usually at the end of 

7 or 8 years). During the remaining period until the Flip Date, these cash flows 

are allocated to the institutional equity investor. 

The Flip Date is the point at which the institutional investor reaches the targeted 

IRR (normally 10 years), rate that is negotiated at the inception of the 

partnership. From this point onwards, the members’ percentage ownership 

interest on the project changes in the sense that EDPR gets a 95% stake on the 

project (retaining the daily control and management of the wind farm, as before), 

with the residual 5% being owned by the investor. It is important to notice that 

EDPR possesses the option to acquire the institutional investor’s residual interest 

at fair market value on the Flip Date. 
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Wind Offshore 

Contrary to the normal onshore wind farms possessed by EDPR, wind offshore 

farms are located at the sea at a distance of, at least, 10 kms from coast. EDPR 

has completed the first steps towards a more effective focus on wind ofshore with 

the presence in the “UK Round 3” tender, which has the goal of achieving 32 GW 

of offshore wind power delivered in 2020, representing a quarter of the UK’s total 

electricity needs in that year. Through a consortium with the local developer 

SeaEnergy, the company was awarded the rights to develop 1.3 GW, 

approximately 25 kms southeast of the Scottish coast in an area with water 

d 60 meters. According to the Department of Energy and 

S

Source: Nova Equity Research 

Exhibit Exhibit Exhibit Exhibit 50505050    ----    Institutional Partnership StructuresInstitutional Partnership StructuresInstitutional Partnership StructuresInstitutional Partnership Structures    

Exhibit Exhibit Exhibit Exhibit 51515151    ----    Top players in Top players in Top players in Top players in 
offshore wind industryoffshore wind industryoffshore wind industryoffshore wind industry    
depths between 30 an
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es can provide higher load factors (it features less 

t affected by land relief) and economies of scale (due to 

Source: European Environment Agen

Exhibit Exhibit Exhibit Exhibit 53535353    ----    Onshore vs OffsOnshore vs OffsOnshore vs OffsOnshore vs Offs
Wind TurbinesWind TurbinesWind TurbinesWind Turbines    
Offshore wind resourc

turbulence since it is no

hore: hore: hore: hore: 
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the fact that the size of each wind farm could be theoretically bigger given the 

higher area available along with the type of equipment to be used) when 

compared with onshore locations. However, the increasing distance to shore 

(installation of wind capacity up to 10 kms from the coast is very limited mainly to 

significant visual impacts) demands more complex substructures and grid 

connection, resulting in higher maintenance costs and bigger initial investment, 

changing the profile of the cost structure when compared with onshore projects.  

Also, the existing legislative frameworks are, in the majority of the cases, 

designed for land rather than offshore applications, so licenses and concessions 

are not clear or do not exist at all. Finally, the connection of offshore wind farms 

to national electricity grids continues to present a challenge difficult to overpast. 

 

 

 

 

 

 

 

This approach to wind offshore fits the company’s portfolio in terms of 

geographical and technological diversification, allowing also the development of 

new capabilities and skills and establshing a plataform for future possible 

projects. The project is integrated in a long-term perspective, with a first phase 

based on an extensive environmental and wind resource analysis for at least 2 

years, followed by application for the mandatory consents. The time-to-market of 

this project is much longer than the onshore comparables (operations are only 

expected to start between 2015 and 2020) and it is not yet clear if the project will, 

in fact, proceed. In this sense, we decided not to incorporate it in the valuation of 

the company.  

  

 

 

cy (2009) 

Source: Nova Equity Research 

Exhibit Exhibit Exhibit Exhibit 52525252    ----    Onshore vs Offshore: Cost StructureOnshore vs Offshore: Cost StructureOnshore vs Offshore: Cost StructureOnshore vs Offshore: Cost Structure    
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Valuation 

Our Buy recommendation for EDPR shares is based on a valuation performed 

through a Sum of the Parts (SoP) approach using individual Discounted Cash 

Flow models for each country the company operates in. Our SoP points to a 

Entreprise value of €11.84, and after adjusting for net debt, for a 12-month price 

target of €8.37 per share.  

The valuation was done on a country-level basis, for three levels of valuation: 

Existing wind farms at the end of 2009; pipeline of projects expected to be 

completed over 2010-2014; and terminal value. Each country’s Free Cash Flows 

Exhibit Exhibit Exhibit Exhibit 54545454    ----    Valuation breakdownValuation breakdownValuation breakdownValuation breakdown    
Source: Nova Equity Research 
was calculated in its own currency and discounted with a Weighted Average Cost 

of Capital expressed in that same currency. The cash flows are on a nominal 

basis and the expected inflation evolution took into account the last figures 

available from the International Monetary Fund4. For those countries not present 

in the Eurozone, this value per share was, at the end, converted into Euros using 

the one-year forward exchange rate (as of June 03, 2010), in order to match it 

with the time horizon of this recommendation. 

Operations 

Those wind farms already in operation were valued individually, according to  the 

detailed information we had on the exact starting date of operations and 

regulatory scheme they took part part of. Regarding the pipeline, we took into 

consideration the four different levels of maturity (and its consequent expected 

time-to-market) to predict how the company will expand its capacity. We 

assumed that most of the capacity starts operations in October of each year, 

creating an adjustment factor to take this detail into account in both the first and 

last year of operation of the MWs associated to each year. In fact, EDPR’s typical 

construction pattern tracks a back-end loaded profile, with more than 60%of the 

annual new capacity additions being made on the fourth quarter of the year.  

Given that EDPR does not hold 100% stakes in all the companies it controls, we 

valued the assets taking into account the net installed capacity related to each 

one of the subsidiaries. In Spain there is a set of entities under control of the 

company. Historically, EDPR’s net position has been around 80% and as so we 

consider this percentage to value Spanish assets. 

It was assumed that, at the end of the operational life of the wind farms, the 

pany has the option to repower them. The repowering happens if a new Source: Nova

Exhibit Exhibit Exhibit Exhibit 55555555    ----    Summary of Summary of Summary of Summary of 
EDPR's participationsEDPR's participationsEDPR's participationsEDPR's participations    
com Equity Research 
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assessment of the profitability of the location for the specific conditions results in 

                                                 
4 IMF’s World Economic Outlook Database of April 2010 until 2014; fixed inflation assumed thereafter (for Eurozone 
countries, it was considered the medium term European Central Bank goal of 2%; while for the remaining countries we 
assume long-term projections regarding future evolution). 
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a positive NPV. If the comany decides to do that, it will consist on the installation 

of new wind turbines, considering that all the costs associated to grid connection 

and civil works are not needed again. In this sense, the repowering of wind farms 

costs around 80% of the initial capital expenditures associated with that project.  

We consider a terminal value calculated taking into account this repowering of 

wind farms at the end of each useful life (at the 21st year of operations), 

discounted at the country’s WACC, with a conservative long-term growth rate of 

1%. For  

Remuneration 

We assumed that the current remuneration schemes will not be changed, so we 

respect the timings behind each one, that is, the evolution of tariffs to be applied 

along the regulatory timeline and the posterior transition to a market price 

mechanism (15 years in the case of Portugal and France, for example). 

In Portugal, all new wind farms will be remunerated under the new regime. After 

the end of the 15 years, wind farms will be paid a market price, which we 

assumed to follow OMIP (Iberian Energetic Market Operator) futures curve 

(explicited until 2012, and linked to inflation from that point onwards). The price of 

Green Certificates use as proxy the incentive paid in Spain under the market 

mechanism of the new regime (RD 661/2007) in 2008, linked to inflation. 

In Spain, we assumed that wind farms lying under the old regime will be 

maintained there as long as it is possible (end of 2012), changing then to the 

market component of the new regime. The pool prices were assumed to follow 

OMIP futures curve (explicited until 2012, linked to inflation thereafter), while the 

premium to be paid, according to the Spanish legislation, is inversely related to a 

positive trend in the wholesale market price.   

In France, we assumed that the current remuneration systems will not be 

updated, maintaining the tariffs described for the 15 years. Thereafter, we 

assumed that electricity will be sold at market price. To define the market price 

applicable at that time, we took into account the French baseload futures curve 

negotiated in the European Energy Exchange (EEX), explicited until 2013 and 

linked to inflation, henceforth. 

In Belgium, Poland, Romania and Italy, the price of the Green Certificates was 

assumed to evolve with inflation. In the Italian case, the market price component 

was first based on the forward electricity price for 2010 and 2011 from the Italian 

Power Exchange (GME), and then linked to inflation. For Poland and Romania, 

explicit futures are available in the Polish Power Exchange (POLPX) and 

Romanian Power Exchange (OPCOM) until 2012 and 2011, respectively being 

linked to inflation thereafter. 
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For United States, we made a conservative aproach to the future regarding the 

allocation of contracts for PPAs versus exposure to the merchant price (70% vs 

30% of total capacity). Power prices use as proxy NYMEX PJM futures curve 

(until 2014, linked to inflation thereafter). 
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Exhibit Exhibit Exhibit Exhibit 56565656    ----    Explicit Futures CurveExplicit Futures CurveExplicit Futures CurveExplicit Futures Curve    

Exhibit Exhibit Exhibit Exhibit 57575757    ----    Opex AssumptionsOpex AssumptionsOpex AssumptionsOpex Assumptions    
osts and Capital Expenditures 

osts were assumed according to company’s guidance (€39000/MW 

 evolving with inflation) in those countries where the company is 

ating for some time. In Eastern Europe and Brazil, we decided to 

um of 20% to this figure to compensate to the early stage of 

 of the market. Nevertheless, in all cases, operational costs were 

he differences in load factors between countries.  

ce: Nova Equity Research 
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 that installation costs can be considered centralised given that the 

ns global supply contracts flexible to delivery in every country the 

rates in. In this sense, we assumed the price per MW is the same 

es (€ 1.4 Million/MW at YE 2009), evolving with inflation. Given that 

have a estimated average useful life of 20 years, they were 

 order to have no residual value after these 20 years. 

Weighted Average Cost of Capital was considered for each country 

stic currency to discount the cash flows associated with the three 

uation: existing wind farms at YE 2009, pipeline 2010-2014 and 

. 

 rate used in the valuation of those countries belonging to Eurozone 

 on the 10-year German Government Bund. For United States, we 

d on the 10-year Treasury Bond, while for the remaining countries 

ne, we converted the 2009 values of reference for their own currency using 
ges rates in 2009.  
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(Poland, Romania and Brazil), the yield on their 10-year Government Bonds was 

applied. 

The market premium is usually accepted as ranging between 4% and 6%7. In 

d a value near the top frontier of this interval (5.5%), 

assuming we are recovering from recession and as so expecting premiums to 

increase. 

In order to compute the beta of EDPR, we used the industry beta approach, 

using the two last years of weekly data against MSCI World Index, usually used 

as a global benchmark. It was done to match with a reasonable historical period, 

taking into account the short history of the company. In this sense, we collected a 

set of betas from those companies that better suit EDPR business. All these 

companies are international developers and operators of wind energy projects. 

The focus of Theolia and Iberdrola Renovables is mostly wind energy, while EdF 

En, Terna Energy and NextEra have a more diversified portfolio in terms of 

sources of clean energy. RWE is more widely focused, producing also natural 

gas and oil. Acciona is a conglomerate group, in which Acciona Energy takes 

part, being amongst the top players in terms of wind energy. We unlevered each 

beta to discount the financial leverage effect, and relevered the average beta 

obtained, now taking into account the Debt-to-Equity ratio target for the company, 

reaching an EDPR’s beta of 0.87. 

EDPR is financed through its parent company (EDP), which sets 90% of the 

loans at a fixed rate. The current long-term rating for EDP from the three main 

agency ratings is A3, A- and A-, from Moody’s, S&P and Fitch, respectively. We 

assumed that EDP’s cost of debt can be derived from the Euro Utility A 10 years 

yield curve for European countries and USD Utility A 10 years for United States 

it was considered the 10 years curve on order to match with EDPR’s average 

S
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debt maturity). The most recent figures were 3.85% and 3.58%, at June 03, 

2010, respectively, to which we add a spread of 250 basis points8. For those 

countries out of the Eurozone, we add the differential of inflation between each 

one and Germany, expected for 2010. For Institutional Partnerships in US, we 

assumed a 6.5% rate demanded by Tax Equity Investors, since they tend to be 

approximately equal to projects in Europe. 

 

 

                         
ott, “The Equity Premium in Retrospect” and Dimson, Marsh and Staunton, “The Global Evidence on 
emium” 
ran provides some guidelines in terms of matching a determined interest coverage ratio range with the 
it rating and the default spread to be applied. EDPR’s interest coverage ratio was considered between 
lying a BBB rating and a spread of around 250 basis points, which corresponds to corporate market 
e to companies similar to EDPR. 



 
EDP RENOVÁVEIS COMPANY REPORT 
 
EQUITY RESEARCH  07 JUNE 2010 
 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg and Nova E

Source: Nova Equity Research 

Exhibit Exhibit Exhibit Exhibit 59595959    ----    WACC SummaryWACC SummaryWACC SummaryWACC Summary    

Exhibit Exhibit Exhibit Exhibit 60606060    ----    SoP SummarySoP SummarySoP SummarySoP Summary    
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Comparables 

EDP Renováveis’s profile as a pure wind player makes it hard to find a set of 

companies that entirely match company’s approach. In this sense, one can say 

that the company has no direct comparables. Nevertheless, we consider 

Iberdrola Renovables and EdF Energies Nouvelles the closest peers due to their 

similar geographic presence, maturity (Iberdrola Renovables is publicly listed 

since December 2007 and EdF EN since December 2006), and relevance of 

wind in their global capacity portfolio. EDPR’s multiple of pipeline over current 

installed capacity is the lower among this peer group. However, the expertise of 

the company as a pure wind energy company makes it more likely to deliver 

successfully in its pipeline. In addition, the company had the highest exposure to 

the US market, considered one of the most attractive countries in terms of growth 

potential. The higher market multiples presented by EDP against its comparables 

can be justified by higher expectations regarding future growth.   

Iberdrola Renovables 

Iberdrola Renovables is the global leader in the renewable energy sector, being 

the world-leading producer from wind energy. In order to complement its core on 

wind energy, the company is also exposed to other sources of renewable energy 

namely offshore wind, biomass and solar photovoltaic and develops gas co-

generation and gas storage facilities. The company has a strategic alliance with 

Gamesa, one of the major wind turbine manufacturers worldwide, providing the 

company some of the most price competitive turbine supply agreements 

available in the market. Although it is present in more than 20 countries, the main 

markets in which the company is operating are Spain and United States, jointly 

representing 80% of the company’s total installed capacity. 

EdF Energies Nouvelles 

EdF EN is present in several segments of energy framework, with a focus on 

wind power, which is responsible for 90% of the company’s total installed 

capacity. There has been a recent expansion on solar photovoltaic turning in the 

second priority for the company. Similarly to EDPR, EdF EN has an international 

footprint, being present in 11 countries. 

 

 

Sou

Source: Bloomberg and Nova E

Exhibit Exhibit Exhibit Exhibit 61616161    ----    EDPR have the lower EDPR have the lower EDPR have the lower EDPR have the lower 
pipeline/installed capacity ratiopipeline/installed capacity ratiopipeline/installed capacity ratiopipeline/installed capacity ratio    

Exhibit Exhibit Exhibit Exhibit 62626262    ----    EDPR has the higher EDPR has the higher EDPR has the higher EDPR has the higher 
exposure to US marketexposure to US marketexposure to US marketexposure to US market    

Exhibit Exhibit Exhibit Exhibit 63636363    ----    MultiplesMultiplesMultiplesMultiples    
quity Research 
rce: Companies Data 
Source: Companies Data 
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Financials 

 

 

 

 
 
 
 
 
 
 
 
 
 

 
 
 
 

 
 
 
 
 
 
 

Exhibit Exhibit Exhibit Exhibit 65656565    ----    Income StatemeIncome StatemeIncome StatemeIncome Stateme Exhibit Exhibit Exhibit Exhibit 64646464    ----    Balance SheetBalance SheetBalance SheetBalance Sheet    

Exhibit Exhibit Exhibit Exhibit 66666666    ----    Cash Flow StatementCash Flow StatementCash Flow StatementCash Flow Statement    
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Disclosures and Disclaimer 
 

Research Recommendations 

Buy Expected total return (including dividends) of more than 15% over a 12-month 
period. 

Hold Expected total return (including dividends) between 0% and 15% over a 12-month 
period. 

Sell Expected negative total return (including dividends) over a 12-month period. 

 
 
This report has been prepared by a Masters of Finance student following the Equity Research – Field Lab 
Work Project for exclusively academic purposes. Thus, the author is the sole responsible for the information 
and estimates contained herein and for the opinions expressed, which exclusively reflect his/her own 
personal judgement. All opinions and estimates are subject to change without notice. NOVA or its faculty 
accepts no responsibility whatsoever for the content of this report nor for any consequences of its use.  
 
The information contained herein has been compiled by students from public sources believed to be reliable, 
but NOVA or the students make no representation that it is accurate or complete and accept no liability 
whatsoever for any direct or indirect loss resulting from the use of this report or its content. 
 
The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion 
about the subject company and its securities. He/she has not received or been promised any direct or indirect 
compensation for expressing the opinions or recommendation included in this report.  
 
The author of this report may have a position, or otherwise be interested, in transactions in securities which 
are directly or indirectly the subject of this report. 
 
NOVA may have received compensation from the subject company during the last 12 months related to its 
fund raising program. Nevertheless, no compensation eventually received by NOVA is in any way related to 
or dependent on the opinions expressed in this report. 
 
The School of Economics and Management at NOVA is a public university thus not dealing for, advising or 
otherwise offering any investment or intermediate services to market counterparties, private or intermediate 
customers.  
 
This report may not be reproduced, distributed or published without the explicit previous consent of its author, 
unless when used by NOVA for academic purposes only. At any time, NOVA may decide to suspend this 
report reproduction or distribution without further notice.  
 
 




