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The intrinsic value of TEL shares obtained through the discounted cash flow 

method (in this case dividends) is Lei 17.59, by 3.35% under the share’s current 

market price of Lei 18.20 (October 28, 2011). At said market price, the dividend 

yield estimated by us for 2011 stands at 3% approximately 50% of the interest 

on a bank deposit. Although Transelectrica is more suitable for the portfolio of 

a long term investor, especially in the current context, we recommend inves-

tors a safety net of at least 10%; otherwise said, buyers should show more in-

terest in TEL when the stock reaches Lei 15.83 or at 90% of the intrinsic value 

estimated in this research (see page 4 for further details).  

The second evaluation method used in this research entails the comparison 

with Transelectrica’s peer sector taking into account a series of financial multi-

ples. TEL is undervalued based on P/E, P/BV, P/S, EV/EBITDA and EV/EBIT (see 

page 6 for further details).  

Transelectrica belongs to the utilities sector and the electricity sub-sector. Usu-

ally, sales of these companies are less influenced by the macroeconomic con-

text, electricity consumption being essential for both large consumers (plants, 

companies) and for the population. During times of economic downturn, the 

issuer’s revenue contracts at a slower pace set against other cyclical industries.  

For example, in 2009 Transelectrica posted sales sliding by 15%, after an ap-

proximately 28% advance in 2008. TEL is considered a defensive stock, the beta 

coefficient - computed based on monthly changes underwent by its price over 

the past 5 years - standing at 0.78 (Reuters). Its low sensitivity to market 

changes was proven by the quote’s performance in the past year, when BET fell 

by 11.48% and TEL by only 5.94%.   

Transelectrica will post its Q3 financials on November 10. 

Transelectrica (TEL) 

BVB Symbol TEL 

Last closing price (LEI) 18.20 

Change set against the price 

valid on 31.12.2010  (LEI) 
-5.94% 

Average of price estimates 

(LEI) 
21.30 

Capitalization 

(mil lei, 28.10.2011) 
1,334.17  

TEL vs. BET (28.10.2010 - 28.10.2011) 

The Romanian Government plans to sell 15% stake in Transelectrica by the end of the current year. Through-

out the same period, the company intends to augment share capital by 12% to finance investments. The inter-

mediation consortium of the secondary offering was selected in October. The Ministry of Economy that owns 

73.7% stake in the company will waive the right to subscribe shares within the capital increase, while minority 

shareholders will be able to exercise this right.  

Estimated intrinsic value: 17.59 lei/share 

Estimated dividend yield of 3% for 2011 

  — TEL  ;    — BET 

Source: Tradeville 

Source: Thomson Reuters 
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Transelectrica is part of the utilities sector and the electricity sub-sector. Usually, sales of electricity compa-

nies are less influenced by the macroeconomic context as electricity consumption is essential for both large 

consumers (plants, companies) and for the population. Therefore, during tough economic times sales go 

down at a slower pace set against other cyclical industries. For example, Transelectrica’s sales dropped by a 

mere 15% in 2008, after having climbed 28% in 2008. TEL is considered a defensive stock, the beta coefficient 

- computed based on monthly changes underwent by its price throughout the past 5 years—standing at 0.78 

(Reuters). Low sensitivity to market changes was also proven by the quote’s performance over the past year, 

when BET lost 11.48% and TEL only 5.94%.   

The company ensures the operation of the Romanian National Electrical Grid, thus providing the infrastruc-

ture of the national electricity market and guaranteeing access to the electric-power transmission grid to all 

market participants. Transelectrica does not trade electricity, buying only the quantity needed to cover trans-

mission losses. 

 

 

Activity Sector 

Structure, governance and activity 

Most of the company’s income is generated by two types of provided services, 

i.e. the electricity transmission service (36.84% of sales in 2010) and the tech-

nological system service (43.28% of sales in 2010). The electricity transmission 

service resides in ensuring electricity distribution between two or several 

points of the Romanian National Electrical Grid by complying with certain qual-

ity standards. The beneficiaries of this service are all license holders that put in 

or take out electricity from the National Grid, including for import/export ac-

tivities. The tariff for the transmission service is set a 18.77 lei/MWh up by 

10.41% set against 2010.  

The system service consists of keeping the National Electrical Grid fully opera-

tional at all times by observing certain quality standards. To achieve this objec-

tive, Transelectrica uses its own resources, called operational system services 

(2.17% of 2010 sales) and buys technological system services from electricity 

producers. Revenues obtained from the balancing power market hold a 15% 

weight in 2010 sales,  Transelectrica being an operator of this market.  

As of May 2011, Horia Hahaianu is the new CEO of Transelectrica. He was the 

former CEO of Teletrans throughout 2009 - 2011.  

 

 

 

 

Weight of TEL’s main business lines in 

sales (2010) 

Source: Transelectrica Annual Report, 2010.   
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Financials Analysis  

 

The internal gross electricity consumption rose 4.82% in 2010 set against the previous year, while electricity 

production stood by 5.31% above the level recorded in 2009. The uptrend continued in the first six months 

of the current year regarding both electricity consumption (+5.6%) and production (+11.4%). In 2010, sales 

inched up by 2.4% and, according to our estimates, the figure will further advance by 8.2% in 2011 (TEL sales 

climbed 9.7% in H1 2011). Considering operational and organizational efficiency in 2010, TEL has not under-

gone significant changes, while return on equity stayed proper. Nonetheless, against a backdrop of higher 

revenues, we anticipate a growth in profitability margins in 2011. The net margin (computed as a ratio be-

tween net profit and sales) will probably go up to 2.9% in 2011 from a mere 0.37% in 2010.  

The issuer has a financial leverage of 70% or Lei 1.78 billion and sales of Lei 2.54 billion (including trade and 

other payables, short and long term debts  - except for unearned revenues which we have included in the 

debts section in our evaluation). Even if TEL borrows money at low costs  (EURIBOR + 1-2% margin for euro) a 

net margin of only two or three percentage points will not add value to shareholders in the long term, espe-

cially if we consider the fact that TEL is greatly exposed to currency risk (the risk that the Romanian Leu 

might depreciate against the EUR and USD), over 80% of the long-term debt being Euro-denominated. The 

company might minimize currency risk by hedging operations. The good news is that in December 2010 

Moody’s improved the issuer’s credit rating, i.e. its ability to pay back debts, from B2 (speculative grade) to 

Baa3 (investment grade). In March 2011, Moody’s lifted Romania’s rating to Baa3.        

In August, the Ministry of Economy approved the revised budget of Transelectrica for 2011, which forecasts  

gross profit of only Lei 42 mil. The approach is rather conservative if we take into account that it reaped 

gross profit of Lei 215.5 mil in the first six months of the year. We think it’s highly likely for Transelectrica to 

exceed budgeted profit targets.  

 

Source: Transelectrica Financial Statements; Tradeville estimates 
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Evaluation 

 

 

The intrinsic value of TEL obtained by the discounted cash flow approach (in this case it regards dividends) 

stands at Lei 17.59, by 3.35% below the stock’s current market price (October 28, 2011), i.e. Lei 18.20. At 

market price, the dividend yield estimated by us for 2011 stands at 3% approximately 50% of the interest on 

a bank deposit. Although Transelectrica is a great asset in the portfolio of a long term investor, especially 

under the current circumstances, we recommend investors interested in buying TEL shares to take a safety 

net of at least 10%; in other words, TEL should arise the buyers’ interest at Lei 15.83 or 90% of the intrinsic 

value estimated in this research . Below we have showcased the employed evaluation methods and criteria. 

Each year, Transelectrica pays its shareholders at least 50% of net profit as dividends due to the obligation 

imposed by the Romanian Government which is a majority shareholder (73.69%). Moreover, 90% of 2010 net 

profit was allotted to financing the budget deficit. Considering these two arguments, we have decided to 

evaluate TEL through the discounted dividend model (DDM), which entails updating estimated cash flows (in 

this case dividends).  

In TEL’s evaluation process we considered the current macroeconomic environment starting from the sce-

nario that forecasts moderate economic growth in the upcoming 3-5 years in developed countries, a slight 

decline in EU countries, slightly above one percentage point in the US and a bit more consistent in emergent 

countries, high unemployment rate, most countries adopting structural reforms required to mend budget 

deficits but which will hider economic growth. Romania has timely adopted austerity measures by augment-

ing VAT, cutting wages in the public sector and implementing some reforms concerning labour force that 

diminished the weight of the budget deficit in GDP to 2.4% after the first eight months of the current year, 

the Ministry of Public Finance estimating that Romania might meet the 4.4% target set for the entire year. 

Nonetheless, there has been a slowdown in the pace of growth of GDP to 0.2% in the second quarter of 2011 

(set against 0.7% in Q1) trend noticeable in developed economies as wells. This is why we adopted a conser-

Data displayed in the above table is RON-denominated; Source: Transelectrica Reports, Tradeville. 
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Evaluation 

vative approach regarding growth estimates for TEL’s revenues and took into account prospects regarding 

the performance of the local economy (slight growth in 2012, standstill in 2013 and resuming growth in 2014 

and 2015), the exchange rate (ron/eur and ron/usd), and for setting the relevant prices for TEL services we 

considered the upper limit of the inflation rate estimated by the National Bank of Romania. Further on, there 

is a more comprehensive presentation of the criteria employed to estimate balance sheet ratios. 

Sales. Most of Transelectrica’s income is generated by electricity transmission (36.8% of 2010 sales) and by 

technological system services (43.38% of 2010 sales). The other income sources are: the balancing power 

market (15%), interconnection capacity (1.18%) and operational system services (2.17%). Transelectrica’s 

revenues also depend upon the performance of the local economy, although to a smaller extent set against 

other cyclical sectors. In H1, 2011 electricity transmission rose by 10%, reason why we estimated that the 

growth will hover around 10% for the entire year. For 2012 – 2015, we took into account a slowdown in eco-

nomic growth in 2012, stagnation in 2013 and re-entering an upward trend in 2014 and 2015. The translation 

of these estimates in Transelectrica’s results is the following: decrease in the pace of growth of energy trans-

mission to 5% in 2012, maintaining the same level in 2013 and 5% growth in 2014 and 2015. This scenario - 

further called scenario I - indicates a period of 3-5 years with anemic increases in developed countries, 

proper in EU, slightly above one percentage point in the US and more consistent in emergent markets, high 

unemployment rate, when most countries will implement structural reforms required to mend budget defi-

cits but which will hinder economic growth. Prices of transmission and system services have been raised in 

line with the superior limit of the inflation estimated by the National Bank of Romania  (see the Schedule dis-

played on pg 11 for further details).  

COGS (cost of goods sold) was estimated by computing its weight in sales in the past two years. Payroll and 

administrative expenses have been increased on a yearly basis and, as of 2011, in line with the upper infla-

tion limit estimated by the National Bank of Romania. As for amortization expenses, the average weight of 

amortization in long term assets throughout 2008-2010 stands at 8%. We used this weight to estimate amor-

tization expense throughout 2011-2015. Other operating income – the arithmetic mean of the weight of op-

erating income in sales over the past 3 years, relative to each year’s sales. In order to estimate interest in-

come, we computed the average weight of interest income over the past 3 years  set against cash at bank 

and in hand e casa, relative to the previous year’s cash and cash equivalents. Income from owned stakes – 

arithmetic mean of the past three years. Interest expense – the arithmetic mean of the weight held interest 

expense in total debts (short and long term) relative to the sum between short term and long term debts in 

the previous year. Financial result is computed as a difference between total financial revenues and total 

financial expenses; the final result was adjusted by exchange rate differences. Considering that on June 31 

2011, 83.4% of Transelectrica’s loans were Euro-denominated and 5.8% USD-denominated, estimating the 

exchange rate becomes an essential condition in this evaluation. To approximate the exchange rate for the 

upcoming five years we took into account scenario I and estimated the below-displayed exchange rates:  

We estimated the Risk Free Rate (RFR) at 7%, to which we added a 5.5% margin to calculate the return ex-

pected by the market. Cost of capital was computed based on the following formula RFR + beta x (expected 

return- RFR), using a beta coefficient of 0.78 calculated by Reuters based on monthly price changes. The long 

term growth rate is estimated at 3%, slightly below the long term growth rate of the local economy. 

Source: Tradeville estimates 
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An objective assessment of the criteria used for analysis does not count out the oscillating character of these 

terms, reason why we made a sensitivity analysis showing which would be the intrinsic value of TEL shares in 

other circumstances than the initially estimated ones. 

A second evaluation approach entails comparing the TEL stock with its peer sector taking into account sev-

eral financial multiples. We included nine electricity transmission companies in the EU in the relevant sector, 

selected based on total assets. The assets of selected companies are either by maximum 60% above TEL’s 

assets or by 60% below them. The nine companies were compared based on the P/S, P/E, P/BV, EV/EBITDA, 

EV/EBIT multiples. The sector average of P/E, P/BV, P/S multiples was computed as a ratio between the sum 

of the euro-denominated capitalization of the nine companies (we excluded Transelectrica from the sector) 

and the sum of value ratios in Euro terms (book value, sales and net profit). The sector average of EV/EBITDA 

and EV/EBIT was similarly computed, as a ratio between the euro-denominated enterprise value of the nine 

companies (excluding Transelectrica) and the sum of EBITDA and EBIT ratios (euro-denominated value). The 

calculation formula is the stock market capitalization to which we added the market value of debts minus 

available cash and short term investments.  

The theoretical price was computed in RON terms based on the exchange rate of the National Bank of Roma-

nia valid on October 26, 2011. For the P/BV, P/E and P/S multiples, the theoretical price is computed by mul-

tiplying the sector average of the relevant multiple with the ratio’s value, i.e. book value per share, net profit 

per share and sales per share corresponding to Transelectrica. In the case of EV/EBITDA and EV/EBIT, after 

multiplying the relevant multiple’s sector average with Transelectrica’s EBITDA or EBIT, the available cash 

and short term investments are added minus the market value of Transelectrica’s debt. As it can be seen in 

The sensitivity analysis calculates the theoretical price (intrinsic value of  TEL) considering a changed basic scenario. For example, for a beta coefficient of 

0.68, leaving the other ratios according to the basic scenario, the estimated theoretical price stands at 19.70 lei/share. Source Tradeville 

Source: Reuters 
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the table displayed on the previous page, TEL is an undervalued stock set against its peer sector grounded on 

each of the five multiples. 

We also think it is important to enumerate the main risks that should be taken into consideration by an in-

vestor interested in Transelectrica shares.  

Price Risk. According to ANRE (the Romanian Energy Regulatory Authority) methodologies, Transelectrica’s 

activity in the internal market is carried out based on regulated tariffs, while on the regional market this is 

grounded on bilateral agreements. Currency risk. Approximately 80% of TEL’s long term debt is Euro-

denominated, the differences resulted from exchange rate shifts being included in the profit and loss state-

ment. Otherwise put, if the euro appreciates against the Romanian Leu than TEL incurs a currency exchange 

loss. 

The second category is represented by financial risks: credit risk, counterparty risk, interest risk, liquidity risk.  
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S = sales;  

y/y = yearly change;  

LTM = last twelve months  

PTM = the 12 months previous to LTM  

EPS = earnings per share 

Net margin = net profit /S 

ROA = return on asset; 

ROE = return on equity; 

P/E = price / net profit per share; 

P/BV = price / equity per share; 

P/S = price/ sales per share; 

operating margin = EBIT / S 

EV = market cap + debt - cash and cash 

equivalents; 

EBIT(DA) = operating profit (+ amort.); 

Beta = price sensitivity to market changes; 

g = long-term profit growth rate;  

Intrinsic value  = estimates the stock’s cur-

rent price by the discounted cash flow 

method 

DPS = dividend per share 

 

 

Research Author 

Dragos Darabut 

Magda Sirghe 

magda.sirghe@tradeville.eu 

Dragos Darabut 

dragos.darabut@tradeville.eu 

Ovidiu-George Dumitrescu, CFA 

ovidiu.dumitrescu@tradeville.eu 

SSIF Tradeville S.A. 

Address:  Unirii Blvd No. 19, Bl. 4B,  

 ground floor, Sector 5, 

 Bcharest. 

 Zip Code: 040103.  

 Romania 

Telephone: 0040 21 336 93 25 

 0040 21 336 93 26 

Facsimile: 0040 21 336 92 33 

Tradeville Services: 

Startrade RO  

Online trading of any stock/bond listed on the Bucharest Stock Exchange 

Smart  

Line of credit intended for investments in stocks traded on BSE 

Derivgate 

Trade futures and options on the Sibiu Monetary Financial and Commodities Exchange and 

the Bucharest Stock Exchange 

Startrade BG 
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Startrade AT 

Online trading of over 150 stocks listed on the Vienna Stock Exchange 
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Tradeville is the new Vanguard level. Our brokerage house underwent this transformation after 14 years of expertise in financial markets, technological innova-
tion, transparency and after being constantly in touch with our clients, thus managing to achieve the leadership position in on-line trading in Romania. An inte-
grated trading platform and regional expansion in Eastern Europe represents the offer made by Tradeville to investors. You can access our website using the  
www.tradeville.eu or www.vanguard.ro links.  
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in compliance with the applicable law.  
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of utterly objective information about financial markets, issuers and market sectors. Our company disclaims all responsibility for transactions carried out based on 
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any other involved person) in a conflict of interest with the issuers mentioned in our Research Reports. SSIF Tradeville SA developed and implemented an Internal 
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the latest. The information used in our research reports is gathered from sources considered to be trustworthy, nonetheless, there is no guarantee regarding the 
accuracy of said information. The investment in financial instruments entails peculiar risks including but not confining to: market price fluctuation, dividend, return 

and/ or profit uncertainty, exchange rate fluctuation. Furthermore, the past performance of financial instruments is not a guarantee of a similar future perform-
ance.  
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Schedule Transelectrica Financial Statements(1/3) 

Source :Transelectrica, Tradeville estimates 
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Schedule Transelectrica Financial Statements (2/3) 

Cash on hand and at bank - we have kept a cash balance equivalent to the difference between receivables 

and inventory on the one hand, and debts to suppliers on the other hand, to which we added an amount 

equal to 2/12 of the year’s payroll expenses. When there was a cash surplus (resulted from equilibrating the 

balance) we added it as well. To evaluate inventories we increased their level with the yearly change in sales. 

Inventory was augmented with the annual change in sales. Intangible assets were estimated based on the 

formula: current intangible assets = last year’s intangible assets + planned investments for the current year x 

(1– the arithmetic mean of amortization weight in total intangible assets). Financial investments – the arith-

metic mean of the last 3 years. Prepaid expenses – the arithmetic mean of the last 3 years; Trade and other 

payables -  augmented with the annual growth in sales. Long-term debts – estimated based on the formula: 

(Q0 long-term debts/Q0 intangible assets) x Q1 intangible assets. Unearned revenues – arithmetic mean of 

unearned revenues over the past 3 years. Regarding unearned revenues, we adopted a conservative ap-

proach, including them in debts, while in Transelectrica’s balance sheet unearned revenues are included in 

equity, which translates into a lower financial leverage. Share capital – steady in 2011; for 2012, we took into 

account a 12% share capital increase. Dividends— we estimated a payout ratio of 50% of net profit as divi-

dends throughout 2011 – 2015.  

Source: Transelectrica, Tradeville estimates 
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Schedule Transelectrica Financial Statements (3/3) 

In the above table we included estimates regarding each business; segment. Source Transelectrica, Tradeville estimates 


