
  

    

Utilities – First Capacity Auction Clears Above All Expectations 

Utilities, Poland 

Analyst: Kamil Kliszcz +48 22 438 24 02 

Poland's first-ever capacity market auction to secure 
power capacity for 2021 cleared in range of  
PLN 218,000-240,000/MW/year, prices well above our 
PLN 167,000 projection, crushing the market's view 
that the introduction of the capacity market will have 
no positive impact on the power sector whatsoever. 
The actual clearing prices also exceeded the Energy 
Ministry's preliminary amounts announced in August 
(which you can read about in our special comment at 
https://tinyurl.com/yc6trdqa).  
 
Yesterday's auction is just the first in a series of three, 
with auctions for 2022 and 2023 capacity coming in 
December, at which time we will be able to better 
quantify the future benefits, taking account also 
POLPX futures quotes. With that said, already at this 
stage we feel we can say with some confidence that 
the current valuations of Polish utilities are poised for 
upward revisions (keep in mind that installations that 
fail to sell capacity at the three main auctions can 
reapply for supplementary auctions).  
 
Looking at contracts awarded to rated generators, 

Energa and PGE both had great success at the auction, 
but the three companies that stand to be paid the most 
for their capacity relative to current market 
capitalizations are Enea, Tauron, and ZE PAK. In 
addition, the actual final capacities ordered from 
refurbishing capacity  market units (CMU) might end 
up higher than indicated in yesterday's 
announcements, which used the low end of the price 
range offered as the CMUs wait for the grid operator 
PSE to confirm prices in a public announcement (the 
cumulative volume of power ordered per yesterday's 
updates was 19.4 GW vs. 22.7 GW demanded).  
 
The market's reaction to yesterday's auction results 
was muted by the suspension of the capacity market in 
the UK after an EU court overturned an earlier decision 
by the European Commission to authorize the scheme 
under state aid rules (Reuters has more at  
https://tinyurl.com/yct842nd), however there is 
nothing to suggest this is in any way relevant to 
Poland. 
 
▪ The Auction: The November 15 auction for 2021 

capacity cleared in the fifth bidding round in the range of  
PLN 218,560-240,400/MW/year. CMUs supplied around  
26 gigawatts for demanded capacity of 22.732 gigawatts, 
implying a 14% reduction rate. The TSO will confirm the 
final price after calculating the costs and benefits using its 

algorithms. Prices quoted in the auction were net prices, 
indicating an annual revenue for the sector from the main 
auction only of PLN 4.97-5.46 billion. Supplementary 
auctions which will be held in the future will order 
between 1.1 and 2.9 GW of additional capacity depending 
on the quarter. 

▪ The Payoff: The calculations below take the auction 

results and compare them with our predictions as given in 
a May update on the utilities sector (click to read at 
https://tinyurl.com/y9kcv973). Please note that these 
calculations are provided for reference purposes only, and 
that they do not include the potential future capacity 
revenues from supplementary auctions and from 
secondary trading of the capacity obligations, nor do they 
factor in potential adjustments under frequency 
regulation and replacement reserve schemes (aside from 
the short-term operating reserve mechanism, "STOR"). 
Note also that our net payment forecasts assume a 
decrease in the wholesale power price (or, more 
specifically, the clean-dark spread) by PLN 17/MWh, 
representing the average expected impact of the STOR 
mechanism on current POLPX prices. So far, there is not 
enough liquidity in POLPX contracts for delivery in 2021 
to assess this impact with any degree of accuracy (the 
price difference between 2021 and 2020 contracts is 
currently about PLN 5/MWh). 

▪ Energa secured agreements for a total of 977 MW of 

available capacity, including 585 MW under a five-year 
supply contract – a larger volume than we had forecast in 
May, owing to higher supplies ordered from hydroelectric 
plants and higher DSR participation. At the Nov. 15 
clearing price, the expected 2021 capacity payments are 
double what we had assumed, and the net payments 
after adjustment for the expected fall in power price are 
four times our May estimate, and they are equivalent to 
15% of Energa's current market capitalization (using 
additional revenue valuation at 4x EV/EBITDA). 

▪ Enea secured agreements for a total of 3,473 MW, of 

which 915 MW under 15-year supply contracts,  
2,521 MW under 5-year contracts, and only 37 MW under 
1-year contracts. These volumes are slightly lower than 
we had predicted, resulting from a partial re-qualification 
of installations for secondary trading, supplementary 
auctions, and the December auctions. At the clearing 
price, the expected 2021 capacity payments are 2% 
lower than we had assumed, and the net payments after 
adjustment for the expected fall in power price are 5% 
lower, but they are equivalent to 26% of Enea's current 
market capitalization (using additional revenue valuation 
at 5% EV/EBITDA). 

 

*The May forecasts were for 2024 capacity, and they included the Ostrołęka C" power plant set to be built jointly by Enea and Energa, excluded from 2021 estimates 

Source: estimates by Dom Maklerski mBanku;  

Updated 2021 capacity payments forecast based on the bottom end of the Nov. 15 auction clearing price range   

   May 2018 Forecast* Updated Forecast 
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Enea 4,641 773 167,000 -17 -471 302 3,473 219,000 759 -2% 288 -5% 26% 

Energa 617 103 167,000 -17 -75 28 977 219,000 214 108% 139 396% 15% 

PGE 11,028 1,837 167,000 -17 -1,389 448 11,651 219,000 2,546 39% 1,158 159% 21% 

Tauron 3,784 630 167,000 -17 -326 304 2,672 219,000 584 -7% 258 -15% 29% 

ZEPAK 1,091 182 167,000 -17 -102 80 587 219,000 128 -29% 26 -67% 29% 
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▪ PGE secured agreements for a total of 11,652 MW of 

available capacity, including 1,944 MW under 15-year 
contracts and 2,698 MW under 5-year contracts – a 
slightly larger volume than we had forecast in May, owing 
probably to higher participation from hydroelectric plants 
and DSR. At the clearing price, the expected 2021 
capacity payments are 39% higher than we had assumed, 
and the net payments after adjustment for the expected 
fall in power price are 1.6 times our May estimate, and 
they are equivalent to 21% of PGE's current market 
capitalization (using additional revenue valuation at 4x 
EV/EBITDA). 

▪ Tauron secured agreements for an estimated total of 

2,680 MW of available capacity (based on a capacity 
revenue estimate published yesterday at https://

tinyurl.com/y9quu77e), including 770 MW under 15-year 
contracts and 1,230 MW under 5-year contracts – a lower 
volume than we had forecast in May, owing probably to 
BAT conformity issues and the re-qualification of some of 
the older units to secondary trading and supplementary 
auctions. At the clearing price, the expected 2021 
capacity payments are 7% lower than we had assumed, 
and the net payments after adjustment for the expected 
fall in power price are 15% lower, and they are equivalent 
to 29% of Tauron's current market capitalization (using 
additional revenue valuation at 4x EV/EBITDA). 

▪ ZE PAK secured agreements for 587 MW of available 

capacity under 1-year contracts – a lower volume than 
we had forecast in May, owing probably to BAT 
conformity issues and the re-qualification of some of the 
older units to secondary trading and supplementary 
auctions. At the clearing price, the expected 2021 
capacity payments are 29% lower than we had assumed, 
and the net payments after adjustment for the expected 

fall in power price are 67% lower, and they are equivalent 
to 29% of ZE PAK's current market capitalization (using 
additional revenue valuation at 4x EV/EBITDA). 

▪ Next Auctions: The next auction to secure power 

capacity for 2022 is scheduled for December 5th, 2018, 
followed by an auction for 2023 on December 21st. On 
the one hand, this time there will be less coming together 
of different interests (in the first auction as many as three 
CMUs were bidding for 15-year supply contracts for large 
coal-fired power stations), which may lead to more 
aggressive bidding, but on the other hand the capacity 
demanded in 2022 and 2023 increases by 0.3 GW and 
0.56 GW, respectively, while the capacity available from 
refurbished installations decreases. Based on this, we do 
not expect much change in the clearing prices. 

 
▪ The UK Case: The decision by an EU General Court 

overturning an earlier ruling by the European Commission 

that the UK's capacity market, launched in 2014, 
complied with the EU state aid rules, calls on the 
Commission to look further into whether the UK scheme 
discriminates against clean generators and gives 
advantage to fossil fuel installations in terms of demand 
side response (DSR) technologies (allegations to this 
effect were brought in 2014 by the clean technology 
company Tempus Energy). In our view the UK case 
has no bearing on Poland, where DSR services 
participate in capacity auctions on an equal footing. 
Moreover the statutory two-month post-notification 
appeals period has already passed. Last but not 
least, the cancellation of contracts awarded to 
auction participants would probably entail some 
form of compensation for the participants affected. 
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List of abbreviations and ratios contained in the report. 

EV – net debt + market value (EV – economic value) 
EBIT – Earnings Before Interest and Taxes 

EBITDA – EBIT + Depreciation and Amortisation 
PBA – Profit on Banking Activity 

P/CE – price to earnings with amortisation  

MC/S – market capitalisation to sales 
EBIT/EV – operating profit to economic value  

P/E – (Price/Earnings) – price divided by annual net profit per share 
ROE – (Return on Equity) – annual net profit divided by average equity 

P/BV – (Price/Book Value) – price divided by book value per share 

Net debt – credits + debt papers + interest bearing loans – cash and cash equivalents  
EBITDA margin – EBITDA/Sales 

 
OVERWEIGHT (OW) – a rating which indicates that we expect a stock to outperform the broad market 

NEUTRAL (N) – a rating which indicates that we expect the stock to perform in line with the broad market 

UNDERWEIGHT (UW) – a rating which indicates that we expect the stock to underperform the broad market 
 

Recommendations of Dom Maklerski mBanku : 
A recommendation is valid for a period of 6-9 months, unless a subsequent recommendation is issued within this period. Expected returns from individual recommendations are as follows: 

BUY – we expect that the rate of return from an investment will be at least 15% 

ACCUMULATE – we expect that the rate of return from an investment will range from 5% to 15% 
HOLD – we expect that the rate of return from an investment will range from –5% to +5% 

REDUCE – we expect that the rate of return from an investment will range from -5% to -15% 
SELL – we expect that an investment will bear a loss greater than 15% 

Recommendations are updated at least once every nine months. 

 
mBank S.A. with its registered office in Warsaw at Senatorska 18 renders brokerage services in the form of derived organisational unit—Brokerage Office which uses name Dom Maklerski mBanku. 

 
The present report expresses the knowledge as well as opinions of the authors on day the report was prepared. The opinions and estimates contained herein constitute our best judgment at this date and time, and are 

subject to change without notice. The present report was prepared with due care and attention, observing principles of methodological correctness and objectivity, on the basis of sources available to the public, which 

Dom Maklerski mBanku considers reliable, including information published by issuers, shares of which are subject to recommendations. However, Dom Maklerski mBanku, in no case, guarantees the accuracy and 
completeness of the report, in particular should sources on the basis of which the report was prepared prove to be inaccurate, incomplete or not fully consistent with the facts. 

 
This document does not constitute an offer or invitation to subscribe for or purchase any financial instruments and neither this document nor anything contained herein shall form the basis of any contract or 

commitment whatsoever. It is being furnished to you solely for your information and may not be reproduced or redistributed to any other person. This document nor any copy hereof is not to be distributed directly or 

indirectly in the United States, Australia, Canada or Japan. 
 

Recommendations are based on essential data from the entire history of a company being the subject of a recommendation, with particular emphasis on the period since the previous recommendation.  
 

Investing in shares is connected with a number of risks including, but not limited to, the macroeconomic situation of the country, changes in legal regulations as well as changes on commodity markets. Full elimination 

of these risks is virtually impossible. 
 

mBank S.A. bears no responsibility for investment decisions taken on the basis of the present report or for any damages incurred as a result of investment decisions taken on the basis of the present report. 
 

It is possible that mBank S.A. in its brokerage activity renders, will render or in the past has rendered services for companies and other entities mentioned in the present report.  

 
mBank S.A. does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation. Information about any conflicts of interest that may arise in connection with the issuance of 

recommendations (should such a conflict exist) is provided below, and it is valid as of the date of the most recent Monthly Report published by Dom Maklerski mBanku or as of the date of the most recent 
recommendation issued for an Issuer, as applicable. 

 

This document was not transferred to the issuers prior to its publication. 
 

mBank S.A. serves as underwriter for the following issuers: Asseco Business Solutions (a unit of Asseco Poland), Atal, BOŚ, BZ WBK, Capital Park, Ergis, ES-System, IMS, MLP Group, Neuca, PBKM, Pemug, Polimex-
Mostostal, Solar Company, TXM, Vistal Gdynia, Zastal, ZUE. 

 

mBank S.A. serves as market maker for the following issuers: Alior Bank, Asseco Business Solutions (a unit of Asseco Poland), Atal, BOŚ, BZ WBK, Capital Park, CCC, Cyfrowy Polsat, Enea, Energa, Ergis, ES-System, 
Eurocash, IMS, JSW, KGHM, Kruk, Lotos, LW Bogdanka, MLP Group, Neuca, Orange Polska, PBKM, PGNiG, PKN Orlen, Polimex-Mostostal, PZU, Solar Company, Tauron, TXM, Vistal Gdynia, Zastal, ZUE. 

 
mBank S.A. may have received compensation from the following companies in the last 12 months: Agora, Alchemia, Alior Bank, Ambra, Amica, Asseco Business Solutions (a unit of Asseco Poland), Atal, Bank 

Handlowy, Bank Millennium, Bank Pekao, BEST, BGŻ BNP Paribas, Boryszew, BOŚ, BZ WBK, Capital Park, CCC, CD Projekt, Cognor, Cyfrowy Polsat, Echo Investment, Elemental Holding, Elzab, Enea, Energa, 

Energoaparatura, Erbud, Ergis, Erste Bank, ES-System, Eurocash, Famur, Ferrum, GetBack, Getin Holding, Getin Noble Bank, Groclin, Grupa Azoty, i2 Development, Impexmetal, IMS, INDATA, ING BSK, JSW, KGHM, 
Kopex, Kruk, LC Corp, LW Bogdanka, Mennica Polska, MLP Group, Mostostal Warszawa, Netia, Neuca, Oponeo.pl, Orange Polska, Orbis, OTP Bank, PA Nova, PBKM, Pekabex, Pemug, PGE, PGNiG, PKN Orlen, PKO BP, 

Polimex-Mostostal, Polnord, Prochem, Projprzem, PZU, Raiffeisen Bank International, Rawlplug, Robyg, Rubicon Partners NFI, Seco/Warwick, Skarbiec Holding, Solar Company, Stelmet, Sygnity, Tarczyński, Tauron, 
TXM, Unibep, Uniwheels, Work Service, Vistal Gdynia, YOLO, Zastal, ZUE. 

 

In the last 12 months mBank S.A. has been an offering agent\co-manager of the issuer’s shares in a public offering for the following companies: Cognor Holding. 
 

In the last 12 months mBank S.A. has been book runner or co-book runners for Asseco SEE, Cognor Holding, LC Corp, PBKM.  
 

Asseco Poland provides IT services to mBank S.A. 

 
mBank S.A. has a cash service agreement in place with Pekao and a phone subscription agreement in place with Orange Polska S.A. 

 
mBank S.A., its shareholders and employees may hold long or short positions in the issuers’ shares or other financial instruments related to the issuers’ shares. mBank, its affiliates and/or clients may conduct or may 

have conducted transactions for their own account or for account of another with respect to the financial instruments mentioned in this report or related investments before the recipient has received this report. 

 
Copying or publishing the present report, in full or in part, or disseminating in any way information contained in the present report requires the prior written agreement of mBank S.A. Recommendations are addressed 

to all Clients of Dom Maklerski mBanku. 
 

Recommendations are addressed to all Clients of Dom Maklerski mBanku. 

 
All investment recommendations and strategies issued by mBank S.A. over the last 12 months are available at: 

http://www.mdm.pl/ui-pub/site/market_and_analysis/analysis_and_recommendations/fundamental_analysis/recommendations?recent_filter_active=true&lang=en 
 

The activity of mBank S.A. is subject to the supervision of the Polish Financial Supervision Commission. 

 
Individuals who did not participate in the preparation of recommendations, but had or could have had access to recommendations prior to their publication, are employees of Dom Maklerski mBanku authorised to 

access the premises in which recommendations are prepared and/or individuals having to access to recommendations based on their corporate roles, other than the analysts mentioned as the authors of the present 
recommendations. 

 

This publication constitutes investment research within the meaning of Art. 36.1 of Commission Delegated Regulation (EU) 2017/565. 
 

The compensation of the research analysts responsible for preparing investment research is determined independently of and without regard to the compensation of or revenue generated by any other employee of the 
Bank, including but not limited to any employee whose business interests may reasonably be considered to conflict with the interests of the persons to whom the investment research prepared by the Research 

Department of Dom Maklerski mBanku is disseminated. With that being said, since one of the factors taken into consideration when determining the compensation of research analysts is the degree of fulfillment of 

annual financial targets by customer service functions, there is a risk that the adequacy of compensation offered to persons preparing investment research will be questioned by a competent oversight body. 
 

For U.S. persons only: This research report is a product of mBank SA which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/
are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not 

required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public 

appearances and trading securities held by a research analyst account. 
This report is intended for distribution by mBank SA only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof 

by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and 
return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.  

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, mBank SA has 

entered into an agreement with a U.S. registered broker-dealer, Cabrera Capital Markets. ("Cabrera"). Transactions in securities discussed in this research report should be effected through Cabrera or another U.S. 
registered broker dealer. 

 
Strong and weak points of valuation methods used in recommendations: 

DCF – acknowledged as the most methodologically correct method of valuation; it consists in discounting financial flows generated by a company; its weak point is the significant susceptibility to a change of forecast 

assumptions in the model. 
Relative – based on a comparison of valuation multipliers of companies from a given sector; simple in construction, reflects the current state of the market better than DCF; weak points include substantial variability 

(fluctuations together with market indices) as well as difficulty in the selection of the group of comparable companies. 
Economic profits – discounting of future economic profits; the weak point is high sensitivity to changes in the assumptions made in the valuation model. 

Discounted Dividends (DDM) – discounting of future dividends; the weak point is high sensitivity to changes in the assumptions as to future dividends made in the valuation model. 

NAV - valuation based on equity value, one of the most frequently used method in case of developing companies; the weak point of the method is that it does not factor in future changes in revenue/profits of a 
company. 

https://www.mbank.pl/
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