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Enel Generacion Costanera (CECO2): Huge potential, 
higher risks 
 

The unexpected defeat of the ruling party (Juntos por el Cambio) in the primary 
elections hit deeply in investor’s confidence due to a dramatically changed 
economic outlook towards 2020. 
 
The peso fell 25% against the dollar and risk spreads widened to more than 
2,000bps. In order to control economic damage, the government set capital 
controls, “postponed” short term debt payments and moved forward to 
expansionary fiscal policies that compromised the deal reached with the IMF. 
 
Despite the selloff in domestic assets has been across the board, utilities and 
bank stocks have been hit harder. 
 
The opposition candidate with the greatest chance of winning October 27 
elections, Alberto Fernandez, expressed his intention about de-dollarizing energy 
tariffs. The most vulnerable sector to this change is energy generation. Both 
transport and electrical distribution are already pesified 
 
In the case of a Fernandez victory, we believe that tariffs "will be stepped upon" 
as much as possible during 2020, in order to control inflation and let real wages 
recover. 
 
Enel Generacion Costanera (CECO2) could face two constraints: “pesification” 
of the prices they receive for GW/h and the VOSA credit payments they receive 
from CAMMESA that are in dollar terms. 
 
Considering the described distress, we contemplate various events for our 
valuation. 
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(AR$) 
  

2018 6.125 5.622 2.893 1,55 1,40 1,97 4,12 

2019E 10.719 3.661 1.905 4,75 2,31 2,98 2,71 

2020E 13.934 4.769 1.356 4,23 2,82 4,19 1,93 

Share Outstanding (AR$ m) 702 12M Range 4.55 / 11.4 
Float (%) 24,30% EPS Trailing 4,12 
Market Cap ($ m) 5.686 P/E Trailing 1,97 
Net Debt ($ m) 982 EPS Forward 2,71 
EV ($ m) 6.668 P/E Forward 2,98 
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6 September, 2019 

AR$ 8.10  
Target Price: AR$ 14.5 
  
Exp. Return (USD): 79% 
  
Rating: Market Performer 
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Valuation 
 

 
Considering a country risk premium of 1,800bps and a WACC rate of 20.35%, our TP is AR$14.5 (79% potential 
upside in pesos). 
 
Rating: Market Performer 
 
 
Risks of the thesis investment: 

 
1. Deeper political and economic turmoil could lead to a massive default of sovereign and corporate debt.

  
2. Complete “freeze” of utilities tariffs in 2020 and unilateral pesification of energy generation tariffs. 

           
3. Possibility of expropriation and / nationalization of the energy sector´s companies. 

 
 
2Q19 Highlights 
 
Quarterly net sales grew 4% yoy, to AR$1,799.8 million (vs. AR$ 1,850 million expected), due to an increase in the 
FX rate and the energy generation with own fuel, which offset lower demand explained by economic recession. 
 
Operating profit stood at AR$273 million (-70.8% yoy) in 2Q19 as a result of the increase in costs tied to the US 
dollar. 
 
Quarterly net debt rose to AR$982.3 million, driven by lower Cash & Equivalents to AR$1,563 million after the cash 
dividend payment of AR$ 2,000 million (AR$ 2.84 per share). 
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DCF Valuation 
 

 
 

 
 

Relative Valuation 
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As from March 28, 2018, the formula is:  

Outperform:  expected to perform above the underlying country index  

Perform:  expected to perform in-line with the underlying country index X 

Underperform: expected to perform below the underlying country 
index 

 

 
Distribution of Ratings 
 

 Ratings 
Covered companies with 

Specific Rating 

Outperform 24% 

Perform 67% 

Underperform 9% 
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Market Perf ormer
September 9, 2019
7,8

Market Perf ormer
May  10, 2019
8,5
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