


TRANSENER 2Q19

Research-Electricas@capitalmarkets.com.ar

September 19

TRANSENER (TRAN)
6 September, 2019

AR$ 18.25
Target Price: AR$ 24

Exp. Return (USD): 32%
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Price Range (ARS)

52 wk. 52 wk.
Min. Max.
14.85 51.9
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\[]¥
Net Sales  EBITDA Income EV/
(AR$ mill)  (AR$ (AR$ EBITDA
mill) mill)
2018 9.839 6.079 3.055 3,12 1,73 2,66 6,87
2019E 11.216 7.095 3.586 1,98 1,02 2,26 8,06
2020E 12.898 9.050 4.487 1,81 1,23 5,17 10,09
Share Outstanding (AR$ m) 445  12M Range 14.85/51.9
Float (%) 47.3%  EPS Trailing 6.87
Market Cap ($ m) 8.115  P/E Trailing 2.66
Net Debt ($ m) 2.995 EPS Forward 8.06
EV ($ m) 11.110  P/E Forward 2.26

Transener (TRAN): Political turmoil leads to an
opportunity.

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.

Considering this scenario, RTl agreement (deal reached between Transener and
the Republic) might be renegotiated, affecting our estimated cash flows for 2020
and 2021. In the case of Transener (TRAN), current tariff adjustment index has
a higher weighting of the wages index than the CPI index.

Even considering the worst case scenario, we consider that much of it is already
factored in the stock’s price. Since 9 August 2019 (last trading day before
elections), TRAN is down 69% in dollar terms.
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Considering a country risk premium of 1,800bps and a WACC rate of 19.9%, our TP is AR$24 (32% upside potential
in pesos).

Rating: Market Performer

Risks of the thesis investment
1. Deeper political and economic turmoil that could lead to a massive default of sovereign and corporate debt.
2. Complete “freeze” of utilities tariffs in 2020.

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

2Q19 Highlights

As we mentioned in the previous report, the persistent inflation in Argentina continued eroding Transener's margins.
Quarterly gross margin reached 57.08%, 401bps lower than in 2Q18. Quarterly EBITDA stood at AR$1,783.4 million
(-6.6% yly), below our estimation of AR$1,810 million. FY 19 EBITDA was revised down from AR$7,408 million to
AR$7,185 million.

We now expect FY 20 EBITDA of AR$ 9.050 million, leading to an estimated EV / EBITDA of 1.9x.

Quarterly financial result improved due to the lower US dollar appreciation (AR$276 million from FX result) and
inflation adjustment result (AR$619.6 million in 1H19). Besides, the company booked an AR$6 million provision for
the blackout of June 16 2019.

In terms of CAPEX, disbursements continued as planned: AR$1,412 million during 1H19.

Although the firm remains financially solid, after the cash dividend distribution of AR$3,300 million, Net Debt rose
from - AR$1,835 million to AR$2,995 million.

We do not expect any new cash dividend distribution this year.
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DCF Valuation

DCF {AR% m) 2019E 2020E Terminal Value

Y/Y Sales growth 14,0% 15,0% 11.0%
MNet Sales 11.216 12.898 14.500

EBIT Mariln 53.2% 521% 53.0%

Effectrve tax rate

Deprecmtlons s 1.144
Interest Paid 520 650 650
Capex (2.798) (3.3558) -3.3585
Waorking Capital 855 550

19,8% 19,8%

Shares Dutstandini 41-14,'.’

Country Risk 18.00%
Risk Free Rate 2.50%
Excess Return 5.00%
Beta 0,95
Cost of Equity 2525%
Cost of Debt 12.00%
WACC 19.85%

Sensibility Analyses
Country Risk / WACC  1.100bps f 15,1% 1.800bps / 19,9% 2.200 bps / 22,6%
Target Price (ARS) 38 2397 19,1

Relative Valuation

Market Cap Price | P"{Ee : Price | Price |

S : Earnings
{Million USD)  Earnings Fuerd, Sales Book Value

Company Ticker

Transener

Cia. Energética Minas Gerais
Equatorial Energia

Engie Energia Chile

Light S.A.

Source: Reuters

Capital Markets Argentina S.A.
Esmeralda 130 Piso 5 (1035)
54 (11) 4320-1900
www.capitalmarkets.com.ar


http://www.capitalmarkets.com.ar/

TRANSENER 2Q19

Research-Electricas@capitalmarkets.com.ar
September 19

A 4

Financial Statement

Milion ARS 2016 2017 2018 2019E 2020E

Met Sales 2.2 9746 9.839 11.216 12.898
¥ Change Rate 342 8% 0.9% 14.0% 16,0%
Cost of Sales [1.677) (4.162) 4.031) (4.655) (5.288)
¥Y Change Rate 148.2% -3.1% 16,5% 13,6%
Gross Margin 23.8% a7,.3% 59,0% h8,5% 59,0%
Administrative Costs (346) (586) {505) (671) (839)
¥/ Change Rate 69,5% -13.9% 33.0% 25.0%

Other operating costs 64 [ 99 75 45
Operating Income 124 4.924 5.401 5.965 6.726

Operating Margin 5.6% 50,5% 54.9% 53.2% 521%
222 5.631 6.079 7.095 9.050
EBITDA Margin 10,1% 57,8% 61,8% 63,3% T70,2%
Financial Income 331 410 921 1.244 1679
Financial Expenses (197) (309) (442) (690) (966)
Other Financial Results 327 172 904 485 525
Income before tax (69) 5.196 4.976 6.034 6.914
Income tax 18 (1.204) (1.800) (2.293) (2.213)
Minority Interest b 144 122 155 215
MNet Margin % -2,62% 40,62% 31,05% 31,97% 34.79%
Depreciation 98 682 678 915 1144
Interests Paid 105 201 287 520 650
Capex (223) {1.038) {2.663) (2.796) (3.355)
Working capital 50 2.052 1.565 855 550
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Balance Sheet

Million ARS 2017 2018 2019e 2020e
Current Assets

Other Financial Assets 87T 902 974 1.052
Receivables 201 1.676 3481 4167
Cash & Equivalent 4483 4725 2550 3.188

Total Current Assets

Non current Assets

Property, plants & eguipment 10.213 12129 13.949 14.158
Investments at amortized value 30 0 0 0
Deferred Tax 395 432 561 T30
Other receivables 8 5 5 b
Total Non current Assets 12.567 14.515

Total Assets 19.869 21.520

Current Liabilities

Provisions 106 84 166 206
Loans 101 139 a1 51
Income Tax Liability 1.620 a72 i 897
Payroll and Social Security 639 614 782 999
Trade accounts payable 540 1.181 843 1.058
Taxes payable 221 163 284 294
Employee benefits a7 84 61 61
Other liabilities 0 0 1 1
Total current liabilities

Non current libilities

Bonds 2638 3636 5910 6.797
Employee benefits 439 444 640 794
Other 1.334 1.396 1.450 1.650

Totl non current liabilities
Total Liabilities

Total Equity

Current Ratio 213 287 2.40 2.36
Acid Ratio 1,96 2,26 2.07 2,06
LT Debt / Assets 0.149 0.183 0,275 0,292
ROE 0.0% 0.0% 0.0% 0.0%
ROA 0.0% 0,0% 0.0% 0.0%
Chg. Woking Capital -247 =217 20583
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*** Capital Markets Argentina S.A. (CMA) — Equity Research Disclosures ****
Analyst disclosures

The name of the person(s) responsible for the recommendations and information contained in this report is identified on the
cover or last page of the report. The functional job title of the person(s) responsible for the recommendations and information
contained in this report is: Research Analyst unless otherwise stated on the cover or last page of the report.

Regulation AC - Analyst Certification: Each Research Analyst(s) listed on the front or last page of this report, principally
responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the Research
Analyst covers in this research report, all of the views expressed in this research report accurately reflect their personal views
about those issuer(s) or securities. Fach Research Analyst(s) also certifies that no part of their compensation was, is, or will
be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that Research Analyst in this
research report.

Each Research Analyst certifies that he is acting independently and impartially from CMA shareholders, directors and is not
affected by any current or potential conflict of interest that may arise from any CMA activities.

Analyst Compensation: The research analyst(s) primarily responsible for the preparation of the content of the research report
attest that no part of the analyst’(s’) compensation was, is or will be, directly or indirectly, related to the specific
recommendations expressed by the research analyst’s(s’) in the research report. The research analyst’s(s’) compensation is,
however, determined by the overall economic performance of CMA.

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on this report are employees of CMA.
CMA refers to Capital Markets Argentina S.A. and its affiliates, which is a non-US affiliate and entity under common control
and ownership as well as Epic Capital Securities Corp. (“ECSC”) a SEC registered and FINRA member broker-dealer.
Research Analysts employed by CMA, are not registered/qualified as research analysts under FINRA/NYSE rules, may not
be associated persons of ECSC or any other U.S. broker-dealer and may not be subject to FINRA Rule 2241 restrictions on
communications with covered companies, public appearances, and trading securities held by a research analyst account.

Please refer to www.epiccapitalfl.com for further information relating to research and conflict of interest management.

Compensation and Investment Banking Activities

CMA or any of its affiliates have not managed or co-managed a public offering of securities for the subject company in the
past 12 months. CMA or any of its affiliates have not received compensation for investment banking services from the subject
company in the past 12 months. CMA or any of its affiliates do not expect to receive or intends to seek compensation for
investment banking services from the subject company in the next 3 months.

Market Making

CMA, at the time of this publication, does not make a market in TRANSENER shares

Rating System

Stock ratings are based on the analyst’s expectation of the stock’s total return during the twelve to eighteen months following

assignment of the rating. This view is based on the target price, set as described below, and on the analyst’s opinion, general
market conditions and economic developments.
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TRAN Price Range

50
48
46
44 Market Performer
42 September 9, 2019
40 18,7
38 !
36
34
32 Market Performer
30 May 10, 2019
28
26 46,5
24
22
20
18
16
14
12
(o2 >Ie> o> Bie) RN Bie) Mo B N I R o e o BN NN o N NN RO N o R e B el
R R R R R R - R R R R EEREEREE
FAAAAAAAAAATAAAAA AN NN A A A YNNI AN A
O WWWLWLW O O © © © © O©NMNIMNMNINDNMNDNMNININSDNDOOOWOWO®MO®NMO O 0 DN D
O OO0 OO0 OO0 O 000000000000 0000000 OO O o
SITAN VN O OCANR-T DI IRC-TCDNIANR-TODOIOINOOSOITOJIOS OB R
— — — NN MOO v~ N NOOO -~~~ AN NNOO«——NNMmO O
As from March 28, 2018, the formula is:
Qutperform: 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
HEO~ PV

Distribution of Ratings

Covered companies with
Ratings Specific Rating
Outperform 24%
Perform 67%
Underperform 9%

Price Target

Unless otherwise stated in the text of this report, target prices in this report are based on either a discounted cash flow
valuation or comparison of valuation ratios with companies seen by the analyst as comparable or a combination of the two
(2) methods. The result of this fundamental valuation is adjusted to reflect the analyst’s views on the likely course of investor
sentiment. Whichever valuation method is used there is a significant risk that the target price will not be achieved within the
expected timeframe. Risk factors include unforeseen changes in competitive pressures or in the level of demand for the
company’s products. Such demand variations may result from changes in technology, in the overall level of economic activity
or, in some cases, in fashion. Valuations may also be affected by changes in taxation, in exchange rates and, in certain
industries, in regulations. Investment in overseas markets and instruments such as ADRs can result in increased risk from
factors such as exchange rates, exchange controls, taxation, and political and social conditions. This discussion of valuation
methods and risk factors is not comprehensive — further information is available upon request.

Legal and disclosure information

Other disclosures

This product is not for retail clients or private individuals.

The information contained in this publication was obtained from various publicly available sources believed to be reliable but
has not been independently verified by CMA. CMA does not warrant the completeness or accuracy of such information and
does not accept any liability with respect to the accuracy or completeness of such information, except to the extent required

by applicable law.

This publication is a brief summary and does not purport to contain all available information on the subjects covered.
Further information may be available on request. This report may not be reproduced for further publication unless the
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source is quoted. This publication is for information purposes only and shall not be construed as an offer or solicitation
for the subscription or purchase or sale of any securities, or as an invitation, inducement or intermediation for the sale,
subscription or purchase of any securities, or for engaging in any other transaction. This publication is not for private
individuals.

Any opinions, projections, forecasts or estimates in this report are those of the author only, who has acted with a high degree
of expertise. They reflect only the current views of the author at the date of this report and are subject to change without
notice. CMA has no obligation to update, modify or amend this publication or to otherwise notify a reader or recipient of this
publication in the event that any matter, opinion, projection, forecast or estimate contained herein, changes or subsequently
becomes inaccurate, or if research on the subject company is withdrawn. The analysis, opinions, projections, forecasts and
estimates expressed in this report were in no way affected or influenced by the issuer. The author of this publication benefits
financially from the overall success of CMA.

The investments referred to in this publication may not be suitable for all recipients. Recipients are urged to base their
investment decisions upon their own appropriate investigations that they deem necessary. Any loss or other consequence
arising from the use of the material contained in this publication shall be the sole and exclusive responsibility of the investor
and CMA accepts no liability for any such loss or conseqguence. In the event of any doubt about any investment, recipients
should contact their own investment, legal and/or tax advisers to seek advice regarding the appropriateness of investing.
Some of the investments mentioned in this publication may not be readily liquid investments. Consequently, it may be difficult
1o sell or realize such investments. The past is not necessarily a guide to future performance of an investment. The value of
investments and the income derived from them may fall as well as rise and investors may not get back the amount invested.
Some investments discussed in this publication may have a high level of volatility. High volatility investments may experience
sudden and large falls in their value which may cause losses. International investing includes risks related to political and
economic uncertainties of foreign countries, as well as currency risk.

To the extent permitted by applicable law, no liability whatsoever is accepted for any direct or consequential loss, damages,
costs or prejudices whatsoever arising from the use of this publication or its contents.

CMA (and its affiliates) has implemented written procedures designed to identify and manage potential conflicts of
interest that arise in connection with its research business, which are available upon request. The CMA research analysts
and other staff involved in issuing and disseminating research reports operate independently of CMA Investment Banking
business. Information barriers and procedures are in place between the research analysts and staff involved in securities
trading for the account of CMA or clients to ensure that price sensitive information is handled according to applicable
laws and regulations.

Country and region disclosures

United States: This communication is only intended for, and will only be distributed to, persons residing in any jurisdictions
where such distribution or availability would not be contrary to local law or regulation. This communication must not be acted
upon or relied on by persons in any jurisdiction other than in accordance with local law or regulation and where such person
is an investment professional with the requisite sophistication to understand an investment in such securities of the type
communicated and assume the risks associated therewith.

This communication is confidential and is intended solely for the addressee. It is not to be forwarded to any other person or
copied without the permission of the sender. This communication is provided for information only. It is not a personal
recommendation or an offer to sell or a solicitation to buy the securities mentioned. Investors should obtain independent
professional advice before making an investment.

Notice to U.S. investors

This material is not for distribution in the United States, except to Major US institutional Investors as defined in SEC Rule 15a-
6 ("Rule 15a-6"). CMA has entered into arrangements with ECSC which enables this report to be furnished to eligible U.S.
recipients in reliance on Rule 15a-6 under the U.S. Securities Exchange Act of 1934, as amended.

Each U.S. recipient of this report represents and agrees, by virtue of its acceptance thereof, that it is such a "major U.S.
institutional investor" (as such term is defined in Rule 15a-6) and that it understands the risks involved in executing transactions
in such securities. Any U.S. recipient of this report that wishes to discuss or receive additional information regarding any
security or issuer mentioned herein or engage in any transaction to purchase or sell or solicit or offer the purchase or sale of
such securities, should contact a registered representative of ECSC, which maintains a chaperoning arrangement with CMA.

ECSC is a broker-dealer registered with the SEC, Member of FINRA and SIPC. You can reach ECSC at 1951 NW 19th
Street, Suite A103 Boca Raton, FL 33431, phone (561)829-2173.  Further information is also available at
www.epiccapitalfl.com. You may obtain information about SIPC, including the SIPC brochure, by contacting SIPC directly at
202-371-8300; website: http://www.sipc.org.
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ECSC is under common control and ownership as is CMA and maintains certain dually associated persons. CMA is a
registered Futures Broker-Dealer in Argentina and was formed in 1990. The company is a member of the Rosario Future
Market approved to act as an agent and compensation member. CMA is regulated by the Rofex market and the Comisién
Nacional de Valores. CMA also acts as investment advisor for local equity and fixed income products for individuals,
corporations and institutional investors. This company also acts as an IBD (Introducer Broker Dealer) for RBC LLC, opening
accounts mainly for corporations and institutional investors. CMA is located at Esmeralda 130, 8th. Floor, zip code:
C1035ABD, Buenos Aires, Argentina. Further information is also available at: www.capitalmarkets.com.ar

Investing in non-U.S. Securities may entail certain risks. The securities referred to in this report and non-U.S. issuers may not
be registered under the U.S. Securities Act of 1933, as amended, and the issuer of such securities may not be subject to
U.S. reporting and/or other requirements. The information available about non-U.S. companies may be limited, and non-U.S.
companies are generally not subject to the same uniform auditing and reporting standards as U.S. companies. Securities of
some non-U.S. companies may not be as liquid as securities of comparable U.S. companies. Investment products provided
by or through ECSC are not FDIC insured, may lose value and are not guaranteed by ECSC or the entity that published the
research as disclosed on the front page of this report.

Analysts employed by CMA, a non-U.S. broker-dealer, are not required to take the FINRA analyst exam. The information
contained in this report is intended solely for certain "major U.S. institutional investors" and may not be used or relied upon
by any other person for any purpose. Such information is provided for informational purposes only and does not constitute
a solicitation to buy or an offer to sell any securities under the Securities Act of 1933, as amended, or under any other U.S.
federal or state securities laws, rules or regulations.

The investment opportunities discussed in this report may be unsuitable for certain investors depending on their specific
investment objectives, risk tolerance and financial position.

In jurisdictions where ECSC is not registered or licensed to trade in securities, or other financial products, transactions may
be executed only in accordance with applicable law and legislation, which may vary from jurisdiction to jurisdiction and which
may require that a transaction be made in accordance with applicable exemptions from registration or licensing requirements.

The information in this publication is based on sources believed to be reliable, ECSC or CMA do not make any representation
with respect to its completeness or accuracy. All opinions expressed herein reflect the author's judgment at the original time
of publication, without regard to the date on which you may receive such information and are subject to change without
notice.

CMA may have issued other reports that are inconsistent with, and reach different conclusions from, the information presented
in this report. These publications reflect the different assumptions, views and analytical methods of the analysts who prepared
them. Past performance should not be taken as an indication or guarantee of future performance, and no representation or
warranty, express or implied, is provided in relation to future performance.

The information contained herein may include forward-looking statements within the meaning of U.S. federal securities laws
that are subject to risks and uncertainties. Factors that could cause a company's actual results and financial condition to
differ from expectations include, without limitation: political uncertainty, changes in general economic conditions that adversely
affect the level of demand for the company's products or services, changes in foreign exchange markets, changes in
international and domestic financial markets and in the competitive environment, and other factors relating to the foregoing.
All forward-looking statements contained in this report are qualified in their entirety by this cautionary statement.

Other countries: Laws and regulations of other countries may also restrict the distribution of this report. Persons in possession
of this document should inform themselves about possible legal restrictions and observe them accordingly.
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