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TGS: The worst quarter is here but future remains 
uncertain 
 

Unsurprisingly, TGS'squarterly figures were worse than those seen in 1Q20 
as the quarantine tightened and the economy came to a complete standstill. 
 

Net sales were down 25.9% YoY to $ 10,735 million, below our estimates 
of $ 11,150 million. The deviation was justified by a greater than expected 
drop in the Production and Marketing of Liquids unit (-40% vs. -35% 
expected), partially offset by a greater than estimated improvement in 
Telecommunications unit (+21% vs. +8% expected). 
 

The good news came from the cost management side, which fell 25.7% 
YoY, allowing gross margin to increase by 410 basis points compared to 
1Q20. 
 

Operating income fell 33.3% from 2Q19 driven by lower revenue, especially 
from the Gas Transportation business, whose last tariff hike took place in 
August 2019. In any case, compared to 1Q20, it was only 4.3% lower. 
 

Cash flow generation has been very robust despite the adverse context. The operating cash flow became 
225% higher as a consequence of the lower tax burden, better management of working capital and profit 
from hedging taken against the fall in prices of liquid fuels. 
 

Thus, Cash and Equivalent position improved by $ 7,328 million. Considering that, net debt stood at $ 
21,189 million against $ 25,883 million as of December 31st, 2019. 
 

Looking forward, the firm continues betting on Vaca Muerta’s potential. In this regard, it reached a deal 
with Shell Argentina to install and operate a dehydration and regulation plant in Bajada de Añelo to provide 
services for a minimum of two years. 
 

The collection of tariff invoices from major clients in Gas Transportation business has improved in recent 
weeks compared to the worst level of the crisis. Likewise, the comprehensive review of tariffs with the 
Government has been extended till December 2020. Finally, export taxes were imposed on the liquids that 
TGS operates. They will be 0% when the Brent oil is below USD 45, between 0% and 8% when the price 
is between US $ 45 and US $ 60 and greater than 8% when the price of the oil barrel is above USD 60. 
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EV/ 
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(x)

 
P/BV 
(X) 

 
P/E 
(x) 

 
EPS 

(AR$) 

2019 48.562 23.454 12.805 3,83 3,58 8,45 16,51 

2020e 42.249 22.485 14.159 6,38 2,30 10,71 13,03 

2021e 50.698 26.443 28.154 6,11 1,94 5,38 25,91 

Share Outstanding ($ m) 794 12M Range 67 /165 

Float (%) 21,00% EPS Trailing 16,51 

Market Cap ($ m) 110.832 P/E Trailing 8,45 

Net Debt ($ m) 21.216 EPS Forward 13,03 

EV ($ m) 132.048 P/E Forward 10,71 

    

TGS (BCBA: TGSU2) 
AR$ 139.5 (August 12th, 
2020) 
 
Target Price (AR$): 152.65 
 
Target Price ADR: US$ 5.25 
 
Rating: Market Performer 
 
 
 

Price Range (ARS) 

52 wk. Min. 52 wk. Max.

67 165 
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We believe that the current stock price is near fair value considering the uncertain context. In any case, in 
the short term, the upside potential of the stock could be due to the compression of country risk, while the 
return to normality in economic activity is still very uncertain. Rating: Market Performer. 

   

 
 

Valuation 
 
Considering a country risk premium of 2.050 bps and a WACC rate of 18.83%, our TP is AR$152.6. 
 
 

Sensibility Analyses     
Country Risk / 1.200 bps 2.050 bps 2.500 bps 

WACC 13,83% 19,01% 22,97% 
Target Price (AR$) 272,0 152,63 119,75 

 
 
 
Rating: Market Performer. 
 
 
 
 
Risks of the investment thesis: 
 

1. Hyperinflation process that could lead to a deepening of the economic crisis.   
     

2. Higher (than reported) export taxes on the company’s products.    
             

3. Recurrent freezing on domestic natural gas prices could affect TGS’ operating cash flow. 
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DCF Valuation 

 

 
 

 

Relative Valuation 
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Financial Statement 
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Balance Sheet 
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The purpose of this report is to provide general information to the reader, and it is not intended as an offer, an invitation or solicitation of an offer for the purchase 
and sale of any security or financial instrument mentioned in this report. This report has not been issued to provide the basis to make a credit evaluation or of 
any other kind. 

 

Capital Markets Argentina S.A., Esmeralda 130, piso 5 (1035) Buenos Aires, Argentina. Tel. (54 11) 4320-1900, Fax (54 11) 4320-1935. Web Site: 
www.capitalmarkets.com.ar. 
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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. Each 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 TGS shares  
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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.  

 

 
 

 

As from August 12, 2020, the formula is:  

Outperform:  expected to perform above the underlying country index  

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

Underperform:  expected to perform below the underlying country  

 

Distribution of Ratings 

 

 Ratings 

Covered companies with 

Specific Rating 

Outperform 5% 

Perform 5% 

Underperform 90% 

 

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 
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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 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 consequence. 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 to 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.  
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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.  

 

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 Comisión 

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 
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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.   

 
 
 

 


