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May 9 transmission auction: Copel and Spanish
players are still investing

Friday auction: 5 of 13 lots with no bids despite higher 6% WACC

On Friday, ANEEL auctioned 13 lots totalling 3,469km of new transmission lines/ 17
substations for combined R$403m p.a. revenue cap for 30-years, requiring R$4.4bn
capex in the next 24-43 months. There were no bids for five lots representing 23% of
capex; this underscored in our view 1) weaker balance sheets for Eletrobras/CTEEP post-
MP579, with ¢.70% cut in revenues, but no full compensation yet from the Bz Fed
Govt for past investments that were never amortized; 2) still high execution risks
perceived by investors despite the more reasonable, recently increased 6% ROA cap (in
real R$) that was used to derive the cap revenues for this auction.

Spanish players Abengoa, Cymi and Elecnor are still investing. Copel too

Unlike recent auctions, this time we did not see Eletrobras or Chinese player State Grid
bid. Cymi was the most aggressive bidder at 23-35% discount to cap revenues for
R$1.13bn capex vs. Abengoa’s 1-9% discount for R$1.17bn capex for different lots,
while Elecnor bid w/ 51-49% in JV w/ Copel at nil discount to the cap for a R$624m,
500Kv, 328km double circuit line. Copel won 2 lots alone w/ nil-6.5% discount to the
cap. All-in, Copel committed w/ ownership-adj. R$490m capex for R$58m revenues. Of
Brazil's Transcos, Alupar got one lot but CTEEP or CEMIG’s TAESA did not participate or
did not win any project. See Table 1 for details on the May 9, 2014 auction.

Copel: projects might yield 10% ROE which seems reasonable

Copel’s balance sheet remains unlevered at 2.2x EBITDA and ROEs of recent projects
are of low visibility. Key execution risks for the estimated 10% yield are related to
environmental liabilities and cheap funding.

Valuation: Transmission remains our favourable sector within Brazilian utilities
This is due to limited volume and delinquency risks under a scenario of shortage
coming from poor hydrology. We like Buy-rated CTEEP (TRPL4).

Table 1: May 9t Transmission Line Auction - Summary
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TOTAL 3,469 17 4,361 403.1 350.0 -13% Average discount considering auctioned projects only

A 436
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135 16.0 15.0 7% Copel Other registered bidders: Abengoa, Alupar, Cymi, Lintran and TAESA.
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Statement of Risk

Given its regulated nature, the electricity sector is subjected to political or legal
interference. The federal and state governments could implement changes or apply
more severe rules to the tariff reset process that could negatively affect companies’
cash flows, and/or incentivize/penalize new-builds in renewables as opposed to gas
or coal, for instance. Finally, poor hydrology with already high end-user tariff gap
and/or abrupt change in the macroeconomic scenario including FX weakness could
negatively impact valuation.
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Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date
COPEL?'s CPLE6.SA Buy N/A  R$33.24 09 May 2014
Transmissao Paulista TRPL4.SA Buy N/A  R$26.00 09 May 2014

Source: UBS. All prices as of local market close.
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock

pricing date
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company.
Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.
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