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Brazilian Utilities 
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$4.4bn 
capex in the next 24-43 months. There were no bids for five lots representing 23% of 
capex; this underscored in our view 1) weaker balance sheets for Eletrobras/CTEEP post-
MP579, with c.70% cut in revenues, but no full compensation yet from the Bz Fed 
Govt for past investments that were never amortized; 2) still high execution risks 
perceived by investors despite the more reasonable, recently increased 6% ROA cap (in 
real R$) 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 9th Transmission Line Auction – Summary 

 
Source:  ANEEL, BM&F Bovespa and UBS 

 

Lot Km Sub 
stations

Capex 
(R$m)

Max. 
Revenues 
(R$m p.a.)

Bid 
revenues 

(R$m p.a.)

Discount 
relative to 
RAP Cap

 Winner Comments

 TOTAL 3,469 17 4,361 403.1 350.0 -13% Average discount considering auctioned projects only

A 436 1 330 38.7 - 0% No bids Registered bidders: Abengoa, Alupar, Eletronorte and Lintran.

B 480 4 854 102.2 92.5 -9% Abengoa Other registered bidders: Alupar, Eletronorte and Elecnor.

C 40 2 262 30.4 28.9 -5% Alupar Other registered bidders: Alupar and CPFL Geração

D 301 2 603 71.3 45.6 -36% Cymi Holding Other registered bidders: Abengoa, Alupar, Elecnor and TAESA.

E 492 0 531 63.6 48.8 -23% Cymi Holding Other registered bidders: Abengoa, Alupar, Riacho Verde, Elecnor and Lintran.

F 656 0 624 76.9 76.9 0% Cantareira Consortium - Copel 
GT (49%) and Elecnor (51%)

Other registered bidders: Abengoa, Alupar, Cymi and Lintran.

G 195 2 312 36.9 36.5 -1% Abengoa Other registered bidders: Alupar, Santa Rosa, Cymi, Elecnor and Lintran.

H 148 1 301 33.6 - 0% No bids Registered bidders: Abengoa, Alupar, Electronorte, Elecnor, and ENTE.

I 262 3 184 21.7 - 0% No bids Registered bidders: Abengoa, Alupar, Bi-Global, Canarana, Cymi and Lintran.

J 95 0 46 5.5 - 0% No bids Registered bidders: Abengoa, Alupar, Eletronorte and Lintran.

K 53 1 49 5.7 5.7 0% Copel Other registered bidders: Abengoa, Alupar and Elecnor.

L 191 1 130 15.3 - 0% No bids Registered bidders: Abengoa, Alupar, ENTE and Lintran.

M 120 0 135 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. 



 

 Brazilian Utilities   12 May 2014  3 

Required Disclosures 

This report has been prepared by UBS Brasil CCTVM S.A., an affiliate of UBS AG. UBS AG, its subsidiaries, branches and 
affiliates are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. 

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  
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UBS 12-Month 
Rating 

Definition Coverage1 
IB 
Services2 
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Neutral FSR is between -6% and 6% of the MRA. 42% 34% 
Sell FSR is > 6% below the MRA. 11% 23% 
UBS Short-Term 
Rating 

Definition Coverage3 
IB 
Services4 

Buy 
Stock price expected to rise within three months from the time the rating was 
assigned because of a specific catalyst or event. 

less than 
1% 

less than 
1% 

Sell Stock price expected to fall within three months from the time the rating was 
assigned because of a specific catalyst or event. 

less than 
1% 

less than 
1% 

Source: UBS. Rating allocations are as of 31 March 2014. 
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KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months.   Market Return Assumption (MRA)  is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks may be flagged as UR 
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in response to an event that may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
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Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
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as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained 
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UBS Brasil CCTVM S.A.:  Lilyanna Yang, CFA; Carlos Herrera.   
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Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

COPEL16 CPLE6.SA Buy N/A R$33.24 09 May 2014 

Transmissão 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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Transmissão Paulista (R$) 

01
-A

pr
-0

9

01
-Ju

l-0
9

01
-O

ct
-0

9

01
-Ja

n-
10

01
-A

pr
-1

0

01
-Ju

l-1
0

01
-O

ct
-1

0

01
-Ja

n-
11

01
-A

pr
-1

1

01
-Ju

l-1
1

01
-O

ct
-1

1

01
-Ja

n-
12

01
-A

pr
-1

2

01
-Ju

l-1
2

01
-O

ct
-1

2

01
-Ja

n-
13

01
-A

pr
-1

3

01
-Ju

l-1
3

01
-O

ct
-1

3

01
-Ja

n-
14

01
-A

pr
-1

4

0.0

20.0

40.0

60.0

80.0

Price Target (R$) Stock Price (R$)

Buy
Neutral

No Rating

 
Source: UBS; as of 09 May 2014 
  



 

 Brazilian Utilities   12 May 2014  5 

 

Global Disclaimer 
This document has been prepared by UBS Brasil CCTVM S.A., an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either express or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past performance is not necessarily a guide 
to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising out of the 
use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is 
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on 
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation 
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst 
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which 
investment banking, sales and trading are a part. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 
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