3 UBS

Global Research

Brazilian Utilities
Brasilia trip notes: R$17bn to the Treasury from
higher tariffs/Cemig, Cteep disputes/Sabesp, Light

Federal Treasury seeks R$10-17bn in signature bonus in 4Q15e

Highlights from recent meetings with the Brazilian Federal Govt., regulatory agency,
sector experts: 1) New generation auction rules (click here for details): the Treasury
is counting on R$10-17bn in signature bonus in 2015-16 with the auction of
3.2GWavg. (mostly belonging to CESP) that will be 70% destined to regulated
customers at a pre-set R$90-100/MWh tariff (as opposed to O&M-based R$20-
40/MWh) and 30% destined to the free market (at R$250-150/MWh); 2) GSF dispute
(click here for details): ANEEL's proposal to mitigate hydro risks will seek tariff-neutrality
to end-users. Gencos should expect no free lunch but rather a small snack, and not for
all: the yet-to-be-disclosed final deal terms will likely be positive for levered Gencos with
recently built projects and/or energy sold in the regulated market (as opposed to
existing energy that is sold in free/spot markets); 3) CEMIG's genco concession
contract dispute (click here for details): one cannot rule out risks of CEMIG having to
return to consumers some of the c.R$3bn over-earned during the period the injunction
was on - this poses downside risk to our DCF/SOTP-based R$10/sh PT; 4) SABESP: new
supply projects are behind schedule but volumes/revenues can recover well should
hydrology reverse to mean — however, the weather remains unpredictable; 5) CTEEP's
sub-transmission dispute (click here for details): dispute is unlikely to go on due to
strong opposition from not only Transcos, but also from ONS and Discos - this would
eliminate R$4/sh downside risk to our DCF/SOTP-based R$44/sh PT for CTEEP.

What's new this week: Cemig, Light, Tiete (upgrade), hydrology/demand, more
Cemig: FIP Redentor exercised its put option to sell on May 30t, 2016 its 19% stake in
Light for c.R$1.5bn; Cemig indicated it will not have to disburse as much: it will find a
new partner or pay up to keep Redentor at Light (+/-). Light: granted a put option for
BNDES to sell its 8.8% Renova stake for US$14.83/unit ($138m; using the same FX
used in SunEdison deal) at a cost of CDI+2% p.a. — this will allow Light to still sell its
16% Renova stake to SUNE before Nov. 2015 for the agreed US$14.83/unit ($250m) —
it is not yet clear whether SUNE would buy this BNDES stake at a later time (-); CEO
plus Business Development/IR head (former CFO) will both stay for another 3 years (+);.
AES Tiete: upped GETI4 to Buy (was Neutral) with DCF-based R$20/sh PT (was R$18)
for GETI3 and GETI4. Brazil: spot prices for this week remain high at R$250 (were
R$279/MWh) as ONS expects Sep. demand to fall more steeply (at -3.9% YoY, was -
2.9%) and SE/CW rainfall to be below the historical avg. at 89%.

2015-17e valuation multiples — Please see our latest valuation sheets for details

EV/EBITDA
e 16e 15e
AES Tiete ON GETI3 Buy 14.0 20.0 7.6 9.6 8.4 5.0 5.8 5.3 13.7%
AES Tiete PN GETI4 Buy 14.4 20.0 7.8 9.9 8.7 51 59 54 13.3%
Cemig PN CMIG4 Neutral 7.4 10.0 35 6.5 5.6 48 5.6 5.4 11.5%
CESP CESP6 Buy 15.2 220 283 104 9.2 32 6.3 5.6 3.4%
Copasa CSMG3 Neutral 8.7 12.0 25.4 4.5 2.2 5.0 4.3 3.2 1.5%
Copel PN CPLE6 Buy 298 38.0 8.3 4.7 43 6.9 4.6 4.4 6.3%
CPFL Energia CPFE3 Neutral 15.1 220 19.0 118 103 8.0 7.2 6.6 5.0%
CPFL Renovaveis CPRE3 - 13.0 - n.m. 29.7 193 1.2 9.4 83 0.3%
Cteep TRPL4 Neutral 36.0 44.0 125 10.2 102 41 3.7 3.6 4.1%
Eletrobras PNb ELET6 - 8.4 - n.m. 8.3 5.1 n.m. 16.7 113 20.4%
Eletropaulo ELPL4 Sell 116 15.0 8.6 4.9 5.2 7.6 5.9 5.7 3.0%
Energias do Brasil ENBR3 Neutral 1.3 14.0 85 10.7 83 7.4 51 4.7 7.6%
Equatorial EQTL3 sell 32.7 28.0 n.m 19.4 133 16.1 104 8.7 0.5%
IEnova IENOVA Neutral 725 85.0 26.2 246 215 120 103 9.0 2.9%
Light LIGT3 Neutral 117 20.0 6.9 3.1 2.7 6.2 4.6 43 3.6%
Sabesp SBSP3 Neutral 15.0 16.5 8.9 9.5 43 7.0 6.9 4.5 3.1%
TAESA TAEE1L - 176 - 7.1 7.0 7.6 7.3 7.4 7.8 9.9%
Tractebel Energia TBLE3 Sell 320 32.0 233 10.5 9.1 10.0 6.2 5.6 4.3%
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This report has been prepared by UBS Brasil CCTVM S.A. ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON
PAGE 3. UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware
that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as

only a single factor in making their investment decision.


https://neo.ubs.com/shared/d19GBVfgi5s/
https://neo.ubs.com/shared/d19GBVfgi5s/
https://neo.ubs.com/shared/d1QoQp2QXGM9/
https://neo.ubs.com/shared/d11iEZY4pYa/

Statement of Risk

Given its regulated nature, the electricity sector is subject to potential 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, an abrupt change in the
macroeconomic scenario including FX weakness could negatively impact valuation
for foreign investors, as tariffs are basically denominated in local currency
(although adjusted by inflation annually).

Brazilian Utilities 8 September 2015 S UBS 2



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,
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UBS Investment Research: Global Equity Rating Definitions

12-Month Rating Definition Coverage!' IB Services?
Buy FSR is > 6% above the MRA. 45% 36%
Neutral FSR is between -6% and 6% of the MRA. 42% 32%
Sell FSR is > 6% below the MRA. 13% 20%
Short-Term Rating  Definition Coverage’® IB Services*

Stock price expected to rise within three months from the time

0, o)
the rating was assigned because of a specific catalyst or event. less than 1% less than 1%

Buy

Stock price expected to fall within three months from the time

[0} [¢]
the rating was assigned because of a specific catalyst or event. less than 1% less than 1%

Sell

Source: UBS. Rating allocations are as of 30 June 2015.

1:Percentage of companies under coverage globally within the 12-month rating category. 2:Percentage of companies within
the 12-month rating category for which investment banking (IB) services were provided within the past 12 months.
3:Percentage of companies under coverage globally within the Short-Term rating category. 4:Percentage of companies
within the Short-Term rating category for which investment banking (IB) services were provided within the past 12 months.

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
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually
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
case. Equity Price Targets have an investment horizon of 12 months.

EXCEPTIONS AND SPECIAL CASES: UK and European Investment Fund ratings and definitions are: Buy: Positive
on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure,
management, performance record, discount;  Sell: Negative on factors such as structure, management, performance
record, discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands
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
in the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by
a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if
any, follows.

UBS Brasil CCTVM S.A.: Lilyanna Yang, CFA; Marcelo Sa; Vinicius Tsubone.
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Company Disclosures

Company Name Reuters 12-month rating Short-term rating Price Price date
AES TIETE (ON) GETI3.SA Buy N/A  R$14.00 04 Sep 2015
AES TIETE (PN) GETI4.SA Buy N/A  R$14.40 04 Sep 2015
CEMIG'® CMIG4.SA Neutral N/A R$7.43 04 Sep 2015
CTEEP TRPL4.SA Neutral N/A R$36.00 04 Sep 2015

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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use governing the applicable System.
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